
COMMONWEALTH OF KENTUCKY 
 

BEFORE THE PUBLIC SERVICE COMMISSION 
 
 

In the Matter of: 
 
ELECTRONIC APPLICATION OF DUKE ENERGY KENTUCKY, 
INC. FOR: 1) AN ADJUSTMENT OF THE ELECTRIC RATES;  
2) APPROVAL OF AN ENVIRONMENTAL COMPLIANCE PLAN 
AND SURCHARGE MECHANISM; 3) APPROVAL OF NEW 
TARIFFS; 4) APPROVAL OF ACCOUNTING PRACTICES TO 
ESTABLISH REGULATORY ASSETS AND LIABILITIES; AND  
5) ALL OTHER REQUIRED APPROVALS AND RELIEF 

) 
)     
)         CASE NO. 
)        2017-00321     
) 
) 
) 
 

  
 

NOTICE OF FILING 
 
 

 Notice is given to all parties that the following materials have been filed into the 

record of this proceeding: 

- The digital video recording of the evidentiary hearing 
conducted on March 6, 2018 in this proceeding; 
 
- Certification of the accuracy and correctness of the digital 
video recording; 
 
- All exhibits introduced at the evidentiary hearing 
conducted on March 6, 2018 in this proceeding; 
 
- A written log listing, inter alia, the date and time of where 
each witness’ testimony begins and ends on the digital video 
recording of the evidentiary hearing conducted on March 6, 
2018. 
  

A copy of this Notice, the certification of the digital video record, hearing log, and 

exhibits have been electronically served upon all persons listed at the end of this Notice. 

Parties desiring to view the digital video recording of the hearing may do so at 

https://psc.ky.gov/av_broadcast/2017-00321/2017-00321_06Mar18_Inter.asx. 



 Parties wishing an annotated digital video recording may submit a written 

request by electronic mail to pscfilings@ky.gov. A minimal fee will be assessed for a 

copy of this recording.  

Done at Frankfort, Kentucky, this 16th day of March 2018.   

      

        
       _______________________________ 

Gwen R. Pinson 
Executive Director 
Public Service Commission of Kentucky 
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CERTIFICATE 

I, Pamela Hughes, hereby certify that: 

CASE NO. 
2017-00321 

1 . The attached DVD contains a digital recording of the Hearing conducted in 

the above-styled proceeding on March 6, 2018. Hearing Log, Witness List, and Exhibit 

List are included with the record ing on March 6, 2018. 

2. I am responsible for the preparation of the digital recording. 

3. The digital recording accurately and correctly depicts the Hearing of March 

6, 2018. 

5. The "Hearing Log" attached to this Certificate accurately and correctly 

states the events that occurred at the Hearing of March 6, 2018, and the time at which 

each occurred. 

Signed this 12th day of March, 2018. 

Pamela Hughes, N t 
State at Large 
My Commission Expires: April 22, 2019 



j4.V~ Session Report - Standard 2017-00321_6MAR2018 

Duke Energy Kentucky 

Judge: Bob Cicero; Talina Mathews; Michael Schmitt 

Witness: Lisa Bellucci; Cynthia S. Lee; David Doss; James Henning; Jeffrey T. Kopp; Tammy Jett; Joseph Miller; Roger 
Morin Ph.D; Benjamin Pasti; Robert H. Pratt; Donald Schneider; Jeffrey Setser; Thomas Silinski; John Spanos; John 
Swez; John Verderame; Sasha Weintraub 

Clerk: Pam Hughes 

Date: Type: Location: Department: 
3/6/2018 General Rates Hearing Room 1 Hearing Room 1 (HR 1) 

Event Time Log Event 
-------
8:18:23 AM Session Started 
8:18:25 AM Session Paused 
9:01:08 AM Session Resumed 
9:01:10 AM Chairman Schmitt prelimanary remarks 

9:01:40 AM 
9:02:17 AM 

9:02:32 AM 

9:02:39 AM 
9:02:56 AM 
9:02:58 AM 
9:03:11 AM 
9:03:13 AM 
9:04:01 AM 
9:04:09 AM 
9:04:18 AM 
9:04:48 AM 
9:05 :23 AM 

9:06:37 AM 

9:08:50 AM 
9:09:02 AM 
9:09:28 AM 
9:09:40 AM 
9:09:45 AM 
9:10:05 AM 
9:10:56 AM 
9:11:50 AM 

Note: Hughes, Pam Intro of Comm Mathews 
Case No. 2017-00321 Duke Energy Kentucky 
Chairman goes over all parties 

Note: Hughes, Pam Duke Energy Kentucky, Inc.; Attorney General of Kentucky; 
Kentucky Industrial Utiltiy Customers, Inc. ; Kroger Company; 
Kentucky School Boards Association; and Northern Kentucky 
University 

Introductions of Counsel 
Note: Hughes, Pam 

Camera Lock PTZ Activated 
Camera Lock Deactivated 
Camera Lock PTZ Activated 
Camera Lock Deactivated 
Camera Lock PTZ Activated 
Camera Lock Deactivated 
Public Notice has been filed 
No Public Comments 

PSC - Quang Nguyen, Jenny Sanders, Attorney General - Larry 
Cook, Kent Chandler and Justin McNiel. KIUC- Mike Kurtz and Jody 
Cohn. Kroger Co. - Kurt Boehm. NKU - Dennis Howard. KSBA -
Matt Malone 

Chairman remarks about public meeting in Florence and some comments in writing in the record . 
Outstanding motions 

Note: Hughes, Pam 
Note: Hughes, Pam 

Confidentiality motions by Duke will be ruled on at a later date. 
KSBA to correct direct testimony of Roger Willhite, Duke to correct 
Rebutttal testimony of William Wathan Jr. Sustained 

Chairman remarks that requests be made that several witnesses by allowed to testify on different 
dates. 
Camera Lock PTZ Activated 
Camera Lock Deactivated 
Camera Lock PTZ Activated 
Camera Lock Deactivated 
Camera Lock PTZ Activated 
Camera Lock Deactivated 
No other outstanding matters 
Atty D'Aszenzo calls James Henning to the stand 

Note: Hughes, Pam Sworn in by Chairman 
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9:13:19 AM 

9:17:19 AM 

9:18:58 AM 
9:19:11 AM 
9:30:08 AM 
9:30:09 AM 

9:31:44 AM 
9:33:12 AM 

9:33:20 AM 
9:33:58 AM 
9:34:28 AM 
9:35:24 AM 

9:37:53 AM 

9:38:38 AM 

9:44:41 AM 

AG-Cook cross exam of Witness Henning 
Note: Hughes, Pam Regarding Page 12 of his direct testimony. Line 9; JD Power 

residential satisfactory study. Regarding what Fast track is and if 
they are specific to Duke Kentucky. Copies of study, Ky specific 
data for transactions is on page 3 of 24 of JPH-3, page 4, 5 and on. 

AG-Cook cross exam of Witness Henning 
Note: Hughes, Pam Direct testimony page 17. Atty Chandler hands out papers for 

witness to be cross examined about. 
Note: Hughes, Pam 

Break 
Session Paused 
Session Resumed 

Going to take 10 minute break so that Counsel for Duke can look 
over material. 

Chairman states that Counsel has reviewed papers 
Note: Hughes, Pam This info was not provided before hearing when a total list was 

asked for. 
Note: Hughes, Pam 
Note: Hughes, Pam 

Camera Lock PTZ Activated 

Atty Chandler states that these were not to be used until recently. 
Atty Cook remarks about confidential not being in there. 

AG-Cook cross exam of Witness Henning 
Note: Hughes, Pam Has merger resulted in any synergies or monetary rate savings for 

rate payers. 
Note: Hughes, Pam Page 5 of this handout document. Article 5, other provisions. First 

paragraph, witness reads this into the record. 
Note: Hughes, Pam Direct testimony page 17. Line 9, Merger with Progress Energy. A 

handout is document, letter from Frost, Brown, Todd 2011-00124. 
Dated June 19, 2017. 

Camera Lock Deactivated 
Camera Lock PTZ Activated 
Camera Lock Deactivated 
Atty D'Ascenzo objects 

Note: Hughes, Pam Overruled 
AG-Cook cross exam of Witness Henning 

Note: Hughes, Pam Regarding the synergies and rate savings for Duke rate payers. 
Don Wathan to better address. 

AG-Cook cross exam of Witness Henning 
Note: Hughes, Pam Page 90 of same document. Change the way Duke KY calculates 

interest expense for use of excess borrowed short term funds. 
Defers to Witness Doss. 

Note: Hughes, Pam 

Note: Hughes, Pam 

Regarding page 70 of same document. Cost allocation manual. 
Defers to Witness Setser. Page 89 of same document- Money 
pool transactions. Last paragraph, excess interest charges. Was 
this charged to rate payers. Defers to Witness Doss. 
Handout stamped by Commisssion of June 20, 2017. 2nd page on 
bottom. Refers to Affiliate Management audit - page 15. Defers 
to Witness Wathan 

AG-Cook cross exam of Witness Henning 
Note: Hughes, Pam Referring to direct testimony. Top of page; page 5 and 6, from 

lines 5 - 23, and to line 2 on next page. Witness reads this into the 
record. 

Note: Hughes, Pam Network transmission service costs and PJM costs. When did Duke 
KY become PJM member? 

Note: Hughes, Pam Duke customer system to be updated to a state of the art customer 
system on all of Duke affiliates. Defers to another witness. 
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9:53:10 AM 

9:54:47 AM 
9:55:06 AM 

9:58:19 AM 

10:01:20 AM 

10:02:30 AM 

10:03:33 AM 

10:03:51 AM 

10:06:15 AM 

10:09:33 AM 

10: 10:30 AM 

10:18:31 AM 

AG cross exam of Witness Henning 
Note: Hughes, Pam Referring to expand costs to be recovered - Rider PSM. 
Note: Hughes, Pam Referring paying PJM costs without having to come in for a rate 

case since 2005. 
Atty Samford asks question to AG 
AG-Cook cross exam of Witness Henning 

Note: Hughes, Pam Refers back to costs put in Rider and names them. Specific 
components deferred to Witness Swez or Verderame. 
Components of shared costs of new Rider PSM. 

Note: Hughes, Pam Referring to net costs in Rider PSM. Cost versus profits. 90/10 
basis 

Atty Howard cross exam of Witness Henning 
Note: Hughes, Pam Referring to the costs of PSM mechanism and what percentages go 

where. The one million dollars going to customers and revenues. 
Refers to if costs outweigh the savings and the first 1 million dollars 
going to rate payers. would not be available. 

Atty Malone cross exam of Witness Henning 
Note: Hughes, Pam 3 components of this. Defers to another witness. 
Note: Hughes, Pam Referring to KSBA statute. Witness not aware. 

Atty Kurtz cross exam of Witness Henning 
Note: Hughes, Pam Kiuc fi led complaint against Duke because of the Tax Reform Act. 

Note: Hughes, Pam 

Note: Hughes, Pam 
Atty D'Ascenzo objects. 

Note: Hughes, Pam 
AG objects to question 

Non-unaminous agreement with the Commission. 
Referring to Duke's rebuttal that 100% of electric savings would go 
back to rate payers. Sarah Lawler testimony. 
Referring to Duke Ky not having rate increase in a number of years. 

Overruled 

Note: Hughes, Pam Overruled 
Atty Kurtz cross exam of Witness Henning 

Note: Hughes, Pam Refers to this being a future test year case. Does low-growth and 

Note: Hughes, Pam 

customer additions increase Duke's revenue to keep them from 
seeking rate increase. 
Major base load generation is East Bend in Boone, County. 100% 
owned. Paid approximately 12 million dollars - 190 MW 

Note: Hughes, Pam Regarding amazon expansion and they will be customer of Duke. 
Atty Nguyen cross exam of Witness Henning 

Note: Hughes, Pam Rider PSM- expansion of revenues and costs. Net revenue or net 
costs. Defers to Verderame or Swez 

Atty Nguyen cross exam of Witness Henning 

Note: Hughes, Pam Rider DCI - He has overall responsibility to get these approved. 
Proposal for Rider DCI and framework to get approval. Business 
justification in order for him to give stamp of approval to include 
this in this case. Identifying reliability issues and recovering costs. 

Note: Hughes, Pam Were their reliabilty concerns identified in developing framework for 
Rider DCI that would trigger the need for this Rider to recover and 
specific projects. 

Note: Hughes, Pam Refers to testimony on customer surveys. JD Power survey on page 
12. Line 16 - 20. 6 performance areas, witness reads these into 
the record. Weighted differently. Exhibit JPH-1 shows the 
breakdown. 

Note: Hughes, Pam Page 13, lines 2 - 6, direct testimony. 
Atty Nguyen cross exam of Witness Henning 

Note: Hughes, Pam Page 14, lines 12-16. 4 measures key processes on fast track 
survey. Independent scores 
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10:24:58 AM 

10:26:52 AM 

10:29:20 AM 

10:30:48 AM 
10:31:31 AM 

10:32:20 AM 

10:32:56 AM 
10:33:23 AM 
10:33:29 AM 
10:46:40 AM 
10:46:41 AM 

10:47:11 AM 

10:48:05 AM 
10:48:19 AM 

10:50:01 AM 
10:50:15 AM 

10:51 :31 AM 

Note: Hughes, Pam 
Note: Hughes, Pam 

Mitigation of costs through the Rider. Capitol investments 
Regarding the Fast track survey. Page 13, line 22 and ending on 
page 14, line 2. 

Note: Hughes, Pam Page 15, lines 1-3. 74% of Duke customers are highly satisfied 
with outages and restoration they experience. 

Atty D'Ascenzo re-direct of Witness Henning 
Note: Hughes, Pam Refers back to handout from AG. Document 2015 affiliate 

mangement audit 2011-00124. Merger between Duke And Progress 
Energy in 2012. 

Note: Hughes, Pam Test year for this proceding runs though March 2019. 
Atty D'Ascenzo re-direct of Witness Henning 

Note: Hughes, Pam Regarding larger handout, page 89. Money pool transaction. 
Reads first sentence under findings 57. When did these 
transactions occur- calendar year of 2015. 

Note: Hughes, Pam Refers to document of AG- Joint stipulation agreement. Witness 
not familiar with this. Regarding settlement of merger between 
Duke and Progress 

Atty D'Ascenzo re-direct of Witness Henning 
Note: Hughes, Pam Regarding companies proposal for Rider DCI. Tracking mechanisms 

in Kentucky riders are in effect. Both have produced benefits for 
customers. 

AG Larry Cook wants to admit some materials into the record 
Atty Samford objects to this one document 

Note: Hughes, Pam Sustained. 
AG admits exhibit 1 as the audit report dated 6-20-17 

Note: Hughes, Pam Cover Ltr dated June 20, 2017 with the 2015Affiliate Management 
Audit Final Report Of Duke Energy Kentucky. Case No. 2011-00124 
Final Report 

Witness excused 
break 
Session Paused 
Session Resumed 
Atty D'Ascenzo calls Witness Kopp 

Note: Hughes, Pam Sworn in by the Chairman 
Atty D'Ascenzo direct of Witness Kopp 

Note: Hughes, Pam Jeffrey Kopp, Manager, Business consulting Dev. 

Note: Hughes, Pam 
Witness Kopp excused 

McDonald Engineering. 
Adopts testimony 

Atty D'Ascenzo calls Witness Spanos 

Burns and 

Note: Hughes, Pam Jon Spanos- Senior VP of Gannet Fleming Valuation and Rate 
Consultants lie 

Note: Hughes, Pam 
Note: Hughes, Pam 

Witness excused 

Adopts his testimony 
Sworn in by the Chairman 

Atty D'Ascenzo calls Witness Weintraub 
Note: Hughes, Pam Sworn in by the Chairman 
Note: Hughes, Pam Alexander Sasha Weintruab- Senior VIce President, CUstomer 

Solutions. Adopts his Direct testimony and Data Requests and also 
Data Requests submitted by Timothy Duff. 

Atty Cook cross of Witness Weintruab 
Note: Hughes, Pam Referring to rate making purchase fuel costs are handed down to 

rate payers 
Note: Hughes, Pam Variable costs, largest costs and fixed costs 
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10:55:27 AM 

10:56:47 AM 

10:59:46 AM 

11:01:37 AM 

11:04:50 AM 

11 :06:13 AM 

11:10:30 AM 

11 :15:00 AM 

Note: Hughes, Pam Referring to greater costs of fuel in summer and winter peak 
months. 

Note: Hughes, Pam Regarding usage going up when it is hotter, uses its 12 month fixed 
bill program for customers so they can mange their bills accordingly. 
My Home Energy Report is given so customers are aware of the 

energy they use. 
Atty Cook cross of Witness Weintruab 

Note: Hughes, Pam Referring to costs of fuel and the accentive to watch their usage 
(customers). Duke can kick customers off this program if they go 
way over their usage and customers seem to be aware of their 
usage 

Atty Cook cross of Witness Weintruab 
Note: Hughes, Pam Regarding how company determines how much fuel fixed bill 

customers uses. 
Note: Hughes, Pam Regarding Company being compensated for all fuel that is used. 

Note: Hughes, Pam 

Higher incremental costs of electricity on the fixed bill will not be 
passed on to other rate payers. Shareholders bear this additional 
cost. 
Regarding Residential tariff for customers not on this fixed rate 
program. 

Atty Cook cross of Witness Weintruab 
Note: Hughes, Pam Exception of fuel costs anf other riders, the company is at risk for 

other costs asscociated with the fixed bills. 
Note: Hughes, Pam Rebuttal testimony- Windfall profits. 

Atty Cook cross of Witness Weintruab 
Note: Hughes, Pam Page 8, rebuttal testimony. Revenue requirement increased if fixed 

bill rider is not approved. $ 122,232.00 Witness explains how they 
come up with this amount. 

Note: Hughes, Pam Regarding application, testimony or exhibits not showing at how 
they arrived at this figure. PHDR needed. This info is on 
Workpapers sponsered by Ms. Lawler (in the record) 

AG hands out material that is in the record . 
Note: Hughes, Pam AG-DR-02-09 

Atty Cook cross of Witness Weintruab 
Note: Hughes, Pam AG-DR-02-033 Reads this reponse into the record. 
Note: Hughes, Pam Dukes responses to AG's DR 2. Subpart D. Budget bill ing and Fixed 

Bill projects. Witness reads the response in answer part d. 
Note: Hughes, Pam Attachment 2 page 2 of 4. Reads first sentence about how fixed 

bill is determined. No where is there a incentive for customers. 
Atty Cook cross of Witness Weintruab 

Note: Hughes, Pam If customer is kicked off program if they go over their 15%, who 
then pays the overage charges. Fuel clause. FAC is kept 
separate from the fixed bill clause. 

Note: Hughes, Pam Rebuttal testimony, page 5. Line 3 - Premium charge is designed to 
recover the cost risk the company is taking on. 

Note: Hughes, Pam Kentucky Fixed bill progrm to be modeled by the Indiana fixed bill 
program. Customers can be taken off the fixed bill. Company bears 
the costs of anything above normal usage. 

Atty Nguyen cross of Witness Weintruab 
Note: Hughes, Pam No participation in KSBA energy management program since 2014. 

Why Duke decided not to implement the school program. EE 
projects. $1 million funds for schools to find rebates or programs 
that will help them. 
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11:20:45 AM 

11 :26:12 AM 

11 :27:49 AM 

11:31:24 AM 

11:32:06 AM 
11:32:14 AM 

11 :33 :00 AM 

11:35:20 AM 

11 :37:39 AM 

11:38:28 AM 
11:38:37 AM 
11:42:34 AM 

11:47:02 AM 

Atty Nguyen cross of Witness Weintruab 
Note: Hughes, Pam Staffs DR 4- excel formatted-tab 3; fixed bill. Consumption and 

risk adder. Provide detail of differences and purpose of these 
Riders 

Note: Hughes, Pam Referring to Average and non-average customers in the hot 
summer usage. Weather normilization. 

Note: Hughes, Pam Risk adder and what it is and means. Value assigned to this Risk 
adder. 7 to 8% premium applied to fixed bill. 

Comm Mathews cross of Witness Weintruab 
Note: Hughes, Pam Regarding the differnce in Fixed billing and budget billing. 

Atty Malone cross of Witness Weintruab 
Note: Hughes, Pam Who did Duke interact with in the Counties about the 1 million set 

aside for the school districts. The School system has to come in 
and engage Duke Energy about the project. 

Note: Hughes, Pam !2 years since last rate case, any knowledge with the LGE/ KU school 
projects. 

Note: Hughes, Pam Limited amount of funds that schools have. Lack of a school energy 
manager for these programs can cause big problems and make 
things difficult. Facility managers. 

Note: Hughes, Pam Referring to the 1 million dollars for the KSBA district breakdown. 
Atty Kurtz cross of Witness Weintruab 

Note: Hughes, Pam Under consumption and over consumption in these programs. 
Under is credit in next year. 

Witness Excused 
Atty D'Asenzo calls Witness Morin 

Note: Hughes, Pam Sworn in by the Chairman. 
Atty D'Ascenzo direct of Witness Morin 

Note: Hughes, Pam Adopts his testimony's and DR's. One correction on rebuttal , page 
6. Line 9- vertically integrated electric utility. Line 11 - 9.8 % Page 
9, line 17- insert vertically integrated electric utility. 9.8% 

Note: Hughes, Pam Roger A. Morin Ph.D Principal Utility Research International. 
AG hands out papers not in the record. 

Note: Hughes, Pam 4 handouts (green folder and other pages) 
Atty Chandler cross of Witness Morin 

Note: Hughes, Pam Rebutall testimony, cited the Order in the KY Power Case. lines 16 -
18. Page 28 of the Ky Power Order in Case No. 2017-00179. 
Witness reads first full sentence on the page. 

Note: Hughes, Pam Cap in was 4.8% interest rate. What is current rate on treasury 
bond- 3%. 9.7 ROE in the Ky Power case 2017-00179. Thinks 
Commisson makes up its own mind in this case. 

Camera Lock PTZ Activated 
Camera Lock Deactivated 
Atty Chandler cross of Witness Morin 

Note: Hughes, Pam Page 10 of rebuttal. Dominion Resources was included, and has 
highest ROE on list. Line 8 shows 10.9% 

Note: Hughes, Pam Dominion Energy handout page. Dominion Energy 10k, page 20. 
Electric regulation of Virginia. 2015 kept Virginia rate base the 
same into 2022. 

Note: Hughes, Pam Page 12 in rebuttal testimony. Dividend average used. 3.1% 
subject to check. 

Atty Nguyen cross of Witness Morin 
Note: Hughes, Pam Rebuttal testimony pages 27-28. Trends in interest rates. 
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11 :48:48 AM 

11:53:17 AM 

11 :54 :53 AM 

11 :55:45 AM 

11:56:45 AM 

11:57:27 AM 
11:57:35 AM 

11:58:52 AM 

11 :59:34 AM 

12:00:43 PM 

12:03:02 PM 

12:03:45 PM 

12:11 :42 PM 

12:12:09 PM 

Atty Nguyen cross of Witness Morin 
Note: Hughes, Pam Referring to risks and returns. Rebutall testimony, ROE 9.8% . 

Proxy group average allowed. I s the ROE of 10.3% comparably 
inflated. Risk factors . Mitigation processes that Duke has planned 
or implemented. 

Note: Hughes, Pam Any current market changes that may affect current ROE analysis. 

Atty D'Ascenzo re-direct of Witness Morin 
Note: Hughes, Pam KY Power Order on page 28. Interest rates are increasing but 

historically slow. Federal reserve indicated that interest rates will 
be rising . In his rebuttal testimony he has a graph, 

AG cross of Witness Morin 
Note: Hughes, Pam 

AG cross of Witness Morin 
Note: Hughes, Pam 

Atty Kurtz cross of Witness Morin 
Note: Hughes, Pam 

Witness excused 

Ky Power Order came out in January 2018. His graph was mid-
2017. 

Midpoint of ROE was 9.9%. Regarding when he recommended 
bottom half of ROE since 2006. 

Referring being a part of PJM. Risks 

Atty D'Ascenzo calls Witness Silinski 
Note: Hughes, Pam Sworn in by the Chairman. 

Atty Honaker direct Witness Silinski 
Note: Hughes, Pam Thomas Silinski, VP Total Rewards and Human Resource 

Operations. Adopts his testimony 
AG moves to introduces exhibits 2, 3 and 4 

Note: Hughes, Pam Chairman admits these into the record 
Atty McNeil cross Witness Silinski 

Note: Hughes, Pam 

Note: Hughes, Pam 

Atty McNeil cross Witness Silinski 
Note: Hughes, Pam 

Atty McNei l cross Witness Silinski 
Note: Hughes, Pam 

Note: Hughes, Pam 

Note: Hughes, Pam 
Note: Hughes, Pam 

Atty McNeil cross Witness Silinski 
Note: Hughes, Pam 

Atty McNeil cross Witness Silinski 
Note: Hughes, Pam 
Note: Hughes, Pam 
Note: Hughes, Pam 

Craft technicians and line technicians can take 5 years to train. 
Positions differ on how long it takes to train. Hiring experienced 
workers. Craft positions are maybe a third. 
Regarding the Career advancement to employees by Duke Energy. 
Importance of compensation and benefits. 

Testimony. Strategies of the road ahead. Compensation and 
benefits are part of what it takes to advance this strategy. 

Page 11 of testimony - "recognition awards" and what they are and 
what for. Estimate on how often they are given, maybe less than 5 
% of employees get these. 
Page 11, incentive pay to get employees to perform to a high level. 
Attachment TS-2 . Titles "Pay for Performance". 3rd bullet point, 
witness reads this. Regarding Dukes short-term incentive program. 
Short term and long term incentives programs and what they are 

tied into. 
Regarding other companies Duke compares itself to. 
Page 14 of testimony-chart. Overall wage increase budget from 
years of 2013- 2017. 

Page 24 of direct testimony. Results are available. PHDR needed. 

Non union employees benefits are frozen 
Regarding the pension plan of the company. 
Enhanced company match employees and 401k match at the 6% 
match. 
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12:16:03 PM 

12: 18:55 PM 

12:19:48 PM 

12:22:55 PM 

12:24:09 PM 
12:24:17 PM 
12:24:23 PM 
1:30:19 PM 
1:30:26 PM 

1:30:55 PM 

1:31:38 PM 

1:37:31 PM 

1:38:02 PM 
1:38:11 PM 

1:38:44 PM 

1:39:37 PM 

1:40:49 PM 
1:40:59 PM 

1:41:56 PM 

1:42:28 PM 

Atty Nguyen cross Witness Silinski 
Note: Hughes, Pam Response to Staffs DR2- item 5.a. 21% cost of employee 

medical coverage to single coverage. The attachment 1 of 1 
provides calculation. 20% in column under Kentucky, must have 
been an error. 

Note: Hughes, Pam PHDR to confirm this% and calculation. 

Atty Nguyen cross Witness Silinski 
Note: Hughes, Pam Duke Kentucky's original test year on medical expense and impact 

on reveune requirement. PHDR needed 
Atty Nguyen cross Witness Silinski 

Note: Hughes, Pam Regarding the Retirement plans offered by Duke Kentucky. 2014 or 

Note: Hughes, Pam 

Note: Hughes, Pam 

2015 when change came into affect. 
Legacy employees, defined benefits were frozen and moved into the 
401k program going forward. 
PHDR- population of employees eligible for defined benefit plan and 
also the other benefit plan. 

Atty Honaker re direct of Witness Silinski 
Note: Hughes, Pam Regarding Compensation for employees and the total rewards 
Note: Hughes, Pam Dukes retention of employees. More attrition 

Witness excused 
Break 
Session Paused 
Session Resumed 
Witness David Doss called to the stand 

Note: Hughes, Pam Sworn in by Chairman 
Atty Honaker direct of Witness Doss 

Note: Hughes, Pam David Doss - Duke Energy, Director of Electric Utilities and 
Infrastructure 

Note: Hughes, Pam Sworn in by the Chairman 
Note: Hughes, Pam Adopts testimony 

Atty Chandler cross of Witness Doss 
Note: Hughes, Pam AG exhibit 1. Audit report, page 89. Findings V-7. Parts of the 

findings was in error. Explains why he thinks it is in error. $ 25 
million pool catergorized as long term debt. This is not in test year 

Note: Hughes, Pam Page 90. V-1 Disagrees wiith the premise 
Atty Honaker re direct of Witness Doss 

Note: Hughes, Pam Witness not aware of this report or concerns. 
Witness excused 
Witness Robert Pratt called to the stand 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Honaker direct of Witness Pratt 

Note: Hughes, Pam Duke energy, Director, Regional Fianacial Forecasting 
Note: Hughes, Pam adopts his testimony and Patty Mullins responses 

Atty Chandler cross of Witness Pratt 
Note: Hughes, Pam Direct testimony on page 10, line 19. He reads this into the record. 

O&M expenses, related to advanced metering. 
Witness excused 
Witness Schnieder called to the stand 

Note: Hughes, Pam Donald Schneider Jr. 
Note: Hughes, Pam Sworn in by Chairman 

Atty D'Ascenzo direct of Witness Schneider 
Note: Hughes, Pam Adopts all testimony and DR's. 

Atty Chandler of Witness Schneider 
Note: Hughes, Pam DR; AG-01-073 . 
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1:46:41 PM 

1:49:09 PM 

1:50:17 PM 
1:50:28 PM 

1:51:10 PM 

1:54:35 PM 
1:55:07 PM 

1:55:16 PM 

1:55:49 PM 

1:56:21 PM 
1:56:44 PM 

1:56:57 PM 

1:57:34 PM 

2:00:18 PM 

2:01 :51 PM 

2:02:56 PM 

2:04:14 PM 

2:04:43 PM 
2:05:06 PM 

Note: Hughes, Pam Data Requests regarding AMI deploynment. Test year adjustment 
for AMI. AG-1-40; costs anticipated in DLS-4 exhibits in Case No 
2016-00152 

Atty Chandler cross of Witness Schneider 
Note: Hughes, Pam AG-DR-01-074 Public Other costs for AMI project. 

Atty Chandler cross of Witness Schneider 
Note: Hughes, Pam Handed out an Order in Case No. 2016-00152. Settlement 

agreement in this order. Regarding Mr. Wathan's rebuttal testimony 
about test year adjustment 

Atty D'Ascenzo objection 
Atty Chandler states he will let him read. 

Note: Hughes, Pam Overruled 
Atty Chandler cross of Witness Schneider 

Note: Hughes, Pam Mr. Wathan's rebuttal testimony about savings. Witness drafted the 
original cost benefit analysis in the original CPCN case. Regarding 
incremental costs. Section 4 in the settlement attached to the 

Note: Hughes, Pam 

Witness excused 
AG exhibit 5 

Order- onoing costs of operations. 
DR 1-74 b.l. 490,000.00 ongoing costs in the test year. Anywhere 
that staes incremental costs. Witness appeared in the hearing in 
case no 2016-00152. 

Note: Hughes, Pam Order in PSC Case No. 2016-00152 
Witness Miller called to the stand. 

Note: Hughes, Pam Sworn in by the CHairman 
Atty Samford direct of Witness Miller 

Note: Hughes, Pam Joseph Miller VP, Central Services. Adopts testimony 
Witness excused 
Witness Lee called to the stand 

Note: Hughes, Pam Sworn in by the Chairman 
Atty Samford direct Witness Lee 

Note: Hughes, Pam Cynthia Lee, Director Asset Accounting 
Note: Hughes, Pam Adopts her testimony and DR's. 

Atty Chandler cross of Witness Lee 
Note: Hughes, Pam Ash ponds closure and costs. ESM is 17 million dollars. Asset 

retirement costs. Amoritized once accepted by the Commission. 
Legal requirements to treat all costs the same 

Atty Nguyen cross of Witness Lee 

Note: Hughes, Pam Ash pond estimated to close in 2022 East bend remaining life. 
Atty Nguyen cross of Witness Lee 

Note: Hughes, Pam Any studies of costs of ash pond closure costing higher cost to rate 
payers if over a 23 year period. No analysis provided. PHDR need 
for 10 year v. 23 years. 

Atty Chandler re cross of Witness Lee 
Note: Hughes, Pam Regarding 17 million amount over the estimated amount and the 

portion that has not yet been spent. 
Atty Kurtz cross of Witness Lee 

Note: Hughes, Pam 

Witness excused 
John Swez called to the stand 

Note: Hughes, Pam 

What is carrying charge and how much? States 6%, subject to 
check. 

Sworn in by the Chairman 
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2:05:24 PM 

2:06:54 PM 

2:13:02 PM 

2:15:52 PM 

2:19:51 PM 

2:20:46 PM 

2:22:51 PM 

2:26:23 PM 
2:26:35 PM 

2:27:07 PM 

2:27:46 PM 

2:33:56 PM 

Atty Samford direct of Witness Swez 
Note: Hughes, Pam Sponsering DR's of Scott Burnside. Direct testimony, page 24 line 

17 charge code 2111 should be 2211. 
Note: Hughes, Pam Director, Generator Dispatch and Operations. 

Atty Chandler cross of Witness Swez 
Note: Hughes, Pam Regarding if company proposes to change the way Black start is 

credited to customers. . 
Note: Hughes, Pam Black start capability in direct testimony page 12. Where does this 

show up in a customers bill? Charge code 1380 and 2380.; Cost 
and Credit. Flows through the Rider PSM. 

Note: Hughes, Pam Capitol that had to be invested to start the black start unit. Duke 
spent the money to do this. 

Atty Kurtz cross of Witness Swez 
Note: Hughes, Pam Regarding the black start in Woodsdale units costs and role it plays 

in this case. Defines black start. Regarding the money spent to 
make the black start. PJM pays them. 

Atty Nguyen cross of Witness Swez 
Note: Hughes, Pam Page 24 of direct testimony. Proposed PJM billing line items flowed 

through Rider PSM. Broken down into 2 groups. Page 25, lines 12 
-13. 

Note: Hughes, Pam Regarding the netting out process and categories and costs that are 
netted for the proposed bill ing line items to be included in Rider 
PSM. 

Atty Samford re direct of Witness Swez 
Note: Hughes, Pam Two units that have black start capabilities and original 

construction. Cincinatti was original owner. Duke got them in 2006 
Atty Kurtz re cross of Witness Swez 

Note: Hughes, Pam Regarding 6 units at Woodsdale. 
Note: Hughes, Pam Regarding directing the ions to Woodsdale to the coal unit. 

Atty Howard cross of Witness Swez 
Note: Hughes, Pam Regarding Firm Contracts for natural gas. 
Note: Hughes, Pam Secondary fuel, onsite storage. Has the onsite storage facilities 

been built? 
Note: Hughes, Pam 
Note: Hughes, Pam 

Witness excused 
Call John Verderame to the stand 

Deisel as a secondary fuel. 
Regarding Woodsdale units originally designed to run on natural gas 
with propane as a back up. 

Note: Hughes, Pam Sworn in by the Chairman. 
Atty Samford direct of Witness Verderame 

Note: Hughes, Pam John Verderame. Managing Director Power Trading and Dispatch 
Note: Hughes, Pam Adopts his testimony 

Atty Chandler cross of Witness Verderame 
Note: Hughes, Pam Has Duke Kentucky made Investments to ensure it doesn't recieve 

Note: Hughes, Pam 

Note: Hughes, Pam 
Note: Hughes, Pam 

capacity performance each year. 
Regarding spending capitol to ensure it complies with the black start 
projects at Woodsdale 
Regarding Capacity performance. Bonuses 
Proposed Rider PSM provides for multiple costs or credits, it is 
proposed to be split 90/ 10. 

Atty Chandler cross of Witness Verderame 
Note: Hughes, Pam Regarding capacity performance bonuses assesment. 
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2:35:12 PM 

2:39:34 PM 

2:42:56 PM 

2:49:45 PM 

2:55:22 PM 

2:58:46 PM 

3:02:44 PM 

3:07:13 PM 

3:08:35 PM 

Atty Kurtz cross of Witness Verderame 
Note: Hughes, Pam Regarding capacity performance and how it works for RPM entities 

and FRR, and it only happens in an emergency situation. 640 
MW's for East Bend station. 

Note: Hughes, Pam East bend always committed fully. Woodsdale not always. Wants 
East Bend to be online all the time. 

Atty Nguyen cross of Witness Verderame 
Note: Hughes, Pam Phase in for non FRR entities 
Note: Hughes, Pam 2017-20 18 capacity for the delivery year. 600mw's east bend 
Note: Hughes, Pam Decision in waiting until now to get Woodsdale and Eastbend 

compliant. 2016-2017 offering mw's in excess. 
Atty Nguyen cross of Witness Verderame 

Note: Hughes, Pam Regarding available capacity that Duke would have. Duke is a 

Note: Hughes, Pam 

Note: Hughes, Pam 

summer peak. 
Page 8, direct testimony. Table at top of page. 2017 was 31% to 
2021 was 30%. Reserves for each of the 5 years as well. Page 7, 
number is target reserve number used for planning purposes. 
Did PJM perform calculations for load requirements and capacity for 
17-18 delivery year. What was reserve margin? 15% PHDR 
needed confirmation if has been provided or provide if not. Do a 3 
year 

Atty Nguyen cross of Witness Verderame 
Note: Hughes, Pam Page 13 of direct testimony. Regarding base residual option for 

Note: Hughes, Pam 
Note: Hughes, Pam 

the 2020-2021 year. What is LDA? 
Has the Duke KY/Ohio zone historically had an adder zone. 
Regarding occurences in past where Duke needed to purchase short 
term capacity. Unplanned 

Comm Mathews cross of Witness Verderame 
Note: Hughes, Pam Subject to the capacity performance even though they are FRR. 
Note: Hughes, Pam Regarding Woodsdale factoring into the Ucap. 
Note: Hughes, Pam Ucap close to predicted load. How is it calculated? 
Note: Hughes, Pam Regarding Duke being an FRR. 

Atty Samford re direct of Witness Verderame 
Note: Hughes, Pam Minimum offers rule explanation .. 
Note: Hughes, Pam Rider PSM. capacity sales would flow through the PSM. 
Note: Hughes, Pam FRR status and recent changes by PJM to have impact on company 

Note: Hughes, Pam 

to move from a FRR to an RPM. Length of time to make this 
transition. 3 year delay after Commission approval 
Capacity performance in effect since June 2016. No capacity 
performance hours to date 

Atty Kurtz re cross of Witness Verderame 
Note: Hughes, Pam Ferc rule on which proposal they want. 
Note: Hughes, Pam Mandated capacity factor is 30% 5 CP in PJM for thier 

responsibility. Witness can't speak to that. Regarding market 
monitor and requiring subsidization. 

Atty Chandler re cross of Witness Verderame 
Note: Hughes, Pam Regarding capacity performance having insurance policy. Back up 

fuel at Woodsdale is an insurance policy and requirement for fuel 
availability to be compliant. 

Atty Chandler re cross of Witness Verderame 
Note: Hughes, Pam Regarding cost or credits from qualified facilities. can't answer. 
Note: Hughes, Pam Regarding capaci ty purchases for QF 

3:09: 50 PM Witness excused 
3:10:02 PM Break 
3: 10:10 PM Session Paused 
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3:23:33 PM 
3:23:40 PM 

3:23:59 PM 

3:24:45 PM 

3:26:49 PM 
3:26:57 PM 

3:28: 17 PM 
3:28:30 PM 

3:29:10 PM 

3:30:00 PM 

3:31:02 PM 
3:31:21 PM 

3:31:40 PM 

3:33:32 PM 

3:36:23 PM 

3:36:34 PM 

3:38:14 PM 

3:41:18 PM 

Session Resumed 
Jeff Setser called to the stand 

Note: Hughes, Pam Sworn in by the Chairman 

Atty Honaker direct of Witness Setser 
Note: Hughes, Pam Jeff Setser, Director of Allocation and Reporting. Adopts his 

testimony 
Atty Chandler cross of Witness Setser 

Note: Hughes, Pam Page 70 of exhibit. Finding IV -1 Cost allocation manuel. Has 
Duke made the necessary changes that are included there. 

Witness excused 
Witness Benjamin Pasti called to the stand 

Note: Hughes, Pam William Benjamin Pasti 
Note: Hughes, Pam adopts testimony and DR's. 
Note: Hughes, Pam Sworn in by the Chairman 

Witness excused 
Witness Jett called to the stand 

Note: Hughes, Pam Sworn in by the CHairman 
Atty Samford direct of Witness Jett 

Note: Hughes, Pam Change to Page 17 direct testimony, 1st paragraph, 2nd line
agents should be struck. 

Note: Hughes, Pam Tammy Jett-Principal Environmental Specialist 
Atty Chandler cross of Witness Jett 

Note: Hughes, Pam AG DR -192. Any change to the CCR or ELG rules and how would 
they effect Duke Kentucky. 

Witness excused 
Witness Lisa Bellucci called to the stand 

Note: Hughes, Pam Sworn in by the Chairman 
Atty D'Ascenzo direct of Witness Bellucci 

Note: Hughes, Pam Lisa Bellucci. Director Tax operations. adopts testimony and adopts 
Cooper Monroe's DR. 

Atty Chandler hands out Order in Case No. 2017-00477-AG exhibit 6 
Note: Hughes, Pam Reads Last sentence of next full paragraph. 
Note: Hughes, Pam Regarding the use of 20 years was an estimate. 
Note: Hughes, Pam Last sentence in 2nd paragraph, deferred as if they should be 

returned. Aware if Commission knew the ARAM when they 
determined this. 

Note: Hughes, Pam 

Objection 

Regarding if she has read this Order. Reads final sentence on first 
page. 

Note: Hughes, Pam Sustained 
Atty Chandler cross of Witness Bellucci 

Note: Hughes, Pam Order filed in December 27, 2017. Date Mr. Kollens testimony filed 
12/28/17 subject to check. 

Note: Hughes, Pam Regarding the commissions beliefs of rate of Unprotected and 
protected ADIT's would be. 

AG hands out Mr. Kollens response to DR number 70 
Note: Hughes, Pam Previous page b.i ; and b. iv. She reads Mr. Kollens response to 

b .. iv. 
Note: Hughes, Pam Questions 70 and 70.b. She reads his answer to b. 

Atty Chandler cross of Witness Bellucci 
Note: Hughes, Pam Page 5 of rebuttal testimony. Book values of excess ADITS, 

amoritized according to the ARAMS. Figures are book figures. 
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3:42:54 PM 

3:47:04 PM 

3:48:58 PM 

3:49:29 PM 

3:50:35 PM 
3:50:50 PM 

3:51:50 PM 

3:52:52 PM 

3:53:23 PM 

3:53:36 PM 
4:05:25 PM 

Atty Kurtz cross of Witness Bellucci 
Note: Hughes, Pam Rebuttal testimony exhibit 1. 2.820 non grossed up revenue effect. 

Protected excess ADIT. Unprotected excess Commission requires 
they can be given back at any time. 20 year period or 15 year 
period. Unprotected is a base rate offset. 

Note: Hughes, Pam Regarding the benefits of the Tax Act. Amortization of excess ADIT 
3.78 million. Subject to check 

Atty Nguyen cross of Witness Bellucci 
Note: Hughes, Pam Settlement filed Friday in the Gas case, agreed to 15 % amorization 

rate for the protected piece. 15 year amorization in unprotected 
property. Protected is calculated by the ARAM method. 

Atty Chandler cross of Witness Bellucci 
Note: Hughes, Pam Offset for capitalization. 

Atty Nguyen cross of Witness Bellucci 
Note: Hughes, Pam Unprotected assets is 15 year life in Gas case, Duke is still 

proposing 20 year life in unprotected assets. Would Duke be willing 
to do a 15 year life. PHDR to reflect the 15 years 

Witness excused 
Chairman remarks about plan for rest of day. 

Note: Hughes, Pam Atty Samford talks about his witnesses and availability . 
Atty Kurtz asks for order of witnesses 

Note: Hughes, Pam Atty Samford names witnesses for tomorrow. 
Chairman asks for any other witnesses for the day. 

Note: Hughes, Pam No more witnesses to testify today. 
Adjourned for the day 

Note: Hughes, Pam Hearing will continue on March 7, 2018. 
Session Paused 
Session Ended 
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J_-,DUKE 
~ ENERGY. 

VIA OVERNIGHT DELIVERY 

June 19, 2017 

Talina Rose Mathews 
Executive Director 
Kentucky Public Service Commission 
211 Sower Blvd 
Frankfort, KY 40602-0615 

Re: Case No. 2011-00124 

AG 
Exhibit ___;:j_=--- - - - -

Mailing Address: 
139 East Fourth Street 

1303-Malo 
Clncmnatl, Ohio 45202 

u 513-287-4320 
, 513-287-4385 

Rocco.D'Ascenzo@duke-energy .com 
Rocco 0 . D'Ascenzo 

R E C E 1 V E 0 Associate General Counsel 

JUN 2 0 2017 

PUBLIC SERVICE 
COMMISSION 

In the Matter of the Joint Application of Duke Energy Corporation, Cinergy 
Corp., Duke Energy Ohio, Inc., Duke Energy Kentucky, Inc., Diamond 
Acquisition Corporation, and Progress Energy, Inc. for Approval of the 
Indirect Transfer of Control of Duke Energy Kentucky, Inc. 

Dear Dr. Mathews: 

In the Settlement Agreement in the above-referenced case~ Duke Energy Kentucky, Inc. (Duke 
Energy Kentucky) made several merger commitments. ln response to Merger Commitment No. 12. 
which stat es: 

"Joint Applicants commit to periodic comprehensive third-party independent 
audits of the affiliate transactions under the qlfiliale agreements approved as part 
of the merger transaction. Such audits will be conducted no less often than every 
two years, and the reports will be filed with the Commission and the Attorney 
General. Duke Energy Kentucky shalljlle the audit report, if possible, when Duke 
Energy Kentucky files its annual reporl. The audits will continue for six years or 
until three service company audits are pe1[ormed, in the even/ more than six years 
are needed to petjorm three audits. " 

Enclosed herein is an original and six copies of the 2015 Aftiliate Management Audit Final Report 
of Duke Energy Kentucky. As Duke Energy Kentucky has now submitted three service company 
audits, it has fulfilled this merger commitment. 

Please file stamp the two copies of this letter and the Final Report enclosed herein and return ii1 the 
enclosed return-addressed envelope. 



cc: Rebecca Goodman (w/ enclosure) 

2 

ceo 0' Ascenzo (92796) 
ssociate General Counsel 

Duke Energy Kentucky, Inc. 
139 East Fourth Street, 1313 Main 
Cincinnati, Ohio 4520 1-0960 
(513) 287-4320 
(513) 287-4385 (t) 
Rocco. 0' ascenzo(@,duke-energy .com 
Counsel for Duke Energy Kentucky, Inc. 



2015 Affiliate Management Audit 
of 

Duke Energy Kentucky 

Case Number: 2011-00124 
Final Report 

May 8, 2017 
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l ·ilfiJI &port I 

I. Executive Sun1mary 

A. Background & Perspective 

ln 2011. Duke Energy Corp. (Duke Energy), the ultimate corporate parent company of Duke Energy 

Ken tuck): (D£K), merged with__Progress_EncrgyT lnc. (Progress) .• \ s part of its approval of the merger in 
Case No. 2011-00124, Duke Energy Kentucky was ordered to adhere to 46 merger commitments the 

Kenrucky Public Service Commission (KPSC) cstablishc:d in Casc No. 2005-00228, of which four (4), 
!lpecifically Commitments 10, 11, 12, and 13 specifically relate directly to this audit. They apply as 

fvlluws: 

• DEK is in compliance with irs Commitmem I 0, which requires proper accouming of costs 

(accounting an~ reporci.og system used bJ Duke Encrg)l Kenrucky will be adequate to provide 
assurance that directly assignable utility and non-utility costs are accounted for properly and that 

reports on the utility and non-utility operations arc accurately prcsemed). 

+ DEK is in compliance with irs Cotntnitmcnt 11, which requires that it implement and maintain 

appropriate cost allocation procedures that will accomplish the objecci,.·e of preventing cross

subsidization, and be prepared to fully disclose all allocated costs, the portion allocated to Duke 

Energy Kentucky, complete d etails o f the allocations methods, and justification for the amount 

and the method, plus giving the Commission 30 days' advance notice of any changes in cost 

allocation methods set forth in agreements approved as part of the merger transactions. 

• DE K is in cor:uplianc<: wi th its Commitment 12, which .requires that it commit to third-party 
independent audits of the affiliate transactions under the affiliate agteemeots approved as part 

of the merger transaction. 

• DEK is in compliance with its Commitment 13, which requires rhat it protect against cross

subsidization io transactions with :lffiliarcs . 

.-\lso within the scope of this audit is DEK's compliance with KPSC regulations, incluclinF-": 

• 807 KAR 5:080 SECTION 2-Annual reports 

• 807 KJ\R 5:080 SECTION 3- f'i.ling of cost allocation manunJ aod amendmcms 

• 807 KAR 5:080 SECTION 4-- Notice of es tablishment of new non-regulated actidty 

With the apprm1al of the merger of Dukc Energy \vith Progress Energy Corporation (Progress Energy), 

rhe KPSC imposed three addi tional conditions on irs approval o f the merger, spccifically: 

• DE K h1U.<;t continue to offet :i full tange of cost-effective energy conservation and efficiency 

programs. 

+ The Board of Directors of the combined company must include ar least one non-employee 

member who resides in rhc company's service territory in Kcnntd.-y, Indiana,, or Ohio. 

• No merger costs may be passed ml to D EK ratepayers. 
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2 Final Rl!port 

Refer to Chqpter ll- M.etger Order Req~timneii/S fot a discussion o f Duke Energy's responses. 

DEK is part of the Duke E nergy organization, in which its summary organization structure, as of 

D ecember 3 I, 2015 is depicted on Exhibit f-1. 

Exhibit 1-1 
Summaty Duke Energy Corporation Organization 

as of December 31, 2015 

Cuke Estergy Cor~Uon (OE OO.ro ~) 
B!SOI\ lr15t#~ ~y Uml1e>d (,OO"'a)(SC 06.15.2012) 
L- Nc.tf.Co!Jth lneo.~rar>ee Cllt1tpA~oy l lu .. IW (1 QO%Jf:SC. !» I' ~O t 2J 

Cinergv Corp. (100%kOE 06.~.1993) 
L- (e&e A$1pondlilt,l>. f01 sub~ldle~s) 

Duke En~tt!l)' Rcncrwables NC SoJa;. LLC {I 0()\~)(DE 02.25 2010) 
-- (s.Ct Appen~x 8 fotsubsld~rlca) 

Ou~e En~gy Pipdine H::«<mg Company ILC ( 100'%)(DE. 08,27.20141 t-- IJ!Jke Er"rgy AcP. ue 1100%-XPE 0! 21 2014) L L-AtlanbC Coa-st Plplitllne. lLC (_.OY.I(OE 08..27 2014) 
OUko Eflorny Satlal TfaU, LLC (100'14)(0E 02.06.201:;) 
L-saeaFrr~lransmlssicn, LLCf7 ~)(UE a; 10 ~0 1 3) 

D~e fnergy C~roliroas. U.C (1 Oil%){HC 11 .27 1 053) 
APQG, LLC (20%XO£" at 22. 2007) 

· A.<IVM.r;e SC LLC (100'\I.)(SC 07 09 2004) 
C:MweUPawer Company {100%)(NC 07.2B. I92tl 
~:~ro'"a& Vrt{H11a Nuclear Power Anocliilea. lnc: {~5!/o)(~C I O.Q.4,11l~l 
Ci1113wb;J ManubctUI'i~ iltld ~ctril; PO\'oer Company (100%)(NC 10. 15.190l) 
Cl011ilx:me Enerpy Sen.la~s. 'Inc, (100%1{lA o3.01. 10~tl} 
Pukw Energy Ae<:eNab~ flnance Corr.pany. LLC ( 11)()%)(0E 07 16 20031 
E;a$lo119r land Com:leny (10Q%){)<Y 06 30 1970) 
Eomo~r Min ng Comp.111y (100'!1.}(l(V 07 t5 1970) 
Greonvrlle Gsa atld Electric Ll~ and Powet Cornp:rrny { I OO~~HSC 01 2B , 861) 
MCP, LLC (100¥s)(SC 08 1820001 
Piedmont V~~.~:e Fllttf.ers l$n~ed P~ (IO~%)(NC 10 03.19961 
~.andy Rhrer lillbet LLC (100'h)(SC. IO.;M>.20:>7) 
Soolt14m! Powa COrop:~ny (1CO%){NC 12,JO 1927} 
TBP Prooart'M, UC (100%}(SC 12 H .2>:xi6) 
TRE.S Timber. LLC l 100Ye)(SC 12 1 I 2006) 
Wtaloree PaNe1 Compi:lny ( 1 ~\)(SC 02.26 1909) 
Wo&~m Carolln6 Pawc:r Company t IOO¥e)(NC 09 10 1001) 

Duke [ tlcrvy CCAliQrete 5ervlca.,., II-.; (100~)(0!:. 06.26 20C'e) 
'-- O~tlut Energy Bv~in~u S.rv'r.os lLC {100%)(0E: 11 t! 10013} 

Duke G.ner[N Reg~r.tratlon S&tvkes, Inc ( 10lWoi(DE 11 18 1&96) 
L_ ($et ADQenout C fOt subsl~aJ 

Prll>gr~ru ErMgy, ·rc.. ltOO%l(NC 08.19 1999) 
L- l$69 A:IQendut 0 for :ubosktario.t) 

Source: lnfurmntion Rcspon;c l (SCI 1-DR-01.001 Supplc:mcrll:ll . \tt:~chmcnr) 
'l'ho: service comp:mv is Duke Em·igy Business S~:rvic~:s, LI.C (DEHS). 
·rnc rcgubtc.:J unl iti~s :1rc.: Duk<~ Energy CMolin:~s,I.J.C (Dl(C), plus Duke Energy lndbna, In, . (DEl), Duke Energy~ )hio, l~tc. (DE<)). 
Duke nncr~· Kl~ltucky. Inc. (DEK). tlli :~rni !'nwcr Cnrporutiun, :IIlli ( )hru \';~IlL~· 1\kctric t:orpornnon, which arc part Clf rhc C:incr~· 
C:orpcmnnn. Sec Exhibit 1/1-1 for :1dtlirinml demit in t•r!-,o;~nizatiun . 
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Finol&port J 

B. Audit Methodology & Work Plan 

Schumaker & Company followed a three-step process designed to sustain vital, interactive working 
relationships our project team and DEK. Our approach for achie\-ing the audit objecth·es was as follows·: 

• Step I - Diagnostic Rev-iew 
t Step ll - Detailed Rev;ew and Analysis 

• Step ITI - Draft and Ftnal Report Preparation 

Each t:~sk area in our work plan was desihmcd to allow our team to efficiently gather and analyze 
information oecessm:y to develop an opinion whether DEK adequately complied with Kentucky's 
affiliate standards in 2015. The tables on the following pages illustrate a general discussion of the type 
of work steps typically performed for each task area, as well as the preliminary infom-tatioo that would 
be required and the key indicators that we would usc to assess that specific task area. 
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Fi11u/ Rlporl 

Affiliate Rcbtionships 

Typical Work Stq>s Information Rcquittj) Key Indicator~~ 

Review governing rrgu1At1nn,, nrdPr.;, nntl r!Pri,;lnn~< C'..npi,._c nf ltlJ go,·cming regul:ltioos, .-ill affiLiate t.c:tnsactions of 
from the Commission reg:uding affiliate rrnnsacrions orders, and decisions from the DEK should be tn complete 
and determine if these ;tf!iliate relations rules have: been Commission regarding :1ffiliate compliance w11h all of the 
tully compiled with hy DEK; ideonfyany siruanoos of trJosactions governing rcgul:uions, orders, 
non-compliance ami detenninc the ~cn.al or potential Duke Energy :1od DEK and deci~ions from the 
rmpncr of this non-compliance. orgamzatioo charts shoWUlg ;~IL Commission regarding affiliate 

Obtrun DE~ orguntZArion charts showing the nffilinte rclationslups, including transactions. 

relationships of DEK with its affiliates. regulatory st~tus of :affiliates The .relatiooslllps wirh 

Identify all affiliates that h:ld trnnsactions with DEK Description of all products and :1 fftliares are clc::~rly 

during the last three rca.rs. services provided from/to docwnented. 

ldenti.t)• all producrs (Uid servites pro~·ided from/to regulated and unregula.ted affiliates ·n,e costs arc faHly 

regulated and unregulated :~ft'iliutes of DEK during rhe of DEK during the lns t rhree years reprc$entatwe or the value of 

last tluee. years. Levclund n:tture of nffiliated goods nnd sen ices provided 

Document the frequency :lml doUar mag1lirude of all tntosacrions (actual and budget and of 1he henefirs der:h·ed by 

:tffiliate goods and services by year and by affihare for all dollars) from/to DEK's oper:1rions Keorucky ratepayers. 

Items received by or pmvided lly DEK. and :tffiliati!S duiing the last three DEK should be able to easilv 

Develop diagrams, grnphs, nod/ or tnbulatioos years, ~nduding l4 hreakdown hy:. furnish i.nformntjon regan.lio.g 

idcntif}ring affili:atcs, secvi~:cs, dollar magnitude, and • r rom /to :tffilili I e the products and se.n-icc:~ 

other weful information and data. E: .. plain Mr • Type of transaction provided to/ from lis affiliates 

~ignificant t rends or changes. • Time period nnd the co rresponding 

.-\nnlyze trends of these aUoca tcd amounts compared to Actual dolla.rs :tnu personnel 
financjal transnctrons that 
result. 

the ucnu~ nf thl!sc t.usts m rJ~e parelll / affiliall:. cqutVnlcots, by functional category, 
DEK should not be negarivel)' 

Separutely identif)• affiliate transactions invoh;ng the for e:~t:h associated regulated 

transfe r of employees, property, and/ or technology. and/or non-regulated DEK 
impacted by Its relationships 

Idenufy, hr planr categar;r, any capital e..-xpendiru.res aflihate 
tn the overllil co rporate 
o rganiz11cion. 

m11de by affiliates but :tlloclted to DEK's operations. 1l1e level :tod nature of affifultcd 
:\ny affiliate. costs charged to 

E valuate :my tmnsactions that have had a significant rmns:tcrions (nctUlll and budgeted 

effect on depreciation. e.xpensc. c:tpital expenditure dollars, by piJWr 
DEK arc reasonable and 

Idcnti(y sh:tred fnc:ilitles, systems, :10d ptogmms :lmong category) nlloc::m:d to DE K's 
competitive 111 the matket. 

affili~tcs including cmploree trairUng, joint purchasing, uperncons by affiliates during the 

information technology, advertising and promotion, and last three ye-.us - as tompa.rcd to 

corpor-ate support serv;ces. its parent / 11flili:ttcs 

Reoview mternal systems fot provu.hng ;lssurance rhat .\n~• cost allocation manual 

goals :tnd objectives are accomplished :It the lowest documentation, including fommlas 

possihle cost and ma:\:imum benefit to ratepayers. JOd h 2SIS 

Identify tntcmal controls in place to protect a!j.tinst 
irregulM, illegal, Mu/ or unpropc.r tnlns:lctions. 

R e.\1CW filtngs, rcpo ns, :md commUitic:nion~ tnvolving 
a ffilia r c n:la rionshi ps. 
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l·'i11al Rtport j 

Cost Allocation Methodologies -Affiliate Transactions and Cost Accumulation and Assignment 

Typical Work Steps Information Required Key lndicarors 

Dcretmine procedure~ $pecified fnr ideotifymg. r:raclung, 
and posting direct, iotl.i rcc!, and general overhead costs 
to specific projects o r cost pools. 

Determine how these :rssrgnmenr policies, procedures, 
and pr.1ctices haYe changed over ume; asse s the 
ration:t.lc for these changes. 

Assess metllodo1ogies (e.g., accounting systems) used to 
accumulate and "Assign cost~: examine criteria used to 
assign costs. Evaluate D uke E nergy's hierarchy fo r 
placing emphasis. on direct billing vel'Sus cost alla~::uion, 
and foe de\·eloping causal rdariollsh.ips m formuhuing 
nUocadoo methodologies. E\'aluate whether direct 
hilling i ~ used wheneYcr possible. 

. \ ssess w hether cost accumulation/ assignment bases arc 
reasonable o~od :tppropciare (e.g., based 011 cosrc~tusarivc 

factors) :tod whether thc·r ha\·e bcen consistently 
dereloped. 

Review documen tation in\'olving policies and guidelines 
in pl:lce to estahlish dre appropriation of resour!=t:S ;~nd 
costs, includ.ltlg (but nor limited ro): 

• Finnnce m:111uals 
t ' . \ ssignment policies 
• Cost allocution mnnuals 

Identify genccic direct hilling ;md/ or cost :1llocation 
methodologies in place within DEK ami its affiliates 
used to calculate the costs fo r sen1ces or products 
provided. 

Assess whether cost allocation methodologies, ltndd heit 
:rssooared b-Jses and fact on, are reasonablt' and 
nppropcinre, lind whether they have been consistently 
applied. :\ ssess whether tl1ese methodologies are 
re~l:lrly reviewed and revised. 

Determine whether the policies, procedures, a11d 

pr:rc;tkes governing these trans fer pricing methodoll)g1cs 
and !lccounrlng s tandards !lle adequately documented 
:10d understood by the personnel im·olved. 

Identify the data sources and specinl snrdies reqUired ro 
develop allocaMns factors 6 f ther are used}, :rnd 
evalunte thCJ.J' appropcuteness. 

Determine how allocation policies, procedures, and 
pr-dctices h:a\·e changed over time: assess the mrionnle 
for these ch:lllgcs. 

i/8/20/i 

\ny cr.>~ t uccounung 
documentation rnvolvi.ng cost 
accumulation nnd nssrgnmcnt 

Copies ofDEK's general ledger 
and perlinenr suusrdi:uy ledgers 

.\ ny accounting manuals nod o ther 
documentation cfescabing 
methodologies, bases, nnd factors 
used for direct billing ami /or cost 
,11location, and/or segrcg.ning 
regulated and urrrcgulated costs, 
rndudtng (but oot linured to): 

• Finance m:tnu:rl~ 
• Assignment policies 
• Cost allocation manuals 

Descrip tion of d~ily :tccountrng 
standards and recordkeepi.ng 
methods and procedures that 
support the daily operations 
between D EK nnd its affiliates 

DJ:!K nod ia :1ifiliatcs should 
have rn pl:rce well-defined o~nd 
conSIStently npp!Jed 
procedures for nccumul~llng 
and assigning cosrs, nnd 
should be able to provide 
umcly, current, nnd accurare 
information regartl.ing the 
level, nature, ~nd m~gnirude or 
costs i11Curred. 

Dircc~ brllin& :lnd :illoc:\tlon 
merhodologles used by DEK 
and its nffili:11c:s should be 
founded on reasonable and 
fmc factors and bases that 
properly reflec t rhe value of 
product} and services 
received. and should he 
supported br automated 
systems and contcacts rhar 
provide management with the 
information and dam it needs 
for recording and man:~ging 
these activities. 

D E K should nor be negatively 
rntp:rctcd br its reh! tionships 
to the overall corporate 
org.miz:uio n . 

. -\nr affiliate costs charged to 
DEK are reason;~ble and 
compctitt\'C in the market . 

Schumaker a Company ~ 
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Cost Allocation Methodologies- Affiliate Transactions and Cost Accumulation and Assignment 

Typical Work Steps Information Required Key Indicators 

01'tl'rmine. if Cntltrnr.rs Me. in pbce. ~nd Current \Vhe rt.• 

appropri111e. Determine jf the formal contmcrs d c.finc 
the nature of affiliate s~ces rendered. ser forth cle:trly 
defined bases for associated charges, and supulate terms 
and conditions favorable ro DE.K:'s regulated operauons 
in ~cntucky. 

Dctermirte if any contracts with third parries involving 
more than one affilmte pro,;de OEK's operations with 
fuU consideration for performance, raking into .account 
risk prerruums or time 'v"lllue of money implicit in t.be 
paymcot or coUecrion renns of such contracts. 

Assess wbethcr the ilirect billing and cost allocauon 
processes tire adequately- automated. 

Ev:Uuate those mechamsms and procedures in tlte direct 
charges/ cost aUoc:auon guidelines intended to gull.fd 
ugainst the cross-subsidization of unregulated c.1tities, 
cit her through intentional or unintentional means. 

Identify the extent to wluch DEK's financ.i:ll s t~cngth is 
impacted hr or insulated from irs a.flilinred (regula red o r 
unreguhted) companies. 

Identify the decision-mnking process used in the Any- :malyses regarding use of D ecisions pert:tining to the 
deteunin:uion of scniccs rcqUU'cd., and for identif>'ing external vendors fot rhe usc of cxrcrnal vcrtdors should 
the most optimum me:tns of providing these scrvices. development :tnd delivery of be hnsed on analysis that 

Identify how DEK determines whether internal or services to DEK and its operations considers c.:mr-henefi t, 

cxtcmnl resources :lfe uset.l: rJentify inst'.lnces of :\ny cost/ benefit analyses financial, and other factors. 

compansons between oursrde \'eodors and internal performed during the laSL three 'These decistons should 

resources for products and services pro.,,cJL'<l to DEK. ycnrs regarding ptovision of coostder compansons ro 

services by DEK or us affiliates pro\ision directly b}· DEK oo 
irs :~ffilia tcs, ~s weD as the 
benefits thar customers of 
regulated operations \vill 
receive. 

~ Schumaker a Company 

f /H/2017 
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C. Summary of Recommendations 

The recommendations contained in the audit report are shO\vn in Exhibit I-2, including recommendation 

number, page number in the report, priority, and estimated time-frame to initiate implementation efforts. 

11-1 

In -1 

l V- l 

IV-2 

IV-3 

\ "-1 

Exhibit I-2 
Summary of Recommendations 

Description Page 

Provide sufficient documentation duoitg D EK's next 15 
rate case to ensure thar Duke Energy/ Progress Energy 
merger costs were not-passed on to DEK ratepayers. 
P rovide the KPSC in t.~rly 2017 a copy of the results 58 
&om the matket study assessments performed in 2016. 
Continue to develop an impro,·ed foumtl 75 
comprcheosi,·e cost :illocauoo manual that brings 
roJ(cther aU required clements of such documentation. 
Develop sen>icc b -eJ agreements for key functions 76 
proYiding_affiliate services to DE K. 
Develop a formal policy and associated documentation 76 
regarding p rocess for h:mcll.ing asset loans, so that they 
eXIst going fonvard 10 strul\tions where asset loans are 
acrually done. 
Change the way DEK calculates interest e.xpense for 
the use o f excess borrowed short- term funds. 

C.JO 

Implementation 

Initiation 
Priority Time Frame 

fflgh 0-24 Months 

H igh 0-6 ~ lonths 

~ledium 0- 12 }.!onths 

~lcdium 0-12 ~lomhs 

Low 0-24 }.fonths 

High 0-6Months 

Actions taken by Duke Energy regarding prior Schumaker & Compan)' 2013 repo rt recommendations 

are summarized in E,hibit 1-3.' 

Schaqnaker a Company ~ 
5/11/2017 



Exhibit 1·3 
Duk~ Ener~tY Actions to Prior Schumaker & Company 2013 Aud1t 

Re.commendarion Action Taken 
Recommendation 11-1 Kentucl:y has not hnd :1 rate m~e since the last audit period. 
ProviJ~ sufficien t 
9bcwncntation during Duke 
Energy Kentucky's next rule 
case to ensure that Duke 
Energy/ Progress Energy 
merger costs are not being 
passed on ro DEK ratcpavers. 
Recommendation 111-1 
.J~rc.sslvely .send notifications 
to employees who have nor 
pussed affiliate rules tr:Urung 
e\"en before. the Day 30 currc01ly 
used. 
(\ecommepdation 111-2 
Continue to enhance Affiliate 
Standards trn1ning, plus mnke 
slu:e ;ill Duke Energtcmployees 
raking, s uch tr.aining using 
.'v[y'tmilfill .. ~ by the end n£101-h 

Recommendation IV-1 
Develop :1 form:tl 
cnmprehcnsh~ cosr allocation 
manual rhar brings together all 
required elements o f .such 
documentation , 
Recommendation fV-2 
Develop :1 formal policy anc.l 
a.s~ocr:tted Jocumenrnrinn 
tcgardlng asscr loans. 

\) Schumaker a Company 

l'or regulatory training d eployed by the ~rhics & Comp~ance D epartment, Duke. 
Energy has revised its stand~~.td. deplopucnt p~ciod from 60 dnys to 90 Jays :tnd 
made. significant chane;es to rhe remind~ :tnd p:tst due e.~c:.htion ~rhrdnll'~. 

Employees receive a to tal of five (5) reminders prior to rhc due date, including the 
initial notice. Duke g nergy bas :tlso incteased the escalation and automated system 
rcmindus (from A'[f/WJ,tin~, w hich 11re also sent to .immediate managers e:ulier- in 
the process, pn6t to the due d:ue. Prc\·iouslr Duke Energy began escalation two 
(2) weeks :lftet the due dare with mnllngemenr and escalated weekly therea fter. until 
it notified senior management 
Below is the current deployment rcmJJlder wd C$planon proc;css now bt!ltlg used: 
• DAY 1 - .\1>•TmininJl > initial notice ro indi,idual 

• 
• 

DAY 45 - J\·!_yTrmiu'll_g > reminder to indi\idual 

DAY 60 - M_yintiJiittg :> rerrundcr to Lndi\idu:tJ and copy to manager 

• DAY 70 - ~bnu:tl rcmlnder-:tnd incomplete repott to managen'lcnl 

• DA,Y 80- A!yTmillittg > reminder to indiviu ua~ cop}ing manngcr. and manw..l 
> incomple te report to management 

• DAY 89- 1\DTmil/ilt.g > remindet to individual 

• DAY 9l- 1'v[yTr(1imitg > O\•erduc ro indJvidual, cop~ 10 m:mager, anc.l munual > 
incomplete report to seoiot management 

• DAY 98 (and weekly there;~ficr)- MyTroiniiiJ >overdue to individulll, cop y 
to mamger, and manual > incomplete report seruor managemenl until JOO% 
complete 

The: Oh10/ Kentuck)' Jt:~tcs & Regulatory Group h :l& upt.latcc.l rbe KcntuchT cost 
:&!location manunl to rncludc:-simi1su: informllbon th nt is presented in the Nonh 
C:uolino cost l!llocntion manual. 

Euch nsset loan rs considered wtique; therefore, :1 company·\\~de pol.icy does not 
exist and Duke Energy does not bel.ieve it would be beneficial. Each asset loan 
reqwres- significant discussions between lcgdl, asset accounting, and supply cl11lin to 
determine the best strate~n and ensure all affili:l te reqwrements arc mer. .\s Duke 
Encrm· has nffiliate tmnsfex ttwling, this training progtam includes i.nfCJrmacion 
abou1 asset loan&. Gin •n the rarity o f an ltsser loan, Duke Energy believes this 
lll forl)latioa is sufficient to ensure all affiliate guidelines arc followed wl~cn there i.~ 
:m asset loan. Supply Chwn ts not aware o£ an1• JoaJlS in 2f) IS for nn\' jurisdJcnon-

>IR/2011 



Final &port 

II. Merger Order Requirements 

A. Background & Perspective 

'This chapter addresses Duke Energy Kentucky's (DEK's) response to merger order requirements 
previously- discussed in~Chttptur H- E_,--r..,·lllit•e J/f/1/lnctf)':-

B. Findings & Conclusions 

Findirtg ll-1 Duke Energy has essentially addressed Commitments 10, 11, 12, and 13 of 
Case No. 2005-00228 that KPSC established and other KPSC regulations. 

9 

As detailed in Chapter I Seclio!T A - Backgromul & Perspective section of, in 2011, Duke E nergy Corporation 
(Duke Energy) merged with Progress Energy, Inc. (Progress). As part of its appi:oval of the merger in 
CaseNb. 2011-00124, Duke E nergy Kentucky was ordered to adhere to 46 merger commitments the 
Kentucky P ublic Setv:icc Commission (KPSQ established in Case No . .2005-00228, of wluch four (4), 

specifically Commitments LO, 11 , 12, and 13, specifically related directly to tlUs audit. Also, the three 
KPSC regulations involve annual reports, filing of cost allocation manual and amendments, and nonce 
of establishment of new non-regulated activity. D EK has generally been in compliance. with these 
ltcms. 

Finding Il-2 DEK contin~ed to offer a fuU range of cost-effective energy conservation 
atld efficiency pro~:,ttams. 

The energy efficiency programs that DEK offers include~ 

+ Residential programs 

5/8/20(7 

- Program 1: Low J nco me Services Program 

- Program 2: Residential Energy Assessments Program 

- Program 3: Energy Efficiency Education for Schools Program 

- Program 4: Residential Smart Saver Efficient Residences Program (The Smarr Sa,·er® 
Residential E nergy Efficient Products Program and the Energy Efficient Residences 
Program are individual measures that arc part of a single and larger program referred to and 
marketed as Residential Smart Saver'll), For ease of administration and communication with 
customers, the two measures have been divided into separate tariffs, even though they are a 
single progtatn.) 

- Program 5: Residential Smart Saver Energy Efficient Products Program 

- Program 6: Power ~[anager Program 

Schumaker A Company ~-
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Program 7: Low Income Neighborhood 

- Program 8: My Hdmc Energy Report 

• Non-resiqential programs 

- Program 1: Smru:t $aver P rescriptive Program 

- Pwgram 2: Smart Saver Custom Program 

- P rogram 3: PowerSbare® 

- P t::ogram 4: Non-Residential Small Business E nergy Sa'Vet Program. 

Pinal IVport 

DEK was also granted a l.itn.ited autotnatiG approval process for cost effective pilot programs rhar :J te 

not ~eater t11an S75,000 as well as, automatic approval of cost cff~ctive additions to existing programs 
of measures that do not ~xceed $75,000 per program. To the 2012 status update fi.l.ing; Case No. 20 12-
00495, the Commission orde.r~d that DEK file. -any Demand Side Management (DS~1) pwgram 
eValuations; proposed program expansion(s), or new programs in a separate filing due each year by 
.August 15th. The amend.tnetit filings gi-v:e an annual update. o f changes to the portfolio and a r~freshed 

look at costs o n an annual basis. Based on these orders·, DEK indkates· that lt has been able to 
continually update and enhance the DSt\{ porrfolirJ in a cost effective tnanner, essentially filing an 
updated pottfo~o on an ann\,lal b~sis." 

ror C){ample. DEK made a fiiing in November 2015 with the. KPSC for rh!! fiscal year endingjune 30, 
2015. \ s indicated in the filing, the company's offering nf DSM programs dares. back close to two 
deqdes. Throughout the years, the company has offered many enhancements to -its portfolio with tlw 
purpose of increasing participation and providing customc.rs new and innovative opportunities to 

control their coosumptidn and impa~t their utility bill. D EK bas been using an August filing process 
since 2013 to enhance the DSl\[ portfolio and react to tnarket changes/ The fiscal year 2015 impacts 
:mel participation hy prog.ra.rn ru:c shown in E.,-/;ibit [J. J.' 

f(R/2017 
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Exhibit 11-1 
Impacts and Participation by Program 

July 2014-June 2015 

1 5Wm'afY oll.-1111.-:D Uy2QU,.,.,..-20ue 
lnenmentll 

Aaida.at ""'Crams ~{llllioa kWII kW 
Appliance Rec'f'dlnc ProcJam 719 !16,182 35 

U.ll'f ~cMncy ~ Procnm for Sdloal.s 2,2U sn,cm .166 

LDwma..~ 71& 557,0'11 W-
LDw Income s.rvias 2.C ~l,.2S 11!1 

Mi HOIN 8Mil'{ RepOrt 2 S3,11il JD,I5,l2l 3,]U7 

~ ftwiJY As1la.lments sn 447,175 81 
~snwts-- 315,Ciil!t I,OI,DI l,ZC ,_.,MaNCil 3 .10,7'19 - U.CB3 

TlUIAaidlntial 453,i1.5 21,757Diil l6.0IJ7 

lniJWIMIItll 
Haft.RBidii..U. ~ 

.. 
ltWb kW 

smart~ PtHOipliYe - fMil'{ SC. fOod semca Products IC8 519,321 l9 

Sma't s.-e Praaipciw- tNN:. lD1,5fiD 910,1&5 2/f1 

smart~ Prescripeive-~ S7,ll2 4.,Al5,DO nt 
smarts.--~-~fO 572 361,751 34 

smart~~-PrOaW~ 125 53,054 u 
smart~ aarom 2.795 S,an.,.s» 6311 

smalllllaiMSS U.ll'f sawr 5!IZ,3DB SZI,lA5 ug 

P<M« stare• " 22 - 2l.7ff7 
Tiltll NorHmidenhl 734.2!15 U.IM.liB 23630 

TaGI 1 1,187,910 'RMt11Y ltiBJ 

l - lmpad5-rwtol~ Wthac lcaA5 -'rdti~HM!lw ~-point. 
2 -Adlllll..,;aplllb mdll,..:t ~,._. ofllw ... 2DI.S~ 
'-c:undllin nurnt.r o1 CDIID1JIIH dnbs inmlled. ~~flea-. ~lily _,me cantntt perioll 
4- lmpadl reflect-. capaity -!he conlnaperiod. 

f1 

."ourcc: lnfnrmarion Rcgponsc 52 
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Based on dte scope of this affiliate audit, the calendar year 2015 impacts and participation b)' program 
arc shown in E:•chibit IJ-2.• 

Exhibit H-2 
Impacts and Participation by Program 

2015 

1 ~tllu.ta- !II DS ............. .._._.....,._ ... 
.A41P'I•~~<~~IIIqdi"t ,.,.._ liii!J ~ 
e.,..f!ttltle ... ~ '"'trm'for-'< I.IBl ZM.m 
I.OIIIIotal.- lklt/lba.tood 6(8 --tow-~ 2111 ll'l,S 
..., HOlM lilt,. Mpor! l 5a,1S7 u,nl',DI 
llalclallllll &ww ,._,.ncs Y11 m.m 
~1111115.-t,_. 21111,02.t r..m,AM _r....._ J UI,.!Jll 

TDal ........ 31LJJII ••ua.no 

...... ....... ,_ ... 
Smart $~we,. ''riJifiiiW · 8wJY sar FOod Sanlca Poadual D 9!,..& 
~ $1wa,.l'ltXJ..- • Hlf/IC 5,170 13l0. 
sman $he,. I'IHOifllh'l · n 1 1'D 
Sman$he,.~ - tl~ 32,393 ~lilll 

s.Nrt$we .. ~~ 6A7 QS,.IIZl 

SI1Wt ~,.l'lldlolpiM • 'rocll" liq!Mpm- n U.IDl 
5INit $~we,. ~m 314 48,(111 

Sinal I a.siiMss flwiJY- 2,AoU,5Cl ~101 

-·SNr-e• • 7l . 
raa~ ................ 2..-..m usua 

T- 2.-..o5 l!lW.-
l • .....-a -rwt til lrwri*n, 'llllttlaul laues_.,........ • .__,_.,palllt. 
l ·Amlll~-.1 -.a~.,_ .. , ... Oianobatas,.jj~oop.. 
) . aoonut.a. ..... ,~ ........................ ~~~ect_.,......,.lly_flhe _,.... 
. . ........ refled _,_,_........,. 

S11ur~c: lurunmu.iuu Rl"SJKmsc 52 

ltW 

D 
11 

l llD 

"' 3,.511 

T1 

9D 
ll,.liD 

IUOS 

ltW 
ID 

S6 

~ 

40 
) 

!it .. 
2l.la 
J5,l7Z 

G..JT7 

All programs listed in Exhibit II-2 were in effect during 20 15. Included arc the number of customers 

and/or energy efficiency kits added during 2015, plus kWh and KW'. For dollars, one must look at the 

fiscal year filings Ouly-June) that DEK makes annually in November o f each year to the KPSC.' 

~ Schumaker a Company 5/8/2017 



ExhibiJ I!-3 displays the cost effectiveness test results by program for FY2015 Quly 2014-Juoe 2015).' 

Exhibit H-3 
Cost Effectiveness Test Rcsulrs by Program 

July 2014-June 2015 

2014-2015 
Proaram Name ucr TRC RIM Participant 
Appliance Reqcll111 Prolr.tnr 0.95 1-;15 0.61 

Eoerrv Efficiency Education Program fOf Schools 1.06 1.22 0.73 
low Income Nelghbomood 1.16 1.50 o.n 
low Income Services 0.60 0.79 0.48 
Mv Home Energy Report 1.83 L83 1.02 
Residential EneliY Assessments 3.53 3.55 1.71 
Residential Smart $ave,. 2.87 2.98 1.15 
Power Ma nagN 3.31 3.86 3.31 

Smart Save,.. Custom 7.56 3.46 1.49 
Smart Saver" Prescriptive · Eoef!Y Star Food Service Products 7..96 3.70 1.42 
Smart $ave..- Prescriptive • HVAC 3.67 1.01 L39 
Smart~ PJMcriptive • Ughtl11J 5.02 1.35 1.49 
Sfl'\ilrt $ave,.. Prescriptive · MotOfS/Pumps/VfD 6.56 2.35 1.50 
Smart $a~ Prescriptive · Process Equipment 6.64 4.75 1.80 
Smart $ave,.. Prescripttye · IT' NA NA NA 
Small Business Energy Saver 3.79 2.42 1.49 
Power Share• 3.98 12.6~ 3.98 
•NA =Not Applicable !There was no partldpatlon fot this measure for July 2014 • ll.loe 2015.) 

Sourc~~ lnfommion Re:.-pon~e S2 and fnrcrVit'\v I 0 
UCT = Unlity Cn>t ' I' es t; includes only DEK cost)<; t:t~ct > I; 
TRC=Tor.~l Rc:suurce Ttot: indudc.'S l)EK :md pantclpJnt cnsrs; r:ugct > I 
Rli\f= Ratc lmp:tcr Mc.~un'; include:. nun-p:tnicip:tnrs. rargcr > I 

6.10 

3.98 
5.51 

1.38 
1.72 

3.36 
6.19 

2..69 

l':trticip:tnt=indude,; p:lltlcopantcosn; only; brgct > I; bl3nk inc.Jia rcs that p:l.rtlcip3nt chargc.-d no CCists fur prtl~'t'lm 

13 

The Utility Cost Test (UCT) test compares utility benefits (avoided energy, transmission and distribution 

capacity and generation capacity related costs) to incurred utilit}'"' costs to implement cl1e program, such 

as marketing, customer incentives, and implementation costs, aod does not consider other benefits such 

as participant sav-ings or societal impacts.' This test compares the cost (to the utility) to implement the 

measures with the savings o r avoided costs (to the utility) resulting from the change in magnitude 

and/ or the pattern of electricity consumption caused by implementation of the program. Avoided costs 

are considered in the evaluation of cost-effectiveness based on the projected cost of power, including 
the projected cost of the utility's environmental compliance for known regulatory requirements. The 
cost-effectiveness analyses also incorporate avoided transmission and distribution costs, and load (line) 

losses. ''' For UCT test results below I, these figures according to Duke Energy management, occur as 
fo llows:" 

5/8/2017 Schumaker A Company ~ 
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t 1be Appliance Recycling Program results are below ·1, been use the program is no longer 

offered, as the vendor stopped participating; however, Duke Energy is looking to begin the 

program again with another vendor. 

t ·n,eLow Income Services results arc below I, but because DEK believes it is an important 

program, it continues to offer it to low income customers. 

For Total Resource Cost (TRC) test conwares the total benefits to the utility :md to participants relative 

to the costs to the utility to implement the program along with the costs to the participant. The benefits 

to the utilicy are cbc same as those computed under the UCT~ The benefits to the participam are the 

same as those computed under the Participant Test; however, customer incentive$ ate considered to be 
a pass-through benefit to customers. As such, customer iocentive.c; or rcbate.c; are not induclcd in the 

TRC.'1 For TR.C test results below 1, these figures according to Duke Energy management, DEK 

believes it is an important progmm; therefore, it continues to offer it to low income customers despite 

not making the target figure of 1. 1' 

The Rate Impact Measure (RThi) test, or non-participants test~ indicates if rates are expected to increase 

o r decrease over the long-run as a result of implementing the program." It compares the benefits to the 

utilicy, the same benefits as included in the UCT tcsr, to the. costs required to implement n program 

including lost revenues. '' 

The Parridpant (PC1) test compares the benefits to the participant or custome.r through bill savings and 

incentives from the utility, relative to the costs to the participant for implementing the energy efficiency 

measure. The costs cnn include incremental equipment and installation costs, as well as increased annual 

operating cost, if applicable. This test is critical to understanding the tnatket viability of a program or 

measure.1~ The benefits include reductions in utility bills, incentives paid by the utility and any stare, 

federal or local ta.'< benefits received. 11 None of the participants cost effectiveness test results arc below 

I, but those showing as blank are because participants do not have any costs associated with such 

programs.'" 

Finding ll-3 The Board of Directors of the combined company includes at least one 

non-employee member who resides in the company's service territory io 
Kentucky, lndiana, or Ohio. 

The Board of Direcrors of d1e cotnbjncd company must include at least one non-employee metnber 

who resides io the co mpany's service territory in Kentucky, I odianaJ or Ohio. Of the 12 current Duke 

Energy directors, .Michigan G. Browning resides in Indiana,'- and is Chair of Browning Invesbncors, 

uc.~· He is an lndependml Lead Dimtoroa Duke Energy's Board whose responsibilities include: 

Member, Compensation Committee; Chair, Corporate Go,·eroance Committee; and 1\lcmber, f-inance 

and Risk ~laoagement Committee. He has been a Dif'l't"lorof Duke Enc1:gy since 2006 " 

~ Schumaker a Company S/8/2017 
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Finding U-4 DEK appears to be responsive to the KPSC's merger ordeJ' conditions, but 
it cannot be determined if any merger costs will be passed on to DEK 
ratepayers until DEK's next rate case. 

According to Duke Energy management, any costs to achieve associated with the merger are charged to 
the appropriate account pursuant to communicated guidelines provided to Schumaker & Company 
dwing our 20 13 and 2015 audits. Then, at the time of a rate case, adjustments would be made, if 
necessal:}'"; ro remove costs charged to "custs ro achlevc~.._ from tlle tevenue requirement calcula:noo to oe 
used for establishing new base rates. Duke Energy management believes that such adjustments would 
ensure that DEK meets' it commitment to ensure that "no merger costs are passed on to its retail 
electric or gas customers.'"1 

C. Recommendations 

Recommendation II-1 Provide sufficient documentation during DEK's next rate case to 
ensure that Duke Energy /Progress Energy merger cosrs were not 
passed on to DEK ratepayers. (Refer to Finding fl-4) 

According to documentation provided by Duke Energy management in our prior 2013 audit, costs 
could have been treated as costs to achieve (CTA) che merger if they are increment-'ll, non-recurring, and 
incurred as a direct result of the merger. Also, foe operations & maintenance (O&l\11) purposes, internal 
labor. was not considered incremental; therefore, it was not included by Du"ke Energy in CT .A, although 
internal labor could have been charged to capital cr A projects, if employees were involved in the 
merger activities. External L'lbor (contractors) hired to work on O&M nnd capital CTA projects were 
considered incremental aod were to be directly charged to CTA projects~ Other guidelines, such as 
those provided for travel/lodging, were included in the documentation. Therefore, we recommended 
that, during the ne..'<t DEK rate case, Duke Energy must provide rationalization as to why internal labor 
costs are not charged to Cl'.A merger costs :t.n selected situations, plus it. rnust provide sufficient 
documentation to ensure that Duke Energy/Progress Energy merger CTA were not being passed on to 
Duke Energy Kcntuck·y ratepayers. ~~ 

As there has not been a rate case since our 2013 audit report, no such documentation has been 
provided, but should be in DEK's ne..'<t rate case.:• 

5/8/2017 Schumaker a Company ~· 
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C. Recommendations 

None 

~ Schumaker a CoiiiPany 5/8/2017 
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III. Affiliate Relationships 

A. Background & Perspective 

Organization Structure 

While Exhibill-1 djsplayed in the ExmtlitJr SII!JilJJllty chapter is a summary look at Duke E nergy Corporation's 
(Duke Energy's) organization, Exhibit III-1 is a detailed look, including changes made September 30,2015-
Deccmber 31, 2015.'1 

Exhibit III-1 

QJir;e Erergy COfi)Ot'IIIIOn (OE 0.S 03,2005) 
81501'1 IIUI!tara Caroa.'ly l~l~d (100'>\)(SC 06.15 ~ZJ 
L_ Ne.~~-Co,.lhlno•.,oMeCump"''71Jt l~ (tOO~II~C DG. I::I l 0 12) 

Cl~f'OY CO!p (tOO%)< DE 1>6,30 1&93) 
L- (SH AiiP•Mo~ A fDf aubaldistt~$) 

Duke fn.<w Ren~JW~~blee NC Sulal. LLC (I OO%j(OE 02..25 20 I D) 
- (SH App....Ox B (()! aubsld~) 

Oulte E~ PIQII:ftllo HOlding Cornp;~ny ILC ( 100'14)(DE 08.27 20141 

L Owke E1141rgyACP,lLC (IOO"){PEO.S 27 201 4) 
L_A1JiJ1111C Coa111 PlpeAne, l LC (40%i(OE 0!121 2014) 

Duh ~y Sabal Trail. lLC ( I~)(DE 02.11>.2015) 
L_~a~ Tr .. Tra11sm!n ion, LLCI7 5%)(1)E 06 10 2013) 

OIAi EnetgyCato~.llC {100'4}{m= 1127 1003) 
APOG, LLC (:lOY.I{CE C6 22 2007) 
Ad\>anc;o SC LLC ( 100%)(5<: 07 09 2004) 
C"lrt.~e41 PDWtlr Com~y (100%l{NC 07 28.19211 
C::.roil•nVt~a Nuc!Ht P~rAfollXIt~tes.lnc.t25%)(NC 10 04. 1~) 
C:ol~ ~u(act~Jrtog 8tld a.c:~ Po>¥"0f COI'r(lany (1<lO'l6) c 10 IS 19011 
Claib:Jme Energy Ser11k:os, 1"¢:. (100%11lA 03.01. 1990} 
ouu E"nergy Rtcel~lbles Ffn;ai'Ce Company. LLC (100~)(0E 07 16 2003} 
f~o'* Ulnd Comaany (100'-I>)(I<Y 00 30. 19TO) 
l:<l$1otm Mn.ng Comp.sny ( 100%)(l(Y071~ 1970) 
G<-eonvitle Gas and Attdnc lfvh\ and Po~tllf Company (100%KSC 01 2.8 1!!81) 
MCP, LLC (100%J(SC oa :a 2000) 
P\edlnon V~l~l"llrtllcrr.trnWdP~ {10 04'41(NC IO CJ 19961 
~ndy River limbe<'. LLC (1 OO'h)!SC. 10.26.2007) 
50Ui/!9m Power COmp;~rty(IOO~KNC 12 30.1927} 
TSP PropertH, U.C (100~\-)lSC 12 I ..2«16) 
TAts l'imb«. LLC 410D%)(SC 12 I 1 2006) 
W~tor" P~r Contppny ( t~)(SC 02 26 I 909} 
Wostem C arohl\a PuN~ Coll'pai"IY ( I OO~~)(NC 09 10 1907l 

Ou~e t ncr!1}' Corpo(llte SeNicu. ~ (100%)(0~ 05 26 2008) 
'-- [)ui(e E11et0')' Bullln~:ss SeMen LLC II 00%)(0E I I 18 10'J8) 

Duke EnQrgy R~t&lrallon Sillllcos, Inc:: ( 100'/.)1,0£ \ 1 18 1998) 
l__ ($M ~nUut C lor subtli6.;!1o5) 

~'1ogran E:r>efQY. I no. ( tOO'Yoi(NO 08.10 1:199) 
I__ ($041 AQoend.a 0 lOr su~ld<arfe;) 

SllUrcc: lnfnrm:nia n Respo nse I (SI; II-DR-01-0111 Supplcmcntal r\rtJchmcnt) 
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Exhibit III-l

Detailed Duke Energy Organization Structure
as of December 31, 2015

(Page 2 of 10)
Cinetgy Corporation

finchidtiut; Duls Energy Keotuclw otgamzationl

Duke Energy Ctxpofation
I— CinefflyCorp. (100M

Cinergy Cofp 1100%)(DE C6 3Q 19931
CtnergyGtabsl Resources, Inc. (lOOHK^^ 051S 19^)

i /see Appenoti € /oinjteidiariesJ
Oyks Energy Renewabtes Holding Company, LLC ^0 24 1994)

— Duke Energy Ccmmercial Entwisfises, inc (100%i(lN 10 051992]
'—-> (800 Appertdbi Ffor suDstdlarjes)

— Cinefgv'Cenbus, inc {100%H0E 04 23.1993)
— Cmefgy-Cenbus CorrMnunteatiWit Inc. (1005iKDE 07 17 1998)
——Oneigy Technology Inc. (10Q%)(lN 12 12 1991)
— Ouke-Cadeoce, Inc 1100%KIN 1227.19891
— DuKe EnergyRwiewattas. Inc [100%HDE 0211.1997)

{see AppendixQ forsubstdanes)
— Duke-RelianlResourcaa Inc (1M1i,KDE01 14.1998)

FroothefWndpower.LLC{100%)|0£ 08.21.2015)
FrontierWlndoowerII,LLC <100%1{OE 11 18 2015)

— Los Venies Wmdpafcef HI HokJlf>9S, LLC {100H){De 07 24 2013)
LosVlentos Wrdpowof III. LLC i1Q0%){DE 07 24 2013)

— lOiV-enlosWindpovKer iVHottings, LLC (10Q%)(0€ 07 24 2013)
'—LosVienlos Wr^dpowerlV LLC (1CX)%)(DE 07 24.2013)

Los Vientos Windpower V Holdings, LLC {100%){DE 07 242013)
L.LOS Vlentos WndpowerV LLC {100*H)(OE 07.24 2013)

• RioBravo Windoowec. LLC (100%){OE 07.17 2015)
Cinerg-y Recewables Company. LLC (lOO^HOE 01.10 2002)

•— Cinergy Pomer Generation Services, LLC |100%)(DE 1122 2000)
— Duke Energy Indiana. LLC|100%XIR 0906 1941)

SouinConsbuctonCompany, inc. (100%){iN 05 31 19341
Dukeenergy Ohio, Inc. (10Q%){OH 04 03 1837)
I Ouka Energy Beckjord LLC (100%)|DE 06 31 2012)

Duke Energy Kentucky Inc. (100%)(KY 03 20 1901)
— KCTransmis&onCampany(100S)(KY0411 1594)
— Miami PowerCorporation (100%)(IN 03 25 19301
— Oho Valley Electric Coiporabon (9%)(0H 1001.1952)

Tn-fiiatelmprovemenl CompanytlOO%KOH 01 14 1964)
Dyke Energy SAM, UC(100%HDE05 31 2012)

I Duke Energy Vermiliion H. LLC {100%HDE 10 14 20*01
— Dyke Energy Transmisaqn HclOing Company, LLC (1O0%)|OE 0716.2C08I

Duke Energy Beckiord StorageLLC (100*^1{DE 0904 2D13)
Duke-AmencanTfansmissiorCwnpany LLC (50%1{OE94.11 2011)

I—7(see AppeniJi* l for subadlanes)
•—- Pweer Transmission, LLC t50%)iiN 07.31 2008)

I— Duke Technologies inc (1C0%K0E 07 23 2000)
— Dyke Energy One, Inc (100%)rDE09 05 2000)

« CinetgySoluboru-UMrty. Inc.(100%)(DE 09 27 2004)
Dukeinvestments LLC (100%){OE 07 25 2000)
I— Currem Group. LLC |0.395%)(DE 10 24 2000)

DukeSupply Network. LLC|1G0%KDE 08 102000)
DukeVentureslULC|100%)fDE0901 2000)

I PHX Management Hoidings, LLC (100%MDE 10 15 2015)
' PhMm* Energy Technoio^es Ix |70*}{0E 12 20 23C8)

Schumaker A Company
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Exhibit lll-1 

Duke Eoer 

Duke En•rgy Corporafioll 
L__ 0\0~e t uOOJ!il Romor•IOU~ NC ~otar, L.LC 11 W,.) 

Oulte E:.r>tt"CJY Rena¥~., NC: Sal at , U C (100'/,)(DE 02.25.20101 
lidJt:l E'Jtc:n.Sllllt_l.l.C~OOli)\OE 1~1 1 20\3) 
Cleat Skur1SGI~ ~ V.C (1~)(0~ 11.16 2012) 
L.._ C1 S~SOiat LLC (100%)(~ It 15201?) 

81ad lkv!Q-e Solit, LL.C (100'14)(117 05 04 2011) 
),IU!plrr Pont LLC ( t00%1(HC01 12 7010'1 

IAanlns Cll:dt SoiJr NC LLO (100%1{NC 04 06.2010) 
<lUI~ riii'T'I f'o<,<...-. LLC {100%J(NC 01 27 Z0\0) 
Notlil C&JOi!IJI Re,;eo.,.blf. Prcpet1l•s LLC I 1 OO'!Ii){NC ~ 0320 tO) 
RP.O.IIIIdo, LLC (100%)(01:. OJ 05 2010) 
Sot.r Sl• NOI1tl C<lrollflS I. LLC {100%){0E t I 0720011} 

'"Star Nom Carolina II UC (tOO~}lUE 12 15 2009) 
TiiyiOrcY>lt. Sol;v, tLC !IOO%l(OE 04 20 2010) 

Co«llal Ea~ Solar, LLC (1CQ%XOE 0520.20141 
Ccn~ II Sdar. U.C (l~)(NC 0.. 24.20\4) 
Ctnwu~Allogooo Solal I.LC 11~)(0!: al27 X>l 4) 
Ocg\owd Solw, LLC (100!4){0E09. 12 2012) 
E""rlllla \'liiidcal Solw li.C tHl0~){09.~5 20t4J 
Frftlt lw En«'gy X. ~l C ( 1 OO%W.C 04 03 20 14) 
l(l(o.p Solltt One, u c (1<Xnlt)(04 )02013) 
Long Fatm 46 So'iir, llC (1~)(NC 09 ?2 2014) 
SOI'ICPOIIIerS. LLC (100~W.C tO 17 201~) 
SoNCPC'Wf,lti', UC I1~J(NC 10.17 2013) 
SoiNCPowerlO, L L C ( OO%)(NC 06 01 2014) 
Tartoto 5d4r LLC (100%\(0E 0! 2.15.2013) 
WAill!lglon Al!PM SCQr LLC(HlO~)(O{: 10 IS 2013) 
Wathlngton 'M11i• P~1 Solar. LLC (IOO'AHOE OQ 10 2012) 
W.W.Inglon t.lillficld Solar. LLC JIOO%)(VE OS 23201J) 
~\\nMor Cool* Hill Solat. LLCp~)(OE 10 ' ' 2013) 
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Exhibit 111-1 
Detailed Duke Energy Organization Structure 

as of Decem be~ 31, 2015 
Pa e 4 of10 

D~lu! En&rgy Corporat1M 
OUI<e energy R&gislratJOn Setvlces. lnc. (100%) 

DUke Ellefgy R~goaln!tion Se.rvlccs Inc. (100%KOE 1 1 1& 199!1) 
Pat~Er.e191 CCfll (100%)(0E01.2e 19811 

Duke Enetgy Se!VIces In<: (HXl"'I(OE 06 09. 1959) 
OukeEllergyMart!el~ corp. (10G%)(NV 11 07 1994. 
L__ Oukell1111as Dreyfus Ll C. (SO'I4)tNV 03 01 1995) 

DETMI Manegement.lnc (100%)(C0 06.21 1994) 

E 
Cuke Ven!Uft" Real E.state. LLC (100'lE)(DE 06 09.20tl9) 
L- Century Group Relit Estate Holdings LLC ( IOO"A.l{SC 02 06 2013) 

DEMa~ement Ltd (100'%)(BI.rtish Columola 12.18.2009) 
Duke Ener~jY Servleos Canada ULC f31 'io)(Britlsh ColuniN 09; 710!N) 

Dulle Energy Tradtng and ~~ebng L L C (100%)(0E 07 10.19951 
Duke Ventures. LLC t IQO"Ao)(NV 12 19 2000) 

O.x~yn.Fleld Orilltng Company (100%)(0E 01 31 1~n1 
~ Ohdlyn·Fteld (Nigclia) l imited (100%)(Ntgl'lt,. 11. 1Q 1977) 

tMe En.rgy ~ Cal\ada ULC (Ei!PA)(8 rllfth Columbia 09 172009) 
DulteNel Vet~t~~teCo. lnc ( 100%)(DE 05 1&2010) 

Easlman \"11\ipstoc:k do Bta.i Uda (100%)(Brad05 21 Hl79) 
Eas!r!WIV!II!Jpstoclo. sA (100%)(Argel'llltla 10 13 1981) 
Energy Prpehnes lnlerf!aflonal Company (100'\!.)(0E 0~ 29 1975) 
Duke Energy Cnlna Corp (100%)(0E 03 13 1976) 
Seahor$eOO Bras~ SeMCos Mermmos Uda. (100Y.)(Brnl.ll 03.30 1079) 

Duke Energy NTW:neas, llC (IOD'lfrl(OE 07 02.2004) 
D~l(e E(lergy lnle!Mt'onal, LlC (DE Oil 18. 19971 

(Sea ssparale c:Jrart (Of sub$idianes) 
Duke Ene11JY '·lerth•nts. LLC (100%)(DEo.t 23 1999) 
Ouko Energy Nonh Amellca, llC {100%)l0E 091111997) 

L....... Dulce Energ)'~•rk.etrng ~-nerica LLC (10<l%)(0E Ot 03 2001) 
~ergy Caro!IIIN Pla11t Operaions, LLC 11 00"4 )(DE 05 29 200 I ) 

DE Nuc:le.r E/lglne.rtng. lllc (l00%)(NC 03 17.1969) 
Duke Energy Royal, LLC (I00'%)(0E 03 1;) 2002) 
Duke/loUts Dreyfus l L C (50% XNV OJ 01 1995) 
Duke Project Se~. Inc; (100'lfr){NC 07 011966) 

OtFD OpefatJn~S.rvitH LLC (50.0001"/.l(DE 03 07 1996) 
~·.JOr Camel (50 0001%)(1-K: 09 0 t 1997) 

DIFD HQt<J ings LLC (100%)(DE !~ . 15 2005) 
D~&'Fiuor Oanoel El Salvador S A deC V ($0%l(EI Salvaelort 
Ovke.lfluor Dan•l lntomaliofllll (50 0001 '14)(NV 09 0119~) 
L- Ou~eii=IUot OanitlCIW'Ibbelln. S E (!J9%)(Puerto Reo 12.06 19961 

Dulcefl'luor Danlellntemational SeMces (50 0001 'Jio)INV 09 01 19!1-4) C Ou~eiFklof Oanltl C31•bbean. S E. (0 50%)(Puerto R100 12.08 1996) 
Oukii/Fw Daniel lntema!lonal Sefw'...es (TnntdJd) ltd (100%)fTI'lll>dad <lncl Toba90 12 03. '!!Sa) 

\) Schumaker a Company 
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Exhibit Ill-1 

1 Inc. 

ov~cr Energy Corporalion 
Progress &w!rgy. l'lc. (100-KJ 

P ogress Enetgv, Inc. (100itoi(NC 0<!.\9 1999) 
£Mte~rgy-Progrel>'llLC• ( t00%l(NC04.06" 1928 

APOG. lLC (10%)(0E 06 22.2007) 
Caplt~n Corpor~IJoll (lOO,~)(TN 12 25 1931) 
Carou!el Capll3~ Partnar$ LP 0 07'Y•)(OE' 03 21 1 9'361 
CatoFund, Inc {100%J(NC 06-15 19951 
I-- (see Append!~~ H foJ CatoFund, Inc MO Caraliorre , LLC s.,.OsdQfreS) 

CaroH0111t. LLC (99%)(NC 0<4 2 1. '!195) 
'--(sGO AppendJt H for C,iioFund, Inc. and ~roHome,lLC s~;C,idtiJI'ies) 

(Me Enetgy Progreu Recelvabkis lLC (IOOo/,)(DE 10 16 20t3} 
K:nek Va-nt-~r~ 1uc (11 u•,;,xoe o.: 18 1997) 
K111e1ic:.Venture$ll, LlC ( 14.28%)(0E 12 15. 1999) 
Malley~~~ Site IRP, LLC l3. 02%)(VA 05 05 1995) 
NCEF Llquloilllljj TMI .. (4.99'111) 
Po.verllouse Square. llC (99 9~l(NC 01 1319981 
Progress €n01gy En'l!roTree loo (60%1tNC 12 22 2003) 
S<luth Atla/1110 Prrvale E'qulty Fund IV, LP ( 14 32~%)(0E 06 26 19!171 
WNC III$LWCOI\aJ TaJt Cred4 Fund LF1 (99'11o){CA 08 12 1~) 

F> nd<J Progr~s. lLC (100'Yt)(FI. 01 21.1982) 
Ouir.a En~V Florida, llC ( 100~'o)(Fl07, 18 12991 

APOG, LlC (10%}!01! 06.22.2007) 
lnfle•IM J'Und, lP (16.78%)(0E 05 08 ~0011 
Flrogr- i<NrOY tM6QTr!!e, lnc (SCM~)(NC 12.22.20(}3) 
SllnGfoop, l lC (45.04!2%)(FL 0<4 20 1008) 
Duke EM!rgy Florida RecetVables LLC C 1()(}4~)(DE 01.27 20141 
DUke E~~ergy Flonda So!tlr SOiuuons, llC (100¥-)(0E 02 2~ 2015} 

Florid~ P!09fH5 funding Corpor:;I}M j10Q'k}(OE 03 18.1999) 
Progress Capital Hclongs Inc.: (100%){FL 05. t7. 1948) 

Advantage 10 , lllC (G,OJ.4%)(WA 11 OS 19!151 
PIH I'IC (100'S)(Fl 06.12.1997) 

PIH 1a.JC Crlldll Fund Ill In:: ( 100'%)(fl 04 18.2001} 
L-Lef!mil/1 Housing Tu Cte<Jil FUnd, LP (11 03\': IINY OJ 23. 1095) 

PIH lil)( Cred~ Funo IV. Inc (100%)(Fl 04., 8 2001) 

Appent!lll 0 

l..-McOonald Corpora!& Ta.c Credit Fund, l P (9%)(0E 07. l 2 1993) 
PIH Tii)('CreQJI Fund V, toe C100%}{Fl 04 18 2001) 
'--Narroo.l Corporate Tax CriKfrt Fr.Jnd VI, G. Ca'Jfomia limited Pannersr110 

(IS 6n43%)(CA 04, t9 1998} 
P~ress FUP.b Coroor.tt>011 t100\%)(Fl 03 30 1910) 
~t<enl~tcl<~ Ma)l Coal Company, LLC 1100'lft)PIA. 11.27 1978) 
l._progr-ss S)'Tllve1Haldlf191, 1nc (100%){0E 12.071999) 

Progress Teltcemmurw;abons C<Jrpo~tlOI\ p00"4}(FL 10 t5 1!1QC!) 
t:=Peak Toww. lLC (51%)(0e 02 Z6 2010) 

PT Hefdrng Com~y-. llC (55%)(0E 01 17 2006) 
'--PT Attachment Solutioo&, LLC (100%1(01: 02 1~ 20061 

Strote9c ResourcD Solutions C~fl (1 00%l(NC 01 22 1996} 

• D.Ao ~"lr PrOQin>. llC (fl;rrTr!y \'\o......,U Cllul~ Po.o.r I Lg>l ~nt) " 1110 the -.r.co1 owoor D1 ""•OIJ. Ml~lt' U'a! ...,.,. CJO"'nly 
aa;.ouod ''""~ Ur''Y•I't:o, or..,..Clrg> "- ••t~let t ie ,.:!1 shew• sep.>r21oly :!lA to (1,...,. """"""P ,.....,., l?«~'•lf <I~~ 

o\s ciDKM"'C.O ~1 . <0011. C • te""'" CP&.L"""' ~ov,..r_,;r n\4ootf~ <l'l lll e> lo>IQ;to\llp o~ 
.t.lrH.••t u,u...,,..3 Cn!dc~rt lo(llold TrJot, C...Ot<>~ Rutf\'* 7M 1, !'o:tllng.~.,,. L'!llr.bor>g ''"•l EMIL¥ ol Jll;o• ~er~•tnn:O"'I, HA2r.G) li$o•dl<ii"Q 
ftu~ CfC 1 M r flom"9 1'011 ta>hNil!ln 1nm, BMie.•t U~UodllhCir'l Tlll•l USOP lquldotr.; ll C. l8 C!r"'PIInv l.lov.aatiOn lrJ•1 ond ~rfC 
U~ng l<ll>l 
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Exhibit Ill-1 
Detailed Duke Energy Organization Structutc 

as of Decem bee 31, 2015 
(Page 6 or 10) 

Cinergy Global ResoW"Ces, Inc. 

O~nergy CO{ponl!ion 
c,.,orqy Cor~ (100~} 

L....:.. Ctnerg)• CJ10bilt Resources lnt: !100')1) 

Cooe'9Y Glebal Re.tC>uletJ, Ioc liOO"HDE. 05 15 1998) 
L- C~~~erg~Gio~IE'D'N~, Inc I100".4)(0E00041097) b CGP """'""""'"""''SAl" .... .,._ .. 00 10'>>1 
~ G""' (C>t•~J """"'' Oo< UOOliK"-" "'" "'"' 0< "'71 C .. ~OI~ Gtot..l Tw.o PO'Ner 1100~)(~ 1\l:ln<!s 09.04 10971 

L....: lPS-Clottgy PO\IofJI lltnitod (48 2"J1Ket~ya 04 28 1~99) 
l,_ fsavo Pow.! Canpan, l rm'llld 1411 9%)(Kaflya 01 22.1998) 

~ll'l Glo~ Holotngc Ire: I IOOW.)(OE 1' 10 19911) 
L..:..: rr,p f"..t..l!ol G•...:e Hol<f"'9o., SAC OI~)(C.OC>CO 01.10 ~0011 

Onargy Glob.! PO'Aet Ah ca (PrDprletaryJ ~1«1 ( JOO%)(SotiCII A!t..::. De 03 19991 

Duke Ene12V Commercial Enterorises, Inc. 

""'" e-w CorOOrat,on L- Clllergy Ctl'p. (I 00i4) 
L.: ~.erg; Rtllli!W8Cle:t l tokttlg C<lm~y. l lC 1100'1\J 

Me E2!!i~C«MMorWI Entarlllts .. , lnc !100'A} 

Oulce Er.etgy Commeroe (Mef'Pt~es. lne 1 1 ~01')( 1H 10 08 • ~~ C ClnCap V, LLC (IO'Ior)IOE 07 21 l!lG8) 
Ctnergy Clomal<! Ch;lt\g" lnve-ts UC II00%)10E 06 011 20011 

Duke Enerav Rencwables, Inc • . 

()~ Enervf Co<pcultla!l 
CfneP;Iy Cup (100~1 

L..:: ~n.,;t RGilew~b(es HO'ding Comperw, l lC (lOG%) 
Me Etlotg~ Rel\ewllbles tnc !100%! 

O.nte crteftJY Renow.bles inc; I IOO" )(OE 01 II iS!m 
~ OEGS BlomoS&, U.C ( l 00%)(0E ll9 22 2008) 
f-- OWcet;l'(lfg-,Rene\\abluCommel~, LlC (100"){0E 12 18 201~ 1 
f-- l>.llt.e Energy Rcm<!W;aC.>e5 Solar, LlC (IOO'ofo )(OE 05 13 2010) 

1-- Ca;ucdc SGW 1 LLC (I00%)(0E 10 31 201• ) 
L_ Captatl( Sojar riOidinvs I UC(1~)(0E: 04302016) 

1-- C~orock SO'.al'2 llC (100'1\.)(0E 10 3\ 20I•J 
l._ CaptodiS!!IarH~ 2 ltC ( 1~)(0E 04 30 2015) 

1-- iSil SQliw Grn. U.C (1~)(0Eoa 15'2.011} 
1-- REAl HciOIIQ$ LLC (IO'!"'Io i(OE 10 11 2010) t:: RE Ajo I UC ( 1C()%)(0t 10 OS 2009) 

RE Bago,;c Sof4l llC llOO'l')(DE oa 13 20091 
- T!(Soi<JrtUC (IOG%)(0EOHT2009) 
I-- Gilto M~.n!:es Sa at U C (I~I{OE 12 09 20\\l 
,__ WesrTexu An<Jetos HOidngs LLC (100%)(0E 06 08 2::11 21 
..._. RE Sf'CtJY1 Holdc:o lLC (100'llol(DE 06 7J 2010) aoQu•od on08 12 201:! 

Apqtrd!l< E 

. 

Aooend•>rG 

tftE SfC~JI GP LLC f iOO~)(OE 05 l£2009) r.qulr..cion 08 12 2013 

RJ SFC~yl, LP 100% ownCCI by RE SFCtlyl HOI:Iro llC, l'h (lw!\ed by RE SFCltyt GP l l C) 
fOE 05 1~ 200Q) 

1-- S\l•tllb SoiM HOidlng Co~~v.~a~~y LLC {IOO'l\)(OE 0!> 08 201'1 t Sevlle ~~ •~•t.llmet•• One UC (IOO'!I.I(OE 01. 28 20 151 t;: !e So~:V0'1e LLC (IOOli>)(Of 0!1 06 20141 
la t~e;: Sowt, lLC (~9~)(CA 11 ?~2v1U 

Stvlfo~ wo, LLC (100%J(OE 05 015 2014) 
~ W.tl Jaot~ Solar I alcflgll l C p 00¥, )(0E 10 06 201~ ) 

L- V.11d Jact< Sotar llC 1100%)10( 10 06.2015) 
t:P""'pj.>e.t Sd;u I LLC (tOO\!oJ(C£02 ~.20 12 1 

\'1/d.looa Solall llC IHlO'lti)(OE 02 09 20t ) ) 
1-- O..~s ~nergy Rene'*al>es Wird llC ( 10,,.t)IOE 05 '23 20071 

L- 11~Appenc.ll t •cr •·•b$$/.ea) 
1-- Ou~• Eneogy Gert!l'llfat SeMCf.-s. Inc IDE 00 02 10001 

l,_ 11e01 App!!lld.lt J fOr Wbt.l!Nrtesf 
1-- SUEZ-tlEGS, l l C: (~)(OE 02.1! 1 ~7) 
1-- Duke Energy Re!leo.o.lltse~ LLC (100-A)(Or ·o 22 20121 
t-- OEGSof l\.~,lnc (100%)1DE 10 !3 1998) 
'- REC Scl:lrCommero.aJ ~lOW\ (6Q%)((1l!1 26 20131 

~ Schumaker a CoMpany 5/8/2017 
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Exhibit 111-1 
Detailed Duke Energy Organization Structure 

as of December 31, 2015 
1Page 7 of 10) 

Duke Energy Carol Fund, Inc. 

0\ite Energy Corporaton 
L_ Progress energy, Inc (100%) 

L..:_ Duke EM rgy Pro~s, LLC ( 100~) 
I._ CaroFund, lnc 

L-caroli(frno L[C 

Oukr: Ene<g>f Prog111sa, llC (100')\)(NC 04.08 1926) 

t CatoF no, Inc, (IOO%)<NC 06.151995) 
1::::::: CatoHo"'.._ l l C (1%)(NC 04 21 !195) · 

H•stcr.c: Propeny l.!anagement llC (100")e)(NC 12 09 1999) 
~Home l.l C (99%)(NC042t 19951 

ARV P311r>orsiV Anaheurtl,P 119 8%)(CA03 10 199.2) 
Grove Arcade Re~ai!On UC !O!l !l9~)(NC 1 t 29 1S99) 
Baker House Ap.ioltmeot LC (G!i99%){NC 0126 1993) 
HGA OeveloprnentlLC (9!l 09'"'J(NC 12 031999) 
Cedar Tree PrOPettl•• LP {24 9349'V.)(WA07 OS 1904) 
First Parlnert Corpoti1111 LP ll(1!i 1!4~l1MA 1 26 1996) 
Wlhk HoteiApartmen:s lLC (99 99%)(NC 03.14. 19971 
PRAIRIE, LLC (99 99%)(NC 10 29. 998) 

Duke Eenr_gy_ Renewables Wtnd, LLC 

DIJce Energy Corporatbn 
L- Conergy CClp, (100%) 

1.......:: D11ke Energ-y Rl!f1ewatliM Holding Company, l LC 1100"') 
L- Du~~ Et~erQYRenewables,lnc (100'%) 

L- Ouke Energy Renew1101es Wll\d. LLC ( IOOV.) 

Ouk~ Ene<!!Y R~newableS Wind. l lC tt OO'l!,)jDE 0!5 23 2007) 
r-- Colamount Energy Corporal/01" (100'..\)(VT 00 23 1992) 

'-- (see Appendix K fer sui>Sldlal'llla) 
r-- DEGS Wrod SuppfV, llC (100%)(0 E, 12 11 2007) 
r-- DEGS Wind SUpply ll.llC ( 00%)(0E 08 26 2008) 
r-- Green Front>erWina(l~ lfoklings, UC ( 100%}jDE 02..22 20 10~ 

L_ Greet~ rronU«Wtndpower LLC (IOO%)(ClE 05 19 '0101 
lhttoe Boehl• WindpowQr LLC ( I00%)(0E 08 26 20081 
Srwr Sage Wine power LLC (l~)(DE 04 18 2007} 
I~ Jack Wndpowtlt, llC ( I00%)(0E 10 27 20081 
1<i! Carsort WIY\df!C"''el, LLC ( 100'16')(0E 06 23 2009) 
Nortl! A1~heny V.'lnd, LLC ( 100%)(0E OS 3 1 2006) 

- lto~.wood-Cimarrllrl W"'dpawer Holding!, LLC (t00%)(DE 12.08 2010) 
L- OS Cornerstone. LLC (50%)(0E 0<1 05 1012) 

L SUmtn1 Wll'd Energy ~le.$C!Uite Creek, lLC (lOO~I.I(OE 08.01 20131 
'-- MHQUlte Crea Wi~<ILLC ( 100%)(0E 09 2 2001!) 

Ftf& State \\1\napower, l lC (100%)(0E 02 01 i012) 
L Ironwood W•ndpoNer. lLC (IOO'llt)lDE 12 08 2010) 

Cirn~r~ Wll')dpower II, LLC ( 100%)(0E. 03.07 2011) 
r-- Kit Carson WlndpO'Nerll Hoklngs, LLC (100'Y.)(0£:07 .2• 2013) 

L_K~Car5MWilld~tl LLC (100%)(0E0724 2013) 
r-- Los Vi!!n~osW.tldpe,'tr lA Hol:lmgs, LLC jlOO'li.)IOE 01 27 1011) 

L.- I cs Vtentos W11M3;10wt!f lA, ~~ C (100'Y:)(DE 01 27201 1) 
- los V.emos W.ndpo.ytr 18 lioldmgs, lLC l100'4}tOE 06 02 20 12) 

L_ LOS Vjool~s Winaooiller IB, lLC (I 00%)(0!; 07 1 I 201 11 
- NWee$ Wlndpower LP (99o/o)(OE 09l0 2005) 
- od:>lll~ Wmdpcv.w, lP i&9~)(0E 12.22 2<»11 
- f[ NatJees, LLC ( OC~)<OE 09.30 2005} 

NotreesV/lndpowtt. LP (1%)(0E 09 3tJ 2005) 
'- TE OcoliUo, LLC (100%)(0E 12 21 200-4} 

L- Ocolillo Wltldpawer LP ( 1"/,)(0E 12 22 200~1 

23 

5/8/2017 Schumaker a Company ~ 



24 Fino/ &port 

Exhibit lll-1 
Detailed Duke Energy Organization Structure 

as of December 31, 2015 
(Page 8 of 10} 

Due Energy Generation Services, lnc. 

A~QQ~J 
Ouke Enwgy COfpct11tlon 
L- Cmergy Corp (!00~1 

L..:.: 0E_En8f9Y Renewab~ tlcld~ng Compa~~y, LlC P00"4) 
Duke Energy Ra~'Qbfes, I~~C 1100%} 
L- 0 111\c Enet~ttG~tnerabon Serv~. 1nc !100~) 

Dulle Et*gy Gen«ation SeMCa$ l!'t 1 100'1'.)(01; 06 02 2000) 
f- CII'CIJJf SoiUOons. Panner~. uc (100%)(DE o~ 12 20001 
f- OEGS O&M, LlC I10014)(DE 08l0 2!104. 
f- OEGS of Oe!l.a Too~rs.lt!p, LLC (10D%)(0f 12 15 <!0041 
f-- OEGS or lan$\n9, LLC (l00%)(0E 06 2~ 2002) 
r--- o a;s ol Nanows. l l C (100~1~'t OJ 17 .2003) 
t-- OEGS of Sr~~ovupon, LLC 1100 I(OE 06.28 2002] 
~ Ou~e Ent!<VY lnoustrial Slllet, l lC (100%)(0EOG 06 2000) 

Sl!rovOQo<t Red River thihl141$ LLC ("0 8%)(0E 10,16 20001 

Due Energy Catamount Enerav Corporation 

~l!~t!K 
or~<.• Energ)' corptlfat()fl 

Qrlergy C01p (1 00'%) 
L..:. ~nergy Rer-ab!es Hold"'l) Cilmpany, lLC P00"4J 

Me Eneft!Y Reoewab~• It\(; ( 100'*) 
L- Duke Encrvr Ranewabk!$ Wind, LLC (tOO%) 

L-c..tamount El'lllfll~ Ccweo•aoon 

Calilmount Et'Je!gy Corpoqbon (100".4)(VT 01! 23 1li92) [OEGS W,f"!d Vermonr. Inc (VT 06 20.2008)) 
- EqUIIIOlt VtfT!'Qn! Corpo!atlllf\ (HIO%)(VT 05 01 1Q9()) t:: C.t.mounl Romlool Corpor~ion (100-A>(Vr ~ 11 1!:189) 

R>t~a~e At.sOCJates (33 1 T26%)(UT 04 30 19901 
- Cacamounl SwNtv.alet CorjklraUon(100%){V1 0617 20031 t:: S>.oinNf.lter OeW!toprnenl LLC (100-J.)(T)I, I 1.05 2002) 

Sweetw;!!cr Wild 8 LLC (100%)(0E 04 29.2004J 
SweeNo(ller WIOd PO\\'t!f L L C (100%)(TX 11.05 Ul021 

~ Catamount S~NOC!w<rl~ Holdrngs LLC 1100%}(VT 08 2Q ~005) t C"'"''""'-"" 1 UC { OO~)(VT 12 12 ""'I L- SWNIWAlerW~na 1 LLC ( 13 59~}l0E 06 24 2003) 
Catamount S•NHtwater2LLC (<OO%)(VT 05 05.2004) 
L_ S~l!l!IWaler Wll'ld 2 LLC (13 1"%)(0E 0.: 19..2004) 

Ca1arnount SweetNil~ 3 LLC ( IOO%)(VT 06.03 2004) 
L_ S~!wwter Wlf)d 3 LlC 113 18%)\DE 0<1 29 2004) 

~ Cai.OimCM\1 Swe~~!llf 4-5 LlC ( t OO%)(VT Ol 0 8.2005) 
L- S.veerwatcr 4-5 Hohf:n~ llC ( 18 72".4)(DE c. •8 2007) t:: Sweelwiltet W111d 4 LLC 1100'4){0E 0 4 2e 2004) 

Sweetvater Wino 5 LLC ( 100'4){DE 04 2~ 2004) 
r-- CE'C WIO<J Oovelopml!fltlLC (100%)(VT 01 12 2001) 
~ Top ol iN! World Wmd Energ-y Holdtngs LLC (100%)(01! 11 15 2010) 

l._ Topol ltle World W)nQ Ettergy LLC (IOO~)(OE 03 t 3 2008) 
~ CalamC\iTII Sweetwater 6 LLC (100%)(VT 09 07 2~05) 
~ CECUK1 Ho(d,ngCOto (100%)(VT091120021 E c!''"'•""' '""" sc 1 (1~~""''""" 10 0820021 

Catamount EnetVJ SC 2 j99%)(Sool!and t O 08 7002) 
C,~,mount En~y SC :.0 (1%)(Scctland 10 08 200~1 

CalamoU!\1 trter9"/ sc 3 (99~)(Sc.ollanci to oa 20021 
CatllmOUnt Enl!f!ly SC J IH~)(Scoltlnd 10 oe 20021 

r-- CeC UK2 Holding CDrJ:I (!OO~~)(Yft'll . 1 t 200~t 
L_ Catamount Ene.-gy SC 1 t99?1t)lScotland 10 08- 20'il2) 

..___ Wol\ll S~ar Hodlng1 llC (1 01>%)(0E ().( 15 2014) 
l_ W.rvJ Star Ren~11b!n, LLC (1 00%)( 0EQ.4 15 20 1<1 ) E H•Qnlander Sctar t. llC ttOO'l'.)IOE 09 03 2010) 

H'9h'?nder Solar 2, llC fiOO'If,)(OE 09 Ol 20101 
Lau·el H1U Wil"<< EnetQ)', LLC l 100'l6)(PA 12 t4 2004) 
Sh1rey Wllld LLC (t00%)(WI10 :10 20Q6) 

~ Schumaker a Company f/8/2017 



Bxhibit 111-1 
Detailed Duke Energy Organization Structure 

as ofDcccmbc.r 31, 2015 
(Paae 9 of 101 

~- Duke EnerJ;tY Transmission Company, LLC 

OuH Et~e~gy Cor ponr1iort 
L- Clnergy Corp (100%) 

L...:.: DUke Energy TransmiSlllOil Holdwlg Company, LLC 
L- Ouke·Airierican Transminoon Compii!IY Ll.C.__ 

Duke·Arner.can Tran1111issiO'l Company. LLC (~O'IIa){DE 04 11 20111 
Zllphyr PowerTmnszn1S$1on LLC (100'11aHOE 12 05 2008) 
OATC MKIWHI Ho!Clings. LLC (100o,()(OE 04.11 2012) 
OA7C Path 1S frat~srnossion, LLC( 100%itDE 03 09.2006) 

Appendt.a L 

-

C Pat)! tS FundJng, LLC (IOO'Yo)(OE 12 21 2002) 
P4lh 15 !:'u11d:lng TV. LLC l100~t(DE 11 . 16.2~) 
L- Palh t5Fundhg 1<8T, llC (100%)(0E 0911 2006) 
DATC Ho :flllgs Pam 15. LLC (47.326" O'Nned by OATC Path 15 Tnsnsmi55ICC. LLC. 
22 57~~ owned by Path 15 Funding I<BT, LLC and JO 099% owned by Path 15 rlll'ldln;. 
LLC){DE 10 16 2002) 

L...:.. OATC PatfllS LLC IIOD"4)(0E 10 16 200;>J 

25 
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Exhibit ni-l 
Detailed Duke Energy Organization Structure 

as of December 31, 2015 
(Page 10 oflO}_ 

Changes to Corporate Structure- September 30, 2015-December 31, 2015 
~tRrmovcg 
• OnOctoooo2 t 20\S, csr c.t~eolli u c ( ICO%l(T)f.Q~ :12 2C01l ,.uouorw.s 
• On N:1vcmbor 24, ~I~ 0\Ae Commlft~ ~ Inc (IOO'.C.XD£ 09 7Q 1908) ~l5 IJll ro'VeO 
• OnOecA!mbott 171 2015 SUEZ·DEGSal~llC(51%)1'0€0B ~IS!il)m~odla-
• On Dr..-ber ~ ~015 P~rtu e-;, se~ c~ llC (10':'4i1HC 0.7 12. 2000) hos IT!OIQild inlo D;.• a Elll!!gy 

tl\4<'-' Sl!rVous UC (100'11.~0€ 1 18 19115) 

En!. ties Addfd 
• On Oc~6. 201~ ~·t~dJod< ScAr Hol::~t~~gs L\C (ICJO'\IlXOE IO OS 701~; 'NM !Otmed '11 Celi<~<;ue ht Outa Energy 

Rer-ewables SoW ll.C 
• OnOc!Ob• e . 2015 IMI~ J~Kk SolalllC (IOO'>I)(OEi 10 oo 2015) was formed .n Ot;iawa/11 bvW1io J:ti:lt Solar 

Heidt11!1• LLe. 
• On Ocrollcr '~· 2015 , PIIX ~~~119.,neo11 Hult~wp. Lt C tiOO~)(OE 10 15]0\S) wU laf'l'tOd In OtlawAoll by Ouka 

VeoiUfH II, UC 
• On O~tpllef n 2015, Fcl'ft1 S\lbsld ~('f. lllC I \ OO'Itl.j(IIC 10?2 2015) wal' fotmed Ill NO'VI Catclirla try C,li:t ~Gig)" 

CorllQr3ton 
• On Oclobe! 29. 2015 7CN. alll'l« eqUity tl~e~r. ol PhoellfJ fMIIJ7 r~~ehnclogle$, l~c. (7C%\(0E 12 20 7008) YoM! 

xqiiii'M bt PH)( Ma~~llllioiWIQs. LLC (\00'!1.)(0£ :o 15 2ll15) llttQU9h !!Ia me<ye~ ~I 01 re-My 1ormeo 
~llo:l.,y 01 PHX MaJ\ageiN!nl !told naJ, LLC, ft·~ l.ler!)4tl SUo, tnc ( t OO'li. )(OE 10 15 2015) "'"" ~ •nto 
~~· EnergyT~..hnologi4'J l'le Tha 11!rT!llil.r>g 30\4 ol the c.qully ln' erests d Pt>cenu Eil•'!l/ T!td\ftdOg••· Inc 
"'elt reufled by lis Qr~glr\a!Shar~ 

~ OnNIM'rnb<tf \8, 2015, Fronwwv~ • LLC !1tlO'k){OE.11 18 2015)WitS fl)lonod In ~eby Pvltc EnetVY 
Re,.......eles \Vm<S LLC 

• On ~1'!11*21, 20 1~ l"e ~~~~~ en•beswere ac<!II"M by OuAt Ener9y R,ni!W"Jblas Sol.v, llC !ro-o •nf~ 
E"nergy lJS Oevetopmelll C<lrPOoaliOII 

C:ljlfi)C'I( Solatl II C 11DO'%)(DE \0 J• 2014) 
C..pi'Od! Solar 2 l LC \100%t(OE 10 j• 2Q14) 
Cap(I)O( SQJallt~ 1, LLC (1~ t(bE 04.30 20\51 
Caprodl Sol.tr Holl1ln9S 2, LLC ( 100%l(bE 04 30 20151 

On Oacembar3\ , 2015 IN lollewng enlollt$ ....,.lleqund by OW.. E!ler~y Rene...·ables NC :)ow LLC from NC 
St<ola Ren&Wabtts LLC. 

- lQnO Fil'TT1 48 Solar llC (t00%)(NC 09 22 2014) 
SOINCPowar tO l l C (IOJ~)INC08 01 ?0141 

On 0ecr.tnOaT J1, 2015, Tartooo Sol~ LlC ( 100'lC.l(OE QB 25 2013) o14s it:;qu.te~ OV P.J~a Energy Ren~bfft NC 
SO'ar, LLC fuxn OE.RS\t UC ard CommunitY E~.e;gy. Inc 

E• '·l'< h pt Chjnm 
• On Oeceln~r 15 2015 CJIIitO~ In~ Inc MOO'I!.I(OE 10 24 I IIQ.i} '~~e<llkl looon • o.l.llo:n CotDUia:Jen ~c 

;o Otl;,w- tlrnited nat~~nrv COII\p&/ly an~ wn ••rwned Ovlta EnllfQ/ Rene...-.biH >I~·~ Ccnp;111y llC, 
• On Jan~rary 1. 2016, Ou~tElltfW Jnd!llll., lnc (10~1(1N ~ 06 19411 em~ lnltt1 a~ lrdana t'Ofi)OJlii iOn loa 

100&M3 Am~od llaGoidY cetrulJW\y arid wn ·~ 0\1 e Enl!fgy tr<liaN. II C 

f MIIH '!M!nJctutr<f 
• On Ottoo« 6 , 2015, lhl! e<IUJI'fU\1elests ..- PUf119J'tlt Solar I LLC (t00%)(0E 010920t2l ana WobwoooSo~ I llC' 

( '00%)(0E 02.09 20121 'llero conlribllltld by Duio~E ""'IIJ ~eno'N&II!n Sotl!f l l C I<> Wild J~ 8ol;lr lC (100i4ti! Df 
10 06 20151 

• On C6C:eme« 15 2015, :he equ ly tn~rests on ll>r! foiiOW!IIfl comoan .. ~ we<e <ll"tlllvte-d bV 0~• Ene';y~eno.>•tln 
W.nd LlC ll\rruqh tne ~llOI"* cN!n 10 OU~e E~!IY ~onl!'tllables Hold Q C:ornc:any.llC !INa C'~~-'!ll' 
lrtve.lrtlllf'ts ~'lC.) (see Mil~• A pege 2 fer 1M n~ .. wuc:urw) 

• Foor~«" Wl(ldpcM81 l LC (10C%}(0E OS 21 201!} 
Foar1JerW•fll!~ l). llC 1 1 00~)(0~ 11 14 2015) 

- LOco v.enlos IMMJX;W~ Ill HQioi1191 l lC ( 1~)(0E 01 ' 4 N 13) and lt11 5U:>$(1tilo"/ Lcall>eotos WI/IOj;O.vt' 
IN. l1C (10011,1(l>E07 ?4 2013) 

, I os v,.nlll• \Mndpowt< IV l1o"M9s LLC ( 100%1(11C 01 z.a 2013) ane .:s 4VOWriWy l!l~ V,enleli W1110pcwet 
N . llC (100%JiOE 07 ?4 aOt3) 
I O'S V~nt's 'tlindpowef V lfoltJ~. U C llll(,I(,(Ot' 117 2~ 1013) ano 1t!i s..bo.ld~'Y L?t Vll!r!IOI V llC 
!IOO'll>lfOE 07 2• 2013) 

, • •fll•l"t .,~u ,,nc :;~ .:()10 •wtotfttt.:.o-~c_,. '""' ... "•··~· , .. ,, t••o' ••.- II 
•n l ""'• ..l t-f"'tt'c.•o c'1 1tl" • llt/\ '' '~~r"«fC"fc OJc., •h <.!'lnfi,.., ..,._.,...,..,-: ~ (li ,•S. 
~· ---· 

Finol&porl 

Also Progress Energy Service Company (PESC) employees became Duke Energy Business Services 

(DEBS) employees in 2014, but tbe legal entity was kept for existing contract requirements, although no 
charges were made; then in 2015 PESC was no longer a legal entity."'· 

~ Schumaker a Conipany i/8/2017 
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E:v:hibit TTI-2 illustrates. Duke Energy Kentucky's (DEK's) parent, Duke Energy Ohio (DEO); DEO's 
parent, Cinergy Corporation; and Cinergy Corporation's parent; Duke Epergy.=--

~xhibit 111-2 
Duke Energy Kentucky Parental Structure 

as of December 311 2015 

~lurcc: lnfMrnariM Rc>pnnsc. I (.\nachmcnt I) 

.27 

D EK is responSible for the transmission, distribution, and sale of electricity energy and the sale and 
ttansponacion of natural gas in northern Kentucky. Its parent company is DEO, which is engaged in 
tl}e p roduction, transrnissibn, distribution-, aod sale of electricity and the sale and transportation of 

natural gas in the southwestern portion of Ohio. Gincrgy Corporation 13 the parent holcling company of 
Duke Energy Indiana, Inc. (DEI), DEO, and Cinet.gy Investments, Inc. !lo 

TI1e DE{( Board is cotnpcised of three directors, who hnvc held Duke E nergy positions, as fbllows::!'l 

• Lynn J. Good (1 /29/ 20 10 to present) - Duke Energy Board Chait-~ Duke Energy President & 
Chi~f E.x.ecutive Officer; Chief Executive Officer of other Duke Energy entities, including 
Cinergy Corporation, DEBS, Duke Energy Carolinas (DEC), Duke Energy Horida (DEP), 
Duke Energy Indiana. (DEl). DEI<, DEO, Duke Ener$1 Progress (DEP), aoo P.rogtess Energy: 
Florida Progress President; Manager at Puke E nergy },merkas and Duke Ventures; plus Board 

Director of various Duke E!nergy encicies 

• Douglas F. E samann (6/ 1/2015 to present) - Duke E.oergy E."ecucive Yicc President, Energy 
Solutions aud President of Midwest and l'lorida Regions, including D E BS, DEC, DEF, DEl, 
DEK, DEO, and Duke E nergy Progress; Chief Executive Officer of Miami Power Corporation 
and T ri-Srate Improvement Company; President of Eastover Land Company and Eastover 

Mining Company; plus Board Director o f ,·arious Duke Energy entities 

· t Dhiaa M. Jamil (6/1 / 2015 to present) - Duke Energy Exc:cucive- Vice President and Chief 
Opera ring 0 fficer: 

+ Lloyd M. Yates (1/ 1/ 2015 to 6/ 1/2015) - Duke Energy Executive Vice President & Delivery 
Operations and President- Carolinas Region 

+ B. Keith Trent ('1 /1 / 201 5 to 6/ 1 / 2015) - Previously D EK Executive VP and DEO Executive 
VV & Chief Operating Officer, Regulated Utilities 

5/8/201 1 Schum•ker A Comp ... J ~ 



28 Final Rl:port 

Transactions 

Services 

Exhibit III-} and Exhibit III4 display affiliate charges (associated with non-power goods and services) 
to/from DEI< for 2013 to 2015."' 

DE Commercial Enterprises 
DEGS 

Exhibit fll-3 
Affiliate Suvice Charges 

2013 to 2015 

F(Om Affiliates to DBK 

2013 

Duke Enetgy Business Services 
Progress Energy Service Company 
Duke Energy Carolinas 

$8,409,949 

$0 

S81,-t20,226 

$940,382 
S3,577,970 

so 
s 1Ci2,-t05 

57, 143,367 
$536,615 

so 
so 

Duke Enetgy Florida 
Duke Energy Indiana 
Duke Enetgy Ohio 
Duke Energy ProgreM 
Non-Utility 
Commercial Asset Man ment 
Total Affiliate Charges ($) $102,190,914 

2014 

$0 
$0 

$86,226,59-t 
N/A 

$6,775,364 
$139,228 
$414,618 

516,145,091 
$765,397 
$190,054 

so 
$U0,656,345 

Breakdown of Charges from Affiliates to DEK. 
Duke E nerg Service Company* 

2013 2014 

Total AffiJiate Charges($) $82,360,608 $86,226,594 
Direct "lo 
Allocated % 
Total 1/o 

Total Affiliate Charges ($) 
Direct % 

Allocated% 

Convenience Payments 'lo 

63.7% 
36.3% 

100.0% 
Other Affiliates 

2013 

$19,830,306 

39.4% 

23.1% 

16.7% 
*Information Not Made Available% 20.7% 
Total"!. 100.0% 

Source: lnform:uiun Rc~ponscs 3, 6, 65, nnu 66 

72.4% 
27.6% 

100.01/o 

2014 

$24,429,751 
52.0% 

22.4% 
25.7% 

100.0% 

2015 

so 
so 

$88,331.166 
N/ A 

$21,167,640 

$297,920 

$106,666 
$12,067,280 

$983,·178 
$1,619,479 

$23,701 
$124,597,330 

2015 

$88,331,166 
75.9% 
24.1% 

100.01/o 

2015 

$36,266,164 
33.7% 
17.0% 

49.4% 

100.0% 

"In 2013 Duke Encrey .'crvicc <:umpany W:l~ :1 cumbmatlun of DimS nnJ 1'1-:SC: huwcvcr, in 2014 unJ 2015 it is only DEB$; the fi~urcs 
abuvc Ju not m.:ccs:;arilr agrL'C with our prior 2013 audit rcptort, as previllusly it w:l~ ba!'l'U 1 on FERC FHrm filinj.IS (minimum uf 5250,000 
per item), but abtJVC', it is based on r;lw dat-a . 
. \!so , for 2013, brc:~kuown nf DEC :1nd DEl' between Uiftct and allncntcJ chJrl(cS nut made :w:~ilubk·. 
In 2014 and 2015 in the BrL':Ikdown 11f Chal).,t~."S from Affili:~tl'$ tu DEK. it excludes accounting rr:m:i!lctinns, which .trc 1ncluJ~ in 2013. 

~ Schumaker a Company 5/l~/2017 
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Overall DEBS costs increased from 2013 to 2015. According to Duke Energy management, the direct 
costs charged to DEK increased maiol}' due ro ancillary transmission costs. This was partially offset by 
allocated costs decreasing due to incorporation of allocations to Pro~ess entities. The largest change in 
direct costs are related to DE Carolinas. A large number of capital invoices are being processed thtough 
that entity. This is offset somewhat by a decrease in costs related to DEO, specifically tel:tted to generation 
services." According to Duke Energy managem~ot, these decreasing costs are pr:imatily due a much larger 
pool of costs, making very little going to DEK» 

5/8/2017 Schumaker a CompanJ ~· 
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Duke Energy Business Services 

Duke Energy CAM 

Duke Energy Carolinas 

Duke Energy Dicks Creek, LLC 

Duke Energy Flodda 

Duke Energy Indiana 

Duke Energy Investments 

Duke Energy Miami Fort, LLC 

Duke E nergy Ohio 

Exhibit Ill-4 
Afi"iliate Service Cha rges 

2013 to 2015 

From DEK to Affiliates 

2013 

$43,896 

so 
so 
so 
so 

Duke Energy One, Jnc./Cinergy Sohrtions-Urility Inc. 

$1,240,952 

$0 

so 
$3,220,531 

$11,590 

$0 Duke Energy Progress 

Duke E nergy Zimmer, LLC 

Duke E!Jergy Power Company 

KO Transmission 

Duke Ener Beckjord, LLC 

Total Affiliate Charges($) 

so 
(S5,655) 

$11:1.026 

so 
$4,529,341 

B~own of Charges from DEK to Affiliates 

Total Affiliate Charge.s (S) 

Direct o/o 
Allocated % 
Convenience Pavments o/o 
Total 0A 

Total Affiliate Charges (S) 

Direct ~"• 

Allocated % 

Convenience Payments % 

Total % 

Duke Energy Service Company* 

Other Affiliates 

2013 
$43,896 • 

-394.7% 
0.0% 

494.7% 
100.0% 

2013 

$4,485,445 

46.6% 

33.6% 

19.8% 

too.o•;. 

Source: lnform:11iun Rcspun~cs 3 anJ G 

Final &port 

2014 2015 

S2,0G2 $21,596 

$37,720 $95 

$75,715 $66,295 

$297,233 $6,836 

$1 08 $35,71 L 

,1 ,336,873 $1,388,388 

so $0 

$1 69,?10 S3,18G 

$2,030,593 $2,514,069 

$6,985 $3,820 

$82,868 $31,506 

S34,844 S6G8 

so so 
)25.528 $877.200 

so $4,086 

$4,100,440 $4,953,455 

2014 2015 

$2,062 $21,596 
20.P.Io 7(!.6% 

6.31/o 23.4% 

73.0'/o 0.0% 
100.0"/o 1oo.o•;. 

2014 2015 

$4,098,378 $4,931,859 

-42.8% 4251/o 

36.6"'o 29.4% 

106.2% 28.0% 

100.0% 100.0% 

'In 1013 Duke EncfHY Service (:urn puny W'.l~ a cumiJmutum of D I:HS :tml PESC:; hnwcwr, in 201-1 nnd .2015 ir i ~ c1nly n1:.ns 

5/8/2017 



Final Rlport 

Convenience Payments 

Convenience payments (also referred to at Duke Energy as pass-through costs) typically include:'' 

+ Finance and accouncing services 
+ Insurance premium e.xpense 
+ Advertising e>:pense 
t Community .~:elations projects 
+ Donations 
• Employee benefits e.xpense 
+ Dues/subscriptions 
+ Signage/publications/printing 
+ Research and developtnent 
+ Miscellaneous lease/ rent expense 

Exhibit lll-5, for e.x.ample, illustrates convenience payments involving revenues recorded by the 
Commercial Power segment ofDEO for charges to DEK for 2013,2014, and 2015." 

Exhibit III-5 
DEO Commercial Power Convenience Payme.nts 

2013 to 2015 

D EO Chargc:a to DBK -

1 J 

}/ 

DfKYpovlCiil>foriioo-W7 .. ,..._(01Ncl~f ...... ~.00 U,UIM ~ ~ 
cu.....-'--'•otcHo......,...,ott.....to, n~ottw..., Dllklar • rn-olaJo-...-. -~--. . k !Sl!!!!! • a.-

:;.,urcc; lnfortn:~rion RespOnse 41 
No entries of equipment !Cli~Cs between DEO and DEK were made for rhc period Apri12015 throu~h De-cember 2015, due w the !<:lie of 
the CommcrCl:ll Jlowc:rgcncmting n.<scts l'ffccuvc April2, 2015. 1\lso, no uthcr entries (such as (a) HL'P·Ufl tr!lnsfnnm:r~ (E:~st RcnJ, 
Woodstla.lc & Mhmi For nr (b) tr.ln>misoion cxpc:Mc:f from M ISO. which were included in our prior audit report) :rrc ~huwn '" 2013. 
2014, or 2015. :JS the~· cndL-d in 2012. 

According to Duke Energy management, the trend in convenience payments associated with the direct 
lease exists due to a creclit adjustment recorded in July 2013. This adjustment was recorded due to the 
fact that an incorrect lease rate had been used in the 2012 calculation. A similar adjustment was not 
necessary in 2014 or in 2015. DEO sold its ownership interest in Miami Fort in April 2015 and 
therefore stopped recording convenience payments after farch 2015." 

In general numerous payments have been made by various affiliates on behalf of DEK in 2013, 2014, 
and 2015, or vice versa, as shown in Exhibit III-6.v. 

5/8/2011 Schumak• r a Company \) 
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Exhibit III-6 
General Convenience Payments 

2013, 2014, and 2015 

B Alfili DEK y ates to 
2013 2014 

Duke Energy Business Services 
Duke 'Energy Carolinas $3,145,056.02 
Duke Energy .f]orida $7,122.11 
Duke Energy Indiana $2,985.11 $66,030.36 

Duke Energy Ohio $335,613.06 $3,003,543.82 
Duke Energy Progress $50,175.09 
Duke Power Company 

Duke Commercial Enterprises $2,972,385A4 
KO Transmission Company 

Total $3,310,983.61 $6,271,927.40 

B DEK Affili y to ates 
2013 2014 

Duke Energy Businen Suvic~ $21 7,132.00 S1.S06.04 
Duke Energy Carolinas $3,709,785.41 
Duke Energy Florida 
Duke Energy Indiana $11,336.59 $98,826.12 

Duke Energy Ohio $866,-167.78 $537,013.40 
Duke Energy Progress $8,084.51 
Duke Power Company $11,433.70 

Duke Commercial Enterprises 
KO Transmission Company 

Total $1,106,370.07 $4,355,215.48 

&JUrCl·: Information RCl<pun~l'S 41 ant! 65 

~ Schumaker a Company 

2015 

s 16,300,258.09 
$1 6,2376.80 
$27,264..21 

$1,320,549.1') 
$245,517.12 

$17,909,825.84 

2015 

$408.11 

$74,914.51 
$1,180,915.30 

$127,103.50 
$1,383,34142 

S/8/2017 



FinallUport 

Personnel Transfers 

Exbibil lll-7 displays personnel transfers from/to DEK for 2013 to 2015,17 which indicates that more 
employees came from affiliates to bEK than from DEK to affiliates over thls time period. 

Exhibit ni-7 
Affiliate Personnel Transfers 

2013 to 2015 -
From Affiliate s to DEK 

Ftom Company 2013 2014 
Duke anergy Carolinas I 0 

Duke Energy Business Services 14 11 
Duke Ener~ Commerci:ll 2 6 

Duke Energy Ohio 9 9 
Total 26 26 

Fwm DEK to Affiliates. 

To Company 2013 2014 
Puke Energy Carolinas 0 0 

Duke Energy Business Services 14- 13 
Duke Energy Commercial 0 0 

Duke Eoer~y Ohio 2 5 
Total 16 18 

Source: 1 nfnrm(lnfln Re,,on~c ~ 

Total 
2015 2013-2015 

0 1 
34 59 
2 10 
18 36 
54 106 

Total 
2015 2013-2015 
n 0 
16 43 
0 0 
8 15 
24 58 

E.\hibil IIJ-8 illustrates the difference in average fringe rates by company by year from 2013 to 2015."' 

Exhibit m-s 
Average Fringe Rates by Year 

Compauy 2013 2014 2015 
Duke E nergy Carolinas 22.64% 18A9% 17.94% 

Duke Energy Busirtess Services 25.24% 2 1.27% 22.27% 
Duke Energy Commercial 21.0% 20.48% 26,69%· 

Duke Energy Ohio 51.15% 32.15% 34.38% 
Duke EoergJ Kenruckv 38.06% 32.06% 32.1 0% 

Source: lnfnrmariun Rcspon5c 4 

5/8/2011 
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Asset Transfers 

Exbibil /fl-9 displays asset transfers from/to DE K for 2013 to 201s: ·· 

fnvdltor;y Stock 

~k-tcrs 

Elearic 
Gas 

Transformas 
Rcgulatocs 
Other Misa:llnncnus I tcm s 

Total 

I nvcntory Stock 

Meters 
Elettric 

Gas 

Transfooners 
Regulators 
Or her Misaillmeous l ttfm 

Total 

Exhibit Ill-9 
Affiliate Asset Transfers 
(Based on Original Cost) 

2013 to 2015 
Prom Affiliates to DEK 

2013 2014 
54,732,073.66 55,990,852.47 

S41 1,978.63 
S105,719.1? 
~533,0()7 .34 

so.oo 
$0.0(1 

$5,782,778.82 

$602,566.37 
s 105,098.16 
$342,21 1.27 

$1,959,275.24 

$9,000,003.51 

From DEK to Affiliates 

2013 . 2014 
S783.045.67 S697.938.26 

s ltH,516.58 $110,588.51 
$65,067.56 $59,694.39 

$0.00 

so.oo 
$0.00 s 10,1}()0. 25 

$952,629.81 $879,121.41 
:\ourcc: Information Response~ Sand 64 anJ lntcr\'il'W 3 

Fino/ Report 

2015 
$7,441,476.83 

S25 1,236.60 

$7,692,713.43 

2015 
$666.040.05 

s 102,706.32 

$768,746.37 

The 201 5rr:~nsfcN from DEK tl'laffili:ncs (DEO) includL-s (Ja.:~-Mains/L:md & f.and RiAbt-~/,\liscdlanL'IlUS E<juipment, while 101 5 1r2n;fe~ 
from nffui~tL-s (Dr~O) co DEK includes S[1Ucrurc & Boiler Pbnt E<juipmcnr. 

The 2013 to 2015 invt'fliiJI')' swck fil-,1\Jrcs do not indude . \ccountin~ Store tronsactiuru. Spccrfical.ly the dar2 excludes ~ ~~uc-;md Rerum 
tr:lll:'3ction~ fur n STORELUC labck.J ACCTJNG Sture room. t\n "Accounrinl' Stnr<:rc1c>m" is used in rhc MiJw~·st \\lh<·n mntcnals issued to 
one proJect arc ultima tel)• used on another prnjl-ct. While the ma ren~ls :~.re nor rcturnL-d rtt the warehouse, w:m:hou~c pcrsunnd 
ndminisrmrivcly " rcnrm" :1nd "rc-i.~suc" the m:ucri.'llg Ill rhc project where rhe marcrinls arc ust'(]. 'l11is eliminates the need fur :1 journal entry 
m the G cncmllA-.Jgcr. ' l113t's une of the rc:1sons wh)' 2013 inventory stock figures tliff<.'"I"OO in the prior ouJ it rl-port, :1$ it includ<.od thl~C 
lr:lnsactions. ,\lso Dirt'Ct llurcha:;c matcri!ll;; may h:~vc bcm includnl in data pruvidcd Ill . chum::~kcr & Cvmp:my fur uur pric1r :10Jit n-pmt, 
~huulc.l nm have hL'l'fl rncludcd. a,; 20 13 this rime dues nm. 

~ Schumaker a Company 5/8/2017 
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Tn the past (2013 and prior) according to Duke Energy management, the reason for the continually 
increasing asset transfers of inventory from affiliates to DEK was primarily clue to the location of the Brecon 
Warehouse in Ohio that serves both Ohio and Kentucky. However, the increases in inventory stock from 
DEK to affiliates and vice versa increased dramatically, as Duke- Energy was trying to usc what the company 
bas, though it has subsequently reduced.w Flbcn, in the 2013 to 2015 time frame, the changes year over year 
in outbound transactions can be attributed to decreases in volume witl1 certain locations, such as Erlanger, 
Wheatland, and Brecon. Fluctuations in volume were seen inbound from locations, such as Erlanger, 
Augmtine,an1i Brcww.-Ina~dit:ion, non-regulated assets were sotd in early 201 , wruch reflects a decrease in 
transactions bet\veen Miatni Fort (non-regulated units) aod Miami Fort 6 (regulated unit)." 

Separation 

One of the expectations specified in affiliate relationships and transactions rules has to do with the 
physical separation o f regulared and unregulated business and the sharing of inforrruttion and assets 
between these entities. Tn fact, Kentucky regulatory standards provide the following gujdelioes shown in 
a.-,:hibit m-10. o 

)/8/2017 Schumaker A Compenr ~· . 



Exhibit Ill-10 
KRS 278.2213 Separate rccord1cc:eping for utiuty and affiliate- Probibi~ed business practices -

Confidentiality of information -Notice of service available from competitor 
as of December 31, 2015 

final Rlpcrt 

l11e provisions of this section shall govem 11 public utility comp;my'$ activities related ro rhe sharing of an formation, 
databases, and resources between ils employees or aonffiliate ia\'olved in the marketing or the provision of nonregularcd 
:tctivities aou us ~ployees or an affiliate invoh•ed in the provision of r1:gulated activities. 

I. :\. utilicy anu its :~ffilliue sh:ill be sepamte corporate entities 2nd lllaint:Un ~epar.tte bonk$ :wd records. lf :l uti.l.tty and 
nonregu.btcd rtffiliate have common officers, directors, or employees, the fees, compensation, and e:<penses of the 
indlvidurus uwolved shaU be subjecr to the cost alloC~tion requirements set forth in KRS 278.2203 and 278.2201. Any 
utility tha1 pro\ides nonregularcd 11ctivities shall separate!}' account for all im·estments, revenues, and expenses in 
accotdance with its filed cost alloc:10on manual. 

. 2 ,'{ utili!)· shall not provide ad,·erti~iog space in its billing cn\·clopc to it$ af£ili<~tes ur for its non regulated activities unbs 
it offes:s rhe snme to competing ser.;ce providers. on rbe snme tc.rms It provides to us nftili:ues. This subsection applies 
to nohregUlarcd activities only. 

3. .\.utility sh~ not a ttempt to persunde customers to do husiness with its affiliates by offering rebates or discounts on 
tariffed sen1ces. 

~- . \ll unlity comprut)' emplorees engaged in roe merchant funcoon sh:ill abide by all srru1d:uds promulgated by applicaule 
FERC orders and regulations. 

5. :-.1o utility employee shall share :tn)' confidential cusromer information with the utility's :Lffi.liatcs unless the customu has 
consented in writing, or the infonmtion is publiCI)' avuilablc ~r is simultaneously mt~de publicly nvnibble. 

6. All dca!Jngs. becween a utility and n nonregulnteu affiliate shaU he at atn\'s length. 

7~ Employees transferring from the utility to an :~ffilh1te shall not disclose to the :tffili:tte confidential infurmnll{m or take 
with them any competitivelr sensiti\'e materials. 

8. Neithcr a uolity nor irs employees o r agents shall solku business o n behalf of an affiliate or for its nonutility sen·i~:es. 

CJ, A utility th:H curies out :my research and de\'elopmeot or joint marketing and promooQn with ns affiliate fo r us 
nonregula tcd acti'vities shall be s ubjeCt to th~ cost :tUocation rcquire.m!=ols set forth in KRS 2 8.2203". 

I 0. Esc:epr :Is provided in subsection (5) of this section, if :1 utility rs engllged in :t noure!,rulated :tcnvity, m:uker:wg 
employees for the nonregulated acthiry sh:ill a or have access to the customer information provided lo the uti.l.try when 
rhe customer places :10 order for rcgul:tted sef\·ice. 

II . .\ utility sh:ill nor prm.; de :tny type o f undue prefcrcnoal trcarment t(J a nonreS\IIated :tf6liate to the de tnment of a compentor. 

12. ;\ llrihty shllll notify the customer 1 hat competing suppliers of a nonregtilared service cxrsr if. 

a. The utiliry receives a request for 11 secornmeudation from a customer seeking a specific servrce wluch rs offered 
by rhe utility's :tfftliare or by the utili I)· itself; and 

h. The utilitr mentions itself or tts :tffiliate when rnaloog the rccommt·mlarion to the customer. 

' lbe urihry's n:tme. lr.ldemark, brand, or logn shall nor be used by n non regulated :tffrli:tte u1 :my type <) f visu:ll or audio 
media \v1thout a disclaimer. The comnllision sh:Ul develop speafications fo r the dJsclaimer. 11te disda~mcr shall be 
:~pprond br the comrrussron poor to usc io ;my :tt.l,·crtisement by the uolity's nffilintc. 

13. , \ utility sh:ill not enter mto any arr:mgemcnts for fin:tncmg nonreguhred acrMtics through an aftili:lle Lh:tt would 
permit ~ creditoc upon dcfitult to have recourse ro the assets or the utility. 

14. :\ utllity shall inform the commisston of all new nunrcgularcd acti,,tics begun br nsclf or h~· the utility's affiliate \'v1thin 
a time ro be set by the t:flmmission, 

15. Stun-up costs :Jssoc1atcd \vith rhe form~uon of a nonregulatcd affiliatt shall nnt he mcluded itt the utJliry's rotc base. 

I G. ll1c commi ston may reyum~ the utility to file atutuul report s of inform:Jotio n rcl:ttt.-d to affiliate ttansactlons when 
necessary tO monitor c.ompllilncc \\1th these guidelines. 

~uurcc: K R!> 278.2213 
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Tills section discusses Schumaker & Company's fi.ndiogs regarding compliance to the above non

accounting items in the Kentucky standards. 

Ethics & Compliance Organization 

J7 

Bxbibit 1n.11 illustrates the 2015 DEBS Ethics & Compliance gtoup, totaling 31 employees in Charlotte 

(NC), which reports to Audit Services (Intemal Audit), and in turn the Chief Legal Officer. The three 

Compliance groups (highlighted in gray)~ plu~ the-Senior Compliance.Analysty are-responsible. for stat 

and federal regulatory compliance, including:'' 

• State and federal reguL'ltory requirements 
• Monitoring regulatory compliance policies and procedures 

• Providing guidance, such as affilinte standards training and advice, ro Duke Energy employees 
in regulatory compliance matters 

>/8/2017 Schumaker 6 Company ~ 
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Exhibit III-11 
DEBS Ethics & Compliance Organization 

as of December 31, 2{}15 

Sourc~ lnform:ttion R~·,.-rmnsc 37 ~nd lnrcrviL'\Vll 6 3nd 8 

~ Schumaker a Company 
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Bxhibil Ill-12 illustrates that subsequently in 2016 that the numbet of employees is slightly down, plus 

the organization sn:ucture has been simplified." 

I 
DEBS 

Oir«ttr, Ethica It Compli=a: 

C••mt~lr•na lit~ 

S.()urc:e: lotcrvrL-w~ li ~nd 8 

Exhibit 111-12 
DEBS Ethics &: Compliance Organization 

as of September 30, 2016 

DEBS 
Viet Pr.,.idctt 

,.,,,.-"'' ,\uiJ 
ltrh!Cs & GJmpliJun~ clllio:! 

DEDS 
Qirccra 

l! thtC4>rW (;,I~ 

211 

I I 
DEBS D~BS 

Oir«ttr1 C..mpli"""" Dir=or, Elhica 

torpo r• tc L<>mp~ l!thtcl l'ntJ,;I"Jm & TQtr(; 

7 

j 
DEBS 

Oitecmr, Copnol~ 
N E ltC: C:nrpuntc Go1111£b'Lt 

J9 

The Open Pages system is used to track compliance issues, such as merge~: conditions, filings, or system 

access reviews, in which ownership of these issues is also kept. The Regulatory Compliance Manager 

handles any requests fot clarification on Kentucky Affiliate Rules training requirements." 

Other Organizations 

At the time of Schumaker & Company's prior audit, Duke Encrgy bad two separate organizational 
1,rroups that wece responsible for regulated and unregulated power functions: ~ 

+ The regulated electric business was located in Charlotte (NC). All of the offering of generation 

resources into PJM or MISO and the requesting of day·ahead load requirements were handled 

from the Operations Center located in Charlotte (NC). The individual regulated generation 

units were dispatched from the Charlotte Operations Center and all trading activities were 

handled in tlte Charlotte Operations Center. Regulated wholesale sales were also handled in 
Charlotte (NC). 'D1e Operations c~nte.r was split between the Carolinas and Midwest 
(Kenrucky and Indiana) orgmlizatiuns. Ar this time, mere was another separare control centets 

for Duke Energy Progress located in Raleigh and another in Florida for rhe Florida properties. 

+ Tbe unregulated electric business (Midwest Generation) was located in Cincinnati (OH). All of 

the o fferings of generation resources into PJM Intexconnection, U.C (PJ~l) and t\lidwest 

Independent System Operator (MISO) and the requesting of day·ahead load requirements were 
handled from the Operations Center located io Cincinnati (OH). 1l1e individual, fonnecly 
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regulated, generation units (which were in the process of being sold to Dynegy) were dispatched 

from the Cincinnati Op!!rations Center and aU• trading activities were handled in the Cincinnati 

Operations Center. The Operations Ceotet handled the clispatching of the forme.t DEO 

generating plants, which were unregulated assets. 

Tn early 2015, DEO closed on .selling its gencncion as:;ets in Ohio to Dynegy. Many o f these assets 

were jointly owned with other urilities (primarily Dllyton Powet & Light Company and American 

Electric Power), Meany of the personnel, dispatch, and trading functions went with the Dyncgy 

acguisition. Thus Duke's Midwest unregulated electric business became fot all purposes non-existent." 

In thesame timeframe, Miami l'ort#6 (163 M\'V), a unit that was assigned to Kentucky, was retired. 

'Then Kentucky acquired Dayton Powenmd Ught's 31 % interest io Enst Bend gcnc.rating station 

resulting in 186 M\'\1 of generation. D EO's 69% interest was sold to D ynegy." 

All dispatch and tr.ading functions are located in Charlotte, NC. The uruegulated generation business, 

whith was located in Cincinnati, has been sold off resulting in the eXistence of no contero for regulated 

and unregulated generacio~ dispatch, :ind traditig business being able ro sbar~ facilities, equipment arid 

information. Kentucky nc;>w only bas two generation units that are bid into PJM, specifically East Bend 

and Woodsdalc Srntiort (consisting of six simple cycl~ gas turbines)." 

D EK power transactions are handled out of Charlotte. (NC) by a group of traders and disp:jtchers that: 
only handle Kentuc~y and lodiana power transactions. There is a separate group of traders and 

dispatchers tb:&t handle the Carolinas power transactions in Charlotte (NC)."' 

DEK's affiliated whole ale power rnatkctcrs, as reported in the lastaudit operate separate fiom d1e 

regul~ted business. fn many cases, they ate Located in other regulated jurisdictions and have purchase 

power agreements with power distributors in that geographic area. 111ese entities· were presented In the 

last management audit and little has changed since the last audit with the e..xcepcion of the sales of 

ccrwn generation ast>ets to D yocgy-.1' 

111ere is also no space occupied by DEK and non-regulated affiliated wholesale power marketers as 

defined There arc systems that are shared between DEK and the nonregulated affiliated wholesale 

power tnatketers, but tlwre are controls in pbce to prevent information sharing. These two 

organizations operate independently. According to Duke Energy management, there wctc no situations 

during 2015 where DEK shared office space, computers, or any otl1cr assets wirh other Duke E nergy 

ilffiliares. Schumaker & Company con fumed thl!se statements by physical obsen:ations uu1'ing our 
interviews.~ 

Competitive or Sensitive Infonnation 

When. asked to pro,~idc any formal policies or procedures documenrarion regarding access by DEK and 

any affiliate to compctithlc.: ot ~cnsitivc infottnation, a copy of Duke Energy's /~f!iliatc Re.rtridi'ons-
1 J!.fimJ/alioll DiJrloitlft Prot'~dm-e.r w:ts provided, as shown in P.xbibil/11-1}. lts purpose Is tO provjde a 
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process for handling the clisclosure of regulated market information to market regulated power sales 
affiliates." 

Exhibit lll-13 
Affiliate Restrictions- Information Disclosuie Procedure 

a.s of Octobe[ 2015 
I~ DUKE 

ENERGY. 
Regulatory Compliance 
FERC Operations Manual 

Affiliate Restrictions -Information Disclosure Procedure 

Purpose: Document the process for hand lin& the disc:losure of regulated market infonnation 
10 lllllfkcl reaul:ued poW\.-r sales llffillaleS. 

FERC Prorn111 Cllapttr:. 

Chapcer 4- Affiliate Restrictmns &. Standards ofCondliCI 

Five years 
Procdan: 

• LqaJ shall be nocifled if regula1ed market 111fonnation is shared with po"~r sales 
affili:ue employees, or 1f there arc deviations from sepanuion of functions, 
including during emergency situ:~uons 

• Legal will detnmlllC whether to make a posting of such iofonnation on its web 
site or 11 filmg with the CommiSSion, usmg procedures similar 10 those used for 
Standards of Conduct disclosurtS (see ~ouke Entrgy FERC Page~~ 

• Legnl or Federal Regulatory Compliance will meet Wlth the business unit 
involved 10 the inappropriate disclosure 10 discuss and offer recommendations to 
mirig;ll.e future occurrences. This information (which may include compliance 
measures) will be 11'131ntaincd by Federal RegulaJOI)' Compliance. 

Periodif Review or Procedures: 
Automatic n:minders are foi\Wfded annually through OpenPages (compliance 
tool). 

• Legal 
• Federal Regulatory Compliance 

Revision History 

Revision No. o.crilltlon o ... Revt.d BY 
OriQinal 10+13 bsr 
Update Refreshed lilies 11--3-14 bsr 
Ulldate Reviewed - No Chanae 1(}.6.15 bsr 

Suun:c: lnfunn:uiun Rcspun~c 25 

Training materials used by Duke Energy's or DEK's employees on sharing of competitive o r sensitive 
information and/ or sharing of office space, computers, or any other assets includes the following 
information :J< 

.JI 
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t Midwest (Kentucky, Indiana, and Ohio) state regulatQry requirements for non-regulated 

products and services, including but not limited to; 

- The affiliate musr be fully separated. 

The affiliate must have separnte accounting treatment 

- The affiliate must not be given an unfalr competitive advantage or be e.xtcnded any undue 

preference by the utility (meeting guidelines, proprietary customer infonnacion/ cusromet 
consent, customer lcads/ tefe.rrals, app.toptiate/innppropriate responses, etc.) 

- A code of conduct should be established that satisfies the commission rules. 

• DEKexpectations for customer care gwdelines 

• Non· regulared products and services comparison of Floddn1 Indiana, Kenruck}·~ Ohio, and 
Caroltnas. 

Transfer Confidentiality Agreements 

The Regulatory Compliance group manages and facilitates rhc tlmployec transfer process &om DEK to 
an af.filiate.11 Duke Energy's current process foe informing employees of the -regulatory conditions 1s ro 

deploy annual train.i.og rhat.e.xplains entity scp~ration, information sharing, joint marketing, regulated 
:md non-regulated activities, and the regulatory conclitions regarding each of thest; t\!Spcctivcly. There 

are materials in trainings that coyer rules regar~g the transfer of employees; therefor~. Duke Energy 
does nor cuttencly use a p.rocess for employees to sign confidentiality ngreemcnts when transferring 
ttom the utility to an affiliate."' 

Identified inclividu:tls (and their managers) who transfer from the utility to an affiliate arc required to 
complete and confirm that the] have reviewed system accesst physical access, and email distcibutiort 
lists. Also, automated emails are fotwarded to impacted maongers with required actions items." 
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B. Findings & Conclusions 

Mfiliate Agreements 

Finding lll-1 Only duce affiliate agreements were changed in 201c; or the beginning of 
2016. 

Exhibit IU-14 summarizes exiscing affiliate agreements impacting DEK, inclucling:51 

+ Service Company Utility Service Agreement 

+ Amended and Restated Operating Company I Non-utility Comparues Service Agreement 

• Asymmetrically Priced Duke Energy Keorucky, Inc. I Nonutility Companies Senrice .\greemeot 

• Operating Companies Service Agreement 

+ Amended an~ Restated tvliami Fort 6 Operacion Agreement 

+ Gas and Propane Services Agreement with Respect to WoodsdaJe Generating Station 

+ Utility-Money Pool Agreement 

• First Amendment to Second Amended and Restated Purchase and Sale Agreement with 
Clnergy Receivables (updated December 18, 2015) 

+ Agreement for Filing Consolidated Tncome Ta.'C Returns and for Allocation of Consolidated 
Income Tax Liabilities and Benefits 

+ Inter Company Asset Transfer Agreement 

+ Utilit)·-Non-utility Asset Transfer Agreement 

All of these agreements were established prior to 2015. Of these, only three (Service Company Utility 
Service Agreement, Amended and Restated Miami Fort 6 Operations Agreement, First Amendment to 
Second Amended and Restated Purchase & Sale Agreement with Cinergy Receivables) were changed in 
2015 or the beginning o£2016."' 
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Agreement 

Service Comp1111y 
Urility AEP'eemen r 

:\mended and 
Restated 
Oper:~ting 
Company/ Non-
Utility Companies 
Service 
Agrt:emcnt• 

Asymrnerric:tlly 
l'riced 
DEK/ Non-Utility 
Companies 
Services 
Agreement~ 

Operating 
Companies 
Scrvicc t\greemcnt 

Exhibit Ill-14 
Existing Affiliate Agreements (Page 1 of 4) 

as of December: 31, 2015 

Mergei-Relate~Scmee~eemenu 

Agreement Description 

DEBS :tnu vllrious utilitic:;~, including DEC, DEU, Om, DP.K, DEP, DEF, 
involving Dlm!-1 fun~:tiuns: information sy~tcms; mf:rti'S: rran~pomtion;, 
sr.m-ni maintcn:tncc~ m:~rkcting/aJ:>romcr rdarfon~; T&D 
CO).,.;ne~.'Ting/construction; power c:nginecnng/ construction; human 
rL-suurco;: supply ch:~in ; facil ities; :u:cuunring; power ami gJs phtnnins ami 
Opcr!itJOns; public affai~;lq,ral; rntc design nntl an:Uysis, firuncc; rights uf 
w:~y; internal :tuditinJr. ..:nvironmL'Ilral, hc:dth, nnd $llfcty; fu!:ls; investor 
relations; planning; executive; anJ nuck'llr uc:vclupmc.nt 

DI~K/v:uinus Duko Nun-Utility compamcs involving services (incluJ inR 
103ns of employees), such as: 

• DEK 111 Non-Utility: ro~necrinjt/ con~ruction; OJXTlltion/ m:Unt~..·mncc : 
instnllation services; cquipmcm tc~tmj{; ~cncmtioa rcchmclll ~upport: 
cnvironmcnral, hL'Illth/ safety; aml procurement service~<: plus usc u( 
a~set:<, equipment, and facilities. 

• No!I·UtiliiJ to DEK: information n:chnot.>J;y ~~..-rviccs; m•mitvrin~ 
su rv1..-ying1 inspcctinJt, conl'tructinK, locating, :md matkinj! uf nvt'rhl".ld 
~nd underground utility fucilitic:~; meter ({".!din~ m:ucrials 
m:1nagemc.nt; Yl')(etation IJUfY.Igcmcnr; and llY.IrkctinJt/'customcr 
rclnrions. 

DEK/v;~oous Duko Non-Utility comp:unc:1 mvohinJ.I SC't'VICCS (including 
lu:1M uf L'mpluyccs), such a•-: 

• DEK lu N611-UtiGty: ~'llWnL'Crinwc<JnslnlctiiJT1; vpcr.ttiun/m:Untcn:mcl·; 
inst!IUation scr\'ic.c~; cquipmt-nr tcs t in~r. ~cm:ruti'on n:chn£011 $upporr, 
cm-ironmcnral. hL".IIth/s:lfcrr. ami pmcurtmttll scrvic~; plus usc uf 
3SSCIS, l'qUipmcnt, llntl faciliric~. 

• NOll-Utility to DEK: inf(!trnation tt cl1nolugy ~L-rvicc~; monitorin)"!, 
survcyin_g1 inspcctin~ construcnn~ luc'.lllng. :~nd m:trkinJ:t nf nverhL".IJ 
:md umlcrground utility F.!d&tics: meter rtndiog m!ltcri:ds 
manngcmenr. vc,~tct:~tion manaJ!L'ITIL'nt; and m:~rkcring/custmncr 
relations. 

DEC, DHO, 1)1~ 1 . DEK, DgP, J.)IW, invoh•ing services (lncludinj.ll • •~ns uf 
t'1llployecs), >'Uch !!..' cn#nceting/ cuMtruction: <•pcratiun/ m:U•Itcnancl!; 
m~uUaaun !fl-"f'Vicl'S; cqnipmC!nt to.'ling; J.ll'llcruuon rcchnic:il ~upport; 
cnvimnmcnt:d, health, :md s:~fcry; :1nd procurement services: plu~ usc of 
a.:;sct~. t'tjUipmcnt, and fucilitk'i'. It spccificnlly l.'xcludc-s ;~ffililtc 
ttan~nctions itl\'r)lving ~all'S Clr Other tr!lns fc;r~ vf :ISSCts.gmxiK. cncrro· 
commudicic~ (elcctriciiy, noturul gas, etJJI1 nnJ other combustible fucb), tor 
thermal energy proJucn>. 

SourC{•: lnformanun RcspuMcs 2 and 68 

Final Rrport 

E ffective Compensation 

Janun.ry I. 2016 c;ost cxc!:pr 
sup.:r.«..odes :lllU uthc:N<isc- rc4uiR'tl 

rcplacts the Scconu by IRS 482 
\m~-nded ooJ 

ResllltL'tl Uufity 
SCTVicc: ;\grcc:mcnt 

dated 
December I, 20 I I, 

J Julf2, ::!012 
(third :unL-ndmcnt) 

indudl'tl ll) p:~st 
audit still in 

prof,tress. 

St'Prcmbc.r 1, 2008 <:mr except 
(amcndcJ unu uthcrwisc rcquirc:d 

tel Ia tl-d} by IRS 482 

C >cu1bcr l, 2009 FERC pricin~ 
mcch:lllism 

r, rt:ltc.r of COH ur 
marker for SL-rviccs 
provided b)' Df;K 

to on-Utility 
Companies 

I.I..'SScr of co5t or 
market fur sc:rvic1..-s 
prtJ\~dcd by Ncm-
Utility Companies 

ru DEK 

lui)' 2. 20 12 C:~tst l>ascd only; 
(fourth with DEC and 

:lrTll'fldmcnt) J)J~fl l'XCL'Ptions 

• The pncing Ill the .\mc:ndc..J anJ Rl1iUtc..J Operating Comp:my/ Nun-UIIhty . \!;,'tl'miCOt 1\':UOin crr~-ct poor Ill FERC OrJcT 7117, llluch ll'JUtrN .lOf l>CI'\'!CC (}C 

.tliSrt tr:uosfer uwulnng-1 fr:mchi.~ed unli t)' :.nJ B noo-uuli1y ~ffiliat~ 111 be pnn-d u-smg ~pnmclric:ll pncin11- .\~ OrtlcT Nu, 707 allu11'l< :my pn-·t'lu.sting pnon~ 
buw~ n frllllchi.~c'\1 uuLtit-s ~nJ nun-utility 2ilili:ttL'lliO n'11't110 on cffccl onJ !Jc grJm.lfathtT<J. rhu.•, lhc ,\m<.Tl<k..J .\grn:m1:rn ts c•msu.l~n..J ~ gr:tmlflrhcr<...J 
~h'l'l"'m~11l. " ic \.s)mmctnCIUy Pne<.-d DEK/1\'un-UnLty Compan•cs Scn•tct: \wec::m..'llr WIU rntc .. ~ l mw orier Onl<'T Nu. 7(17 Wtnl 10111 d'ft~ 
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Agreement 

. \mended and 

.Res tated 1\liamj 

Port uOpc:.rations 
Agreement 

Gas & Prop:me 
Sel'\ices 
Agreement wuh 
Respect to 
Woodsdale 
Generating 
Station 

. 

Exhibit HI-14 
Existing Affiliate AgTeements (Page 2 of 4) 

as of December 310 2015 

Generation Acquisition Scfvice ~eelnents 

Agteement Description 

Pcnnits Duke Hncrgy Miami Furt, Ll .r;; ((l i)(X:nlfc the Mil\mi Fort 6 
~cncraring srati<)n, including procurement uf fuel, un behalf of DEK. 

l'crouts OEO ro provttlc: cc:.rtUn npcrotions :mtl m:llntcnancc support 
tr) DEK reb ted ro the n:uural ~:1 :and pwp:mc facilities ar rhc 
Woodsd:ale- .,.-nl't:lting ~l:ltion. 

Sl)urcc: lnformJOQn Response 2 

Effective Compensation 

M:trch 3 1,2015 All rcimbur.;ablc 

Miami Fort 6 h~t~ costs, o~raring 

!Wen rcliicd ~nt.l ii c:nsn;, :rnd fee• 

our of the 
n:guiJtory 

$trucntrc un 
June 1, 2015 

January 24, 2009 Dcscribet.l in other 
(fir.<t Jmcmlmcnt) .Jgrttmcnr above. 

"' Reimbursable costs included: costs incur.red in .response ro an emergency; a teasonably :illocable portion of the cost of the 
insurance maintained by the Open tor in accordance with Section 9.1 of rhe agteemenr; costs of rhird party advisors, 
consultants, attorneys, accountants :and contractors rel:uned and managed Ly the Operator in support of, and reasonable 
allocable to, •he services; and any othu cost designated by the parties as a rctmbursable cost pursuant to the terms of the 
:1g:reement. Tn no evenr shall Operator add anr mark-up to the reimbursable costs. 

' 
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Agreement 

Intcrcompaily 
Asse t Trnnsfet 
. \greement 

Utility-Non-
Utility Asset 
Tf3nsfcr 
.-\grecmcnt 

Exhibit Ill-14 
Existing Affiliate Agreements (Page 3 of 4) 

as of December 31, 2015 

9ther AJTiliate Agree.menu 

Agreement Description Effective 

D~C, DF.I , D~K. DEO, PEC, und l'rngrc~~ Energy 
Aurid~ t~:<:;ct tr:lnsfers, in ~A• hich "asscrs" m~-ans p:~rts 

July2, 2012 

invt'fltory. e~pit:U spmrcs, t-qu•pment :10d or her b>O<>ds 
except for commodities, such tJS the fullowin~ cool; 
n:uunl ~Ps; fuel oil useJ for electric power ~ncrltion; 
cma>sion nlloWOJ.nccs; clenric powc.-r, and cnvamnmcnr:U 
cnntml rc-:1p,cnt~ 

DGK/Nuo·lltility :ls~ct rr.ansfcrs, in which ":~sseh;" JnnU•II)' I. 
rnl'lln~ (Y.Irts invl'Titory. capit:U spucs. cquipmmt :md ::!009 
or her broods cxcepr for commrxliOcs, ~uch :a~ the 
followmg; co:1l; narur:U g,:as; fuel oil u~cd fc)r electric 
J"I(IWcr generation; ('fTlission :~llowance$; electric power; 
Jnd L'twirnnmcnr:U cnn1rnl rt~nrs. 

Source: Infnnn:~llon Rcspon:;c 2 

Fino/ Rtporl 

Compensation 

Except In the extent otherwise ~-quircd 
by S«tion 482 uf the lntcm:U RcVI.'nuc 
C:ode or an:Uugous stale l:llt l:iw, 
Recipient ( >pcroong Comp:my slt:Ul 
compt'tlSOJ.tc Tmnsfcror Orcmring 
Company for any G$.~crs tr:1 nsf erre-d :~t 
cmr; provided hnwcvcr that any transfer~ 
11f electric gcncrntiun-rd:uc-d :1s~ct.'< 
bctwt'efl DHO, em the unc hand, and 
OBI or Dl ~K on the orhe:r hand, will be 
priced in :~cconhncc with Fr.RCaflili3tc 
transaction pricing rcquirt"tlll'll t~. • 

Except to the extent othcrv.~se rLijuirL-d 
by Section 482 of the I nrcrnal Revenue 
Code nr ~n:liO)IOUS 5l:ltc tl.~ law. :.1 

Rcdpit'Ot p~· undt'l' th1s Agteemcnt 
$haU compcn.-:~tc the l'nnsfcrnr for any 
ru;scrs rronsfem:d in acconbncc with the 
PERC afflli:~tc transaction pricin~ 
rcyuircmcms. t\ccCJrJinJ.;Iy, assctl! 
tr.ansfcrTcd from DL::K run Non-Utility 
Comp:10y sh:UI be prict-d ftt the gtL':1tcr of 
cost or rnarkot, llnd n.-~cl!! transfcrrl-d 
fmm a :--Joq-Utiliry Compmy to OI!.K 
~hall be priced :It no more th:~n market. 
,\ltcmati"~,:ly, to the extent that :111 as;;ct 
m.'ly be rrnnsfcrrcu under thi.• .\grctmcnr, 
the Transferor and Recipient rn:~y agree 
that the a,<set rr.ansfcrrl-d to the Recipient 
be rt"Plan-d in kind. 

~ ,\ccnrdingly, gctiCI'llllln-rd~t .. -d :t.<~cts tt:trufcm:ll from DEJ ur l)EK t•) OE~J sh311 be pnccd ut the l,'l'L':Ilc:r of cust nr m~rkct. :mo.J ~:cm·rntu:m-tcl~ll'tliiS.<CI$ 
lrJn.fcrrcd from DEC> I•• DEl cor l)EK ~h~ll be priced ur nn mol\! th~n m:ltiM. ,\ltcmau.-cly, to the L"XIcnl lh~t ~111\SSctnuy be tt.ln$fl·rrro.J Un<.1:r 1hj~ 
.\gr<.ot·mc111, the Tcmsferor Jno.l Rccipic'1lt m:>y ~~'ri!C th:!t the 11.'-<!.1 lr:msfcm-J IU tht' rccipicnJ be.· rcrbchl in kind. 

~ Schumaker a Company 5/8/2017 
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Fi11ul Rrport 

Agreement Title 

Urilll')· Money 
Pool Agreement 

First :\meodmeor 
to Second 
Amended and 
Rcst:ltcd Purchase 
& Sale Agreem ent 
,,;,h Cinerg}· 
Rccdv:tblcs 

.\greement for 
Filing 
Consolidated 
Income Ta.'l 
Returns aod foe 
Allocation of 
Consolidated 
lnCOQ'IC 'TliK 

Liability and 
Benefits 

Exhibit III-14 
Existing Affiliate Agreements (Page 4 of 4) 

as of December 31, 2015 

Agreement Description Effective 

1\ mon~:y pool arrnnJ,.rt:ITlt'fll tn mnnngc cn~h and working July 3, 20 12 
Cllpital rcquirt'mcnt'V in which those compnni~s with 
surplus short-term fundi provide ~hort-rcrm lnlns ro 
nOilJatCl! (othcc thnn Duke Encrj!y, I'W),'fl'l'S Energy, :tnd 
Cinc:rgy) .f!?rtici(!!ldng undt-r rh i~ armng_~:mcnr . 

..\llnws the opcr:ning cump:wi..:s (Dt~l. DEl l, and DHK) D..:ccmbcr 18, 
rn scU tbdr rct.til :~cceiunu rcceh•.•blc:s tO this :Ufiliarc. 2015 

(first 
:unt'fldmcnt to 
Ntwc:mbcr 5, 

1010 
::.grt'<.'I'!IC:Ot 

Tax li:lbility is alloc:~tcd to Duke I ~ncr!!)' sobstdiarics un tht: July 2, 2012 
ba<is-of the pctccnt:lj:,rt: uf rhe roral r.u which the I !IX of (second 
such nn L'fltity, if cumpurcc.l on:~ scpamtc n:rum. wnuld 
lic:lr ro the mr~l 'tlmnul1t uf the I:JJH:S for ~ ll t'fltiucs. 

ltffiL'fldtnL'flt) 

47 

Compensation. 

Dt:pcnds nn whether inrcm11l 
nnJ /or clttcrnnl funJ used. 

l;nir market v:~.lut· uf rt-ccivable on 
initial fonJing d3tc 

Source: lnform:won J{cspon~e 2 

Mfiliate Training 

Finding Jll-2 Sign.ificant improvements have been made regarcling Duke Energy's 
~'£filiate training sessions and communications with its employees 
regarding these sessions. 

OC\~ training strategy has been developed at Duke Energy. Generally the various training sessions are 
by topic, not by jurisdiction as previously done; however, topics are keyed if different requirements in 
states occur. For example, .relative to Kentucky, the content o f training differs due to slightly different 

.\ffiliate Rules in Kentucky, although they arc very similar to Ohio rules. One difference is that DEK i& 
required to specifically report asset ttnnsfers Sl million or more to the KcntucJ...-y Public Sccvice 
Commission (KPSC), but no differences regarding service charges involving Kentuck-y apply."' 

For regulatory training deployed by the Ethics & Compliance Departtncnt, Duke Energy has revised its 
standard deploytnent period from 60 days to 90 days and made significant changes to the reminder and 
past due escalation schedules.'"' 

f/8/2011 Schumake.- a Company \) 



finul &port 

Employees receive a total of fu-e (.5) reminders prior to the due date, including the initial notice. Duke 

Energy has also increased the escalation and automated system reminders (from ~i!JTrainiug) , which are 

nlso sent to immediate managers earliet in the process, prior to the due date. Previously Duke Energy 

began escalation two (2) weeks. after the due date \Vith management and escalated weeklr thereafter, 

until .ir notified senior management • .u Below is the current deployment reminder and escabtion pxocess 

now being t,tsed, whicb W(lS started in ]\lne 2016: •• 

+ DAY 1 -i~!JT"raining >initial notice to ind.ivic.lual 

+. DAY 45 -!t-lJTmiltiltg >reminder to individual 

+ DAY 60- A1flimnb~,g > reminder to individual and copy to manager 

+ .DAY 70 - Manual reminder and incomplete report to management 

+ DAY SO - /1./yTraimiJg > reminder tO uidividual, copying manager, and manUal > mcomplete 

teporr to management 
+ DAY 89 - JtrfyT raining> reminder to individual 

+ DAY 91 -lv!.yTrailliiJg > o,rerdue to individual, copy to manager, and manual> incomplete 

report: to senior tnaoagcmcnt 
t DAY 98 (aod weeklr thereafter) - AlyTraini11g > OYerdue to itldividua), copy to manager, and 

manual > incomplete report senior management until I 00% complere 

In the pastr, Duke Energy only knew if employee:; passed a training<:9ursc, but now it knows which 

areas employees are struggling with. As test questions are incorpomred into the training sessions, the 

Compliance group can tC\; ew how manr employees missed specific questions and see how long 

employees ha\:e been with the company, thereby allowing the ~oup to decide what to do in response."' 

To identify the employees required to participate in training, Duke Energy identifies a deployment list, 

which is .reviewed annually. It will also be updated throughout the. >'ear, if necessary. 'Those identified 

are not just Service Company employees but anyone within the Duke E nergy o rganization whose 

function is likely to be impacted by Affiliate Rules requirements."-' 

.\ll o f rhe following training courses were deployed na the Lmming Alanage111ml Sj•sltlll: .. 

+ Str11t Re,glllatory- Co!Jp!ial/,.( Standards Otlt!micll' Tminiug- The State Regulatory Compllimce 

Standards Ovendew Training (EC3 1115) is meant to serve -as annual''awareness, training for 

t:1rgered employees in all six regulated jurisdictions. The training course provides a high-levd 

overview o f the stare regulatory cequiremc.nts and rules affecting Duke Energy, its employees, 

and their interactions with affiliates/ oonpublic. utility operations as it relates to relation ships, 

actiV'ities and transactions with the regulated utility basin~:;. 11'le topics co~ercd include 

corporate separation, customer infottmttioo, markc::ting n on-regulated products and services, 

asset transfers, affi.lia.te transaction restrictions, and rime reporting. Recipients will be those 

employees State ReguJa rory Compliance has determined as being:"' 

- Only those employees who need general awareness on ·affi.liate rules. and 

- Those employees who will not be receiving n more specific targeted training. 

~ Schumaker a Company Y/8!2017 



• Slalt Reg11lalory for B11.sinm CttJ!Omm · Mithlldrt- "I be State Regulatory for Business Customers 

tvi.idwest Training (EC30215) covers the tulcs and regulations for non-regulatory products in 

Ohio, Ken,tucky
1 

nod lnclia:n:1. This training stresses the importance of following Duke 

Energy's compliance standards specific to the jurisdiction. It included scenarios, questions. and 
facts around the mles and verbiage of the Midwest compliance standards for separation. It also 

provideq specific points of contacts :1nd referenced additional traioing materials oo the State. 

Regulatory Portal page. 11us training was deployed to latge account manage1s and employees 

who- deal witlrooo-regulato.t) products and services within th~ Mfthvesr jurisdiction. Recipients 

will be those employees Stare Rtgulatory Compliance has determined as being:'~ 

Responsible for developing, marketing, selling, or managing non-regulatory ptoducts and 

sen-ices, oli 

Sl!~e as a dedicated customer account represe.nt:ttive who interfaces directly \tnth customers 

who tna)" have interest in non-regulatory products and services 

• Stale Regulatory-Smi~J a11d Goods- The Srate Regulatory - Services and Goods Training. 

(EC31215) explains the state regulatory affiliate transaction restrictions across all six regulated 

jurisdictions. Specifically, it provides information related to service agreements, ePoons, 

affiliate transactions, the Cost Allocation Manual, tim~ reporting; core utility functions, dii:ect 

chaLging, and asset management. Recipients Me d1osc employees Stare Regulatot)· Compliance 
has dccenni.ncd as being:•" 

- Those employees who work dlrectly with affiliate (~e.rvice or asset transfer) transactions, ot 

- Those employees who manage employees who review ox perform affiliate (service or asset 

transfer) transactions 

t Stale Rlgttlatory - C!t1lomcr lt!fommlion (NoJt Cn/1 Ct~~ltr}- The State Regulatory Compliance 

Customer fnfonnation Training (EC31415) is meant tO provide guidance on the use of 

customer information and how to appropriately handle requests for: customer informl\tion in 

accordance ,vith the regulatory requirements across the six .cegulateJ jucisdic;t.iuns. Ret:ipients 

are d1osc employees State Regulatory Compliance has determined as being:ltl 

- "!bose ertlployees who have access to customer information, and 

- Those employees who manage employees tbar h ;1'tfc access to cu$tomer information. 

• Stntt &g11/alory - CltJtomer b!formalion (Cull Cmltr} - The State RcguL'ltory Compliance Customer 

Information 'fta~(EC314-15C) is. me-ant to provide guidance on the usc of customer 

information and how to appropriately handle requests for customer information in accordance 
wi th the. rcgulato.r:y requirements across the si." regulated jurisdictions. Recipients are those 
employees State Rc;gulatory Compli:lncc has determined as being:'~ 

~ Those employees whp have access to customer information, and 

- Those employees who manage employees that have access to cusromcr information. 

This specific training was deployed tO the above employees that wotk in the call centers. 

5/8'/2017 Schumaker & Co....,an)' ~ 
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[n 2015, as shown in Exhibil 111-15, are statistics regarding these five training types."l 

Training 'f ype 

Compliance Srandards O verview Training 
(EG31ll5) 

State Regulattny for Business Customers-
~lidwest (I;.C30215) 

Stare Regulatory-s'emces and Goods 
(EC31215) 

Stare Regulator.y-t!,ISromer Information 
(Non Call Center) (EC31415) 

State Reguln(or.y- Customer Information 
(Call Cenrer) (EC314l5C) 

Source: lnfi.Jrmnrion Rt.">-ponsc 19 

Exhibit III-15 
Duke Energy Training Sessions 

2015 

Original 
Date # # 

Deployed Deployed Removed 

11/ 0+/2015 894 18 

6/16/ 2015 R3 0 

11/ 1?/2015 1,532 98 

ll/09/ 2015 761 49 

11 / 09/21}15 1,520 247 

# 
Completed 

876 

83 

1,434 

7 12 

1.273 

# 
Dates Completed 

Completed > 90 Days 

10/26/ 2015- 1 
2/09/ 2016 

G/ 17/ 2015-
9/01/ 2015 

11 / 17/ 2015- 7 
03/02/2016 

11 / 10/2015-
02/09/2016 

11 / 10/2015- 27 
02/ 26/2016 

#Completed includl>s -ill cmpl!lrcc~ thur complt•tcu the tnining, even if rhcr were nr1r in I he oriJ,oin:al ucploymcnr ..t:nc shnwn :tbovc. 

Some employees were deployed beyond the original date deployl!d, as they \Vere not in the specific 
position at the time of the original deployment, so that's one of the reasons why some dares completed 

look like they were more than 90 days beyond the original date deployed. Therefore, the number of 
employees found to actually be more than 90 days is shown above in E.:'<hibil Ifl-15 in the last column. 

ror exampl~ one (1) EC31115 cmploree was only seven days late, seven (J) EC31215) employees were 
up to 16 days late. and 27 EC31415C employees were only two clays late. The number of days !are is 
imignificant and completion subsequently occur1;ccl. 

The focus of training is threefold, as follows:" 
J 

+ A discussion of why guidance regarding affiliate relationships is important, including risks if not 
followed. 

+ A direct description of what that means. 

+ A reminder that, if employees have questions, who they should contact for further guidance. 

Additionally, Duke Energy has an ethics Line rbat allows employees ro call in, anonymously if they like, any 
concerns that tbey have, although the company has also added a stat'e reguhrory mailbox 

(statcrcgcomplianceG, duke-encrgy.com), which is focused o n compliance issues. Duke Energy encourages 
employees to use the mailbox for any questions or concerns that employees h:we with regarding to compliance 

issues, but they can ust:: either the ethics line or the mailbox. Advertisements for the. ethics line and mailbox 
include posters in buildings and mention in code o f business and affiliate training sessions.11 

i/8/2017 



Final Rrport 

Benchmarking 

Finding UI-3 Ouk Energy recently performed va.rlous m~.rket assessment studies as a 
means to compare: costs to market values for services pe.rformed 

j/ 

Duke Energy targets its payroll rates to be median figures. If adjustments arc made, individual 
employee's pay is not changed, but salary ranges are adjusted." Therefore, annually Duke Energy 
performs-}lssessments of-core-processes trrreviewinre:mM-JJaymlhnres versus e..'Cremal market rates, in 
which approximately 1 h are completed each year .... E.:o;;bibit ill-i6 provides a listing of the latest 
benchmarking reports of DEBS' practice areas (both corporate/ governance and transactional areas) 
involving cost and service competitiveness of these areas.'7 In 2015, for e..'(ample, management positions 
only were included. As a result, vety limited adjustments were made in 2015. In 2016 e.'Cempt ' 

ptofessional positions were included, with non-exempt positions to be included in 2017.1
• The rate 

figures ba,-e been generally flat for several years, although changes are emerging in renewables (2015) 
and cybersecurity (2016) .... 

5/8/ZOIT 
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Exhibit lll-16 
Latest DEBS Benchmarking Studies 

Source: Information Response 16 
Schumlkcr & ColllJY.In)• n:vicwcd u sumpling uf srudics in lnfiJrmarion RL'l'pon;:c 63 

The DEBS State Regulatory Compliance team has also developed a market study methodology for 
annually assessing cost versus market for shared services based off the North Carolina Utilities 
Commission 0-JCUC) Regulatory Condition 5.2, as referenced in Duke Energy's procedure (2016 
guidelines effective May 1, 2016):•• 

~ Schumaker a Company 5/8/2017 



DEC and DEP shaU ~ek out <lnd buy :ill goods and sc:.rviccs from the lowest cosr qualified providet of 
comparnble goods :md services, and shall have the burden of proving that any and all goods and services 
procured from rheU: Utility Affiliates, Non-Utility Affiliates, and Nonpublic Utility Operations hav{· been 
proeuted 

1
on tcntu; and contlitionS'comp:u:able 10 the most f:womblc terms and conditions (eason:ably 

a1'llilablt! in the relevant marker, which sh~ll include a showing that comparable goods ot sen.ices could 
pot rnwe been procured :a t ll lower price from qualified. non.-'.ffiliate sources or rhat nt:irhet D EC nor 
DJ!P could have provided the ~en·ices or goods felt lt~elf on the S~IT\e b:ISis :u n lower cost. To rhis end, 
rto bs than every four ye-Jrs DEC Md DBP shall pcrfotm compn!hcnsi\re, non-solicitation based 
11sses~enrs at n functionallc:vcl of the Jlllltket_compctitivencss of..the_cosrs..far.goocis_wcise.I:Vic:eubey.
receivt from n Utili!}· Affiliate., DEBS, PESC, another Non-Utility Affiliate, nnd a Non public Utility 
Opcr:uion, indud.ing periodic resting Of$ervtces hemg ptovidcd inlctn:tU}• or obt:Lined. individlk:lll)• 
through out!ilde providers. To the extent the Commission approves the procuremt:nt or provision of 
~oods and setvices between and amon_g DEC. D EP, and tht: Utility Affili:ttcs, those ){Oods and SL'1"\'lccs 
mar be provided .at the suppliers Fully Distc:~butcd Cost. 

To the extent they :ue allowed to proVtdl! such goods and semces, DEC and DEP shall have the burden 
of proving th:lt :tll goods ~nd ~ervices pro'<;detlby either of them to Duke Energy~ a Non-Utility 1\ ffiliatc, 
;lny o t1ter Affillate, or a Non public Utility Operation have beef' prr>vided op rhe t~s and co11ditions 
comparable to the mosr favorable teuns and conctitioos renson11hl~ ~vailllblc tn the mat:ket, wiUch shall 
include a showins that such goods or sen.ices have been prOVIded :l.t the higher of cost or m:uket price. 
To tlus end, no less than evecy four years DEC und DEP shall pe:tform comprehcoswe, non-soLicitation 
hased Msessmcnts at a funcrionalle.vel of the marker competitiveness of the costs for goods and s~rvices 
proy.'lded br either of them to a Orility .\ffiliarc. DEBS. aooth~ Non-Utility Affili:uc, any other .·lffili:ue, 
and a Nonpublic Utility Oper:ltion. 

the genodrc nssessments required by subt#,·isions (n) 11nd (b) of fhls subsection mny take into 
cons:idernuon qu;ilitati\•e :ts well as quaotirarivl! factors-. 'l'tl rhe extent that comparable goods or ser:viccs 
prO\ided to DEC or DEP 01: by DEC or DEP ru:e not commcwall.y a\•nilllblc, this Regula torr Condition 
shall not apply-. 

The ptocess assesses all service. functions fot all regulated utiliti~s~ including DEK. Duke E nergy 
expects ro execute the process at le!lst eve.ty four years and is scheduled to be completed by 

53 

December 31~ 2016. Tl:Us process, plired with Human Resources (HR) Compensation's benchmarking 
process, will be used by Duke Energy to assess cost versus marker for the. respective services functions .'' 

The market s tudy methodology includes;e 

• [nsource versus outsource feasibility matri-.: for service company functions, as shown in 
Exhibit TT!-17, based on 1:\Vo r~tings to compliance for service company functions: 

Operational impact to the regulan:d utility (from l{low risk) to 10 (high risk)) 
Relation to core competency (frum 1 (low relation to core competeng1) to lO (high relation 
to core competeccy) 

• Instruction foJ: documenting evidence of the study 



54 

Exhibit III-17 
Feasibility Matrix for Service Company Functions 

Source: lnfonnarion Rl-spomc 14 

SJ~\. Alt<i t:U 

WMI dnsl~ Nth ''" CI.C.ffc: 
<4onJort!iml 
tlf,lrJ I ~W) 

Exhibit III-18 illustrates the process workflow diagram c..xpected by Duke E nergy." 

Exhibit III-18 
Process Workflow Diagram 

---···- ··· -· ·· · ·· ~c. ··- ·· -··--·- ··-·-J 

Source: In fClnnacion R<-"l>pt>nsc 14 

~ Schumaker a Company 
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The DEBS services shown in Exbibit III-19 are to be reviewed in the matket study assessment process:' ' 

Exhibit III-19 
DEB~ Services Part of Market Study AssessmeQt Process 

as of May 2016 

.St",VIt f' Olfinnl 0f"-HI•phon or hcf'ptu.m lJ~t 

Actounlinjl Moinl .... ~otlinlndol-lllld rKOriii: Pf'CI*IIIianof lll\lndll and-
ropons lndtu llfir>CS;.._-. •-*t CDfnplilnca -rdiQd- Md ,........_ 

CJ'Nit_,ol __ SG/tfr--
E-4"11'...-,~-~and-----for- 1--
etM<onmMtiiMd healih - sofety pr..,.,.. and axnplil<n; pnMsion <If 
CDII'IIIilnce~ ~ rsttd to the~ I\I'ICIIoM: 
• tiU41Ii &. S.fety 
• Dllb fne'1Y lnlfrr>~tionll EllS 
• 01$11bi<~-ChollCCMoN..,.-
• CCP SUpport 
• Mclcoroi<IIY 
• Eft\1 $V(S MloiiWst 
• EnY Sdl!n<e 
• frN Projem lnd Procrams 
• fnt Pmnlttina lnd Compiana CAts 

&«lllitlr PYoYIIIOr!ot&tnorll,~lllld~-~and 
~ 
s.Mcu rdlt«< 10 IN! hlllooolnc lunalons; lfUIRii<lnud ~ 
Sll5lllnol>litv. cmaliN ,.............._ redenl..a.a ....... -•lfan 

Foci6tJa Opomian-"'*'-ot Gft'i(e ... $eMce bUidrcs; security lnd 
houltirffiJIM lor >Ud! bU.._,: IJ<OQiren~c'ot olblllmlturellnd ~ 

n- Ser.iUs 15SOdt~ Wllil l"'feii!Mtltt, llnandnc. CASh _......._Iiiii 
budJetlnl, tNndol ~ond .....-_.y_ 

Grid S<IAniom G=ulladon-..: plomlne.awac~t, ttdv!GiocYand~ 
.... ond-. prcfea lnd_,.,.._ orokct-

H-~t;J fmllllslvnattll!d adr)llnisll>lianof~and1IJpoMslon ot~e-
ltp{req'*erMnts; lnw•nsot~CIImptr-.ll!nofllsond 
~~IM~ftlv. pa,roll ,ond~btndia~~ 
~ rA <DnUlltt nqodations and rdllianswlth llbor .......... 

lll(ormoOolr S"pttm o-~-SUI'PC"ot~IIIGl-~-
•~;~tltid~otpenonalcDfll!IUUBIIIldrdol«<~ 
and sot\wWe OflPII<otions; (n5taiiWon Md opem1on ot """'"'"*"don svs-; and 

ond-""" of -dOn SVS1elftS. 
lntd'nlll~ RevioWfii ......... <DnftOISinil ~ ... -tiiiiii<Sftl~IOfquorded 

ond !hot lnlftSICIIOnS...., ll<UDOflv IUIIMW.ed arid~ 
lrwe>IO<~ Prtoattlian of comonuNatlons to irwtSIOISIIndlhe ,_ COftVIIUMY; 

perfonnlnce OIII'JI\Sfe ..-and sl>¥d!Oidff r«orcl ~ Mctloolii 
..-...M!rllian 0/stodl pions; r~IDIY rrs>OIIlnl-tostodl 

trgal $eMcKreoim ta lobar ani~'-· itlpilan, conuoas,mes lnd 
r~II!Ml. ~tllltteB.~ ti'llnclllr_..,.,rel{"ime 
'one~ otlletleolmln<n. 

""'"'" l'ro<urcmcnt of !1\0Uf$. 

Nu<WI'~r Prooi<lorl of ddpl, .,.,_.,., projoa .,..,.._.. MdJuns!rc torntw 
-onin(Lrits'. 

l'lofWtwJ fldilallon cit ~and _.w,.. plans Pf'CI*IIIiol1; !!IOriCorlnr of trend~; 
... -otbidAntss . 
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Separations 

Finding 111-4 There was no use of the DEK logo by any non-utility affiliate. 

The Duke Energy Logo is shown in E.:..:hibit TII-20.u In the past, most Duke Energy entities used an 
older Duke Energy logo with a geographic identifier for the utility comparues. However, now only the 
Duke Energy logo is used to identify the company, regardless of application or media. Other logos may 
not be created or used for offices, generating stations, facilities, departments or events. Only DEP 
(previously Progress Energy Carolinas) has "Progressu following the Duke Energy logo, also shown in 
Exhibit IIT-20."" 1be geographic identifiers shown in Exbibitl/l-20 are to be used only in the following 
applications:'" 

+ Regulatory filings in the franchised jurisdictions and other public. documents (press rdeases, fact 
sheets, etc.) referring to those filings 

+ Utility-specific reports presented to regularors. 

+ Limited internal uses (financial repons, customer data, etc.) 

+ Business cards and stationery for la.rge customer/regulator/legislator-facing employees in the 
respective utility organizations (this applies to all employees in the organizations reporting to 
the utility presidents) 

Any non-regulatory communications, print or electronic, should refer to Duke Energy only and use the 
Duke Energy logo; geographic identifiers should not be used. Regional operations can be described in 
terms of "doing business in the Carolinas" or '<the company's Kentuck--y operations.'~ Geographic 
identifie.r logos should never be used on bard hats, apparel, vehicles, signage or company-branded 
merchandise_~ 

Acc?rding to Duke Energy m~nngc.ment, DEK's non-regulated a~tes do not use the DEK.oame, 
brand, trademark, or logo for flOY visual or audio media." 

~ Schumaker a Conipany 5/8/2017 
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Finding 111-5 There have been no KPSC filings in 2015 relative to service agreements. 

Only three (Service Company Utility Service Agreement, Amended and Restated ivliami Fort 6 
Operations Agreemen~ Fitsr Amendment to Second Amended and Restated Purchase & Sale 
Agreement with Cinergy Receivables) were changed in 2015 or the beginning of 2016.'"' Agreements that 
changed in. 2015 were required to be submitted to the KPSC. Therefore, according to Duke Energy 
management, the agreements were most tecently approved as part of the settlement of the Duke 
Energy/Progress Energy merget: in Case No. 2011-00124. The minor modifications to the agreements 
that have occuned since then have been to remove affiliates or to pt:ovide clarification to language and 
have not resulted in a substantive change to require new KPSC approvals, so no adclitional submittals 
have been needed.~ 1 

C. Recommendations 

Mfiliate Agreements 

None. 

Affiliate Training 

None 

5/812017 Schumaker A Conapany· \) . 
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Benchmarking 

Recommendation 111-1 

Fi11al Rtp<lrt 

Provide the KPSC in early 2017 a copy of the results from the 
market study assessments performed in 2016. (Refer to 
Fincling JI1~3.) 

As new market study assessments have been performed in 2016 using the new market study 
methodology established in 2015 for assessing cost versus market for shared services included in service 
company functions, DEK should provide these results to the KPSC. 

Separations 

None. 

Filings 

None. 

~ Schumaker a Company 5/8/201 1 
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provided. This type of agreement seems e\rcn more essential in an affiliate relatioQshi_p and, as we have 

indicated, does not exist for DEK. 

Finding IV-3 Appropriate cost allocation factors are being. used. 

Four primary categories of cost allocations affect 'QEK and its affiliates, .including! 

+ Cost ;illocari.ons fro~ service cqtnpany, spe~ifically DEBS. to DEK 
--------- --·· • Cost allocations between DEK :incl DEO for common c::os.ts shatcd by both utility 

or~ arion$ 

+ Gost allocations b~tween DEK and irs sister regulated utilities and non-regulated utiliaies 

r~gardirtg various seJ:Vices and good$ 

+ Administrative and general (A&G) cost allocations between its gas and electric operations for 

both capital and expense accounts 

The allocation factors usecl at Duke Energy are illustrated in Exhibit IV -4, with thdse identified by 

function ar~ illustrated in B..•dJibitiV S. Schumaker & Company's review of factdrs used by funCtion 

indicate that appropriate allocation factors are being used. 

Finding fV-4 Appropriate levels of direct charging are generally occurring witll regard 
to PEK'"s affiliate t.tansactions. 

For 2015 as well as ~e prior two years (2013 and 2014), the percentage of direct charges shown 

pteviously in E_,·hibit ill-3 and Exhibit !JI-4 ill\JStrate that generally a large portion of charges w-ete 

directly charged, not allocated charges. 

Finding IV-5 Su.fticie~t policy and ~ssociated documentation has not been availabte in 
pas-t years reg>uding accounting for asset loans. 

Regarding asset loans. Duke Energy started (in 2012) considering putting a value on asset loans, but did 

110t value them in 2011. The thought by DEBS management was t<? use the Storage, Freight. and 

Handling cost (Account# 163) as the value of' an asset loan. Duke Energy also considered th~ use of 

the service eForm for servk.es-as management considers this more like a senri~ (rental) than an as~ct 

transfer1 especially for loans lasting less tha~ three to four months. [fit is longer than three to fout 

months, then Duke Energy was considering selling the asset and buying it back on the associated entity's 

books. In 2012 during Schumaker & Company's prior audit, DEBS did not have a formal policy 
regarding asset loans not sufficient dQcumentation describing the propcD accounting for such 
transactions.'" Although no such loans occurred in 2013 .involving asset loans from/ to DEK, other 

Duke .gnergy entities, such as DEI, di<;l have such loans. In 2014 d~ring the Schwnaker & Company 
2013 _atJdit, Duke E nergy management indicated that D EK does ridt. have a formal policy regarding asset 

loans; however, a slide discussing asset loans was incorporated into asset transfer training coutSes, bot is 

not sufficient docwneht'ltioh describing- the proper accounting for such transactions. Bowever1 Duke 

~ Schumaker a Company 5/8/2017 
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IV. Affiliate Transactions and Cost Accumulation and 
Assignment 

A. Background & Perspective 

>9 

The primary Duke Energy Corporation (Duke Ettcrgy) accounting system is Financiall\Ianagement 
lnfonnatioo System (FMIS), a PeopleSoft system with genl!ral ledger, accounts receivable, accounts 
payable, asset management, project costing (i.e., Power Plant); concract, and billing applications, plus 
feeder systems that also pass infoonation to the general ledger. l11e FtvrJS processes charges to/ from 
Duke Energy Business Service (DEBS) and Duke Enetgy Kentucky (DEK) affiliates.''' All. legacy 
Progress Energy cotnpanie,s uo longer used Oracle in 2015, which they had previously used.'" Also, both 
PE Carolinas and PE Florida used the utility allocation factor unless direct billing used, when charging 
other affiliates. 

The system has a terminology and method of operation, and each uses a code block/ chart field that 
comprises a set of elements that classify financial infot:mation. The code block/ chart field contains 
multiple elements that describe five aspects of a financial transaction as follows: ' j . 

• lP'btll - defines the timing of the work perfooned 
t llYbo- identifies who performed the work on whose bt:balf 
• llYhal- defines the natute of the work performed 
• How- defines tbe resource used to perform the work 
• IIYhm- identifies the location the work '\Vas performed or perfom1ed for 

The corporate organi2ation is broken down into thousands of responsibility centers, which roll up into 
othet higher level responsibiliry centers based on reporting responsibility. FMIS uses responsibility 
center (RC) codes to designate parties to a transaction. FMIS records an accounting entry for a direct 
charge transaction by designating an RC code that represents the work group performing the. service and 
an Operating Unit (OU) code that teprescnts the group for which the work was performed. ·n1e OU 

To code can. be specific or not; for example, it can designate a particular plant or just fossil/ hydro plants 
.in general. The business unit receiving the c;harge designates the OU code to which the amount should 
be charged. The accounting entry also includes an account, process, project number, resource type (t'.g., 
labor, materials, ourside contractor), and amounr; the FERC account number is usually embedded in the 
:~ccounting code block numbering. For allocated charges, the OU code represcnrs ao allocation poo~ 
:mch as governance or enterprise accounting, The. fM[S system processes -allocation pools at month
end, distributing the charges according to the appropriate allocation pool percentages.' .. 

5/8/2017 Schumaker a Company ~ 
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Methodologies Used 

Description of Transactions 

Setvice~ 

.AccOJ::ding to Duke Energy management,. there has essentially been no changes regarding servkes since 
Schumaker..& Company' s._p.rio.r audit report. in20J3,- nor.. any upcoming...(:hanges. e.."-cept system.. updares,

altbougb more detailed des~riptions. a.re now required than previously done."" 

1tot all c.ross affiliate servic!!S pr~vided, an eForm, which is the same form throughout Duke Energy~ is 

required. This process has been in place for approxim.arely 12 years for most Duke Energy companies, 
except legacy Progress Energy compa~es, which began using prior to 20 I 5 ... 

The Allocations & Reporting- Corpornte Ac~ounting group for Ohio, Kentucky, and Indiana is 

responsible for tnonth-end close, account reconciliation, data requeats from audits, and management 

reporting;'"' Among the duties of the Allocations & Reporting- Corponte Accounting group for aU 

Duke Ene.rgy entities is the reason:tbility for developing :tad maintaining a basis c;U\ta bin.det: used to 

allocate Setvice Company costs and tracking and reporting Service Company allocations to receiving 
departments,. as. \vell as answerirlg requests from individual departments. The basis data used for 

developing allecation factors for a calendar year is updated annually based on rhe 12 months of actual 

results ending the ptior June 30'b of each ycat, or December 3 '1'\ if FERC Form 1 & 2 items. The onl._v 

exception is for basis data involving capital expenditures (Electric T&D'Engineering &. Construction 

and .Po\ver Bngjnce.cing & Construction), which the capital budget data fot the upcoming year. June 30 

data is available and u sed to update the basis data in the July through September time frame, so duS' data 

can be used to complete the pudget for the upcoming year."'' 

As shown later in E"<biblt IV 4 1 Duke Energy uses approximately 20 factors for alloc;ating. Service 

Company costs. 'The allocation factors used do not change often because the methodologies have been 

agreed ro and included ifi the various Ser:vice Company agreements. Adding a methodology/ f~~ror 

would require modify;og the agreement documents and getting buy-in from the various states and 

regulatory bodies. A tnajor change in business operations, such as the merger witb Cinergy ot= Progress 

Energy, causes the. methodologies (and the sendee agreements) to be modified. The real test o f the 

methodologies used rests with the owners of the function. They have a vested mterest in how the 

allocations are calculated and how much is allocated to affiliates in an area. A good example of different 

charge. allocations u~ing the same factor ratio is the Human Resources function based on nun1bcr of 
etrtployees ratio in which (a) go\'etnance acti.vitics are charged to :lll entities, inclucli'ng small portion to 

the international affiliatcs)i (b) entetptlsc HR only is charged to all affiliates, except intemational ones, 

and (c) Utilities HR is charg~d only to the regulated industries."01 

DEBS is b11sically a netS entity, in which most costs arc charged to Duke Energy subsidiaries; 

exceptions include DEBS income tax which is not allocated; selected interest ch~.rges that rctnaln with 

~ Schumaker a Company. >/8/2017 



the ~ervice company entity; and return on DEBS assets area also e..xduded from DEBS charges to 

affilia te~.'ro 

Department~ employees are directed to direct charge if they can and only include their. costs in the 

:illocation pools if they- cannot direct charge. Ouke Energy's time reporting system, ll{yTit;le, which has 
been used approximately thtce years, was fully implemented 011 an enterprise basis in .Aptil2011. The 
time reporting system bas a default for employees' t1me and it is charged unless cHanged. According to 
DEBS manag~ent, employees were trained to use the new system \vbeo it was iinplemented~ so all 

employees should k!low how to chang~ their time from the default. However, legacy Prdgtess Energy 
employees· did not use J'vgTime in 2013, but their own systetrt, refen:ed to as the Corpomte Ti111e Entry 
(CTE) system:· Therefore, starting July 2, 20 12 (when merger was effective), all leg!ll Progress Energy 
employees bad to submit times beers. By the end of 2013 (employees con vetted over by group during 
2013), 11Jll~cy Duk~ Energy employees (e,r(:n exempt) also hal;! to submit timesheets; howe,rcr, iu the 
beginning o£2013, exception time reporting was still used. AU DEBS ernploy~es, including legacy 
Pt:ogtess Enl!rgy employe~s, \!Sed /trfyTimq in 2014 and 2015 .'ttl 

Timekeepers enter t:i.tne into J\t!)Tin1e from approved employee timesheets, or in some areas the 
emploree enters time into 1\tJyTitllt, and tbe data .is approved by ~he manager or delegate. "Ibe time data is. 
extracted and exported to A on Hewitt for biweekly pay processing through a series of programs, which 
loads the time data' to the1ndividual employee p·ay sheets in its HRMS system. Once the rime data frnm 

i\'(y Ti111t has been processed to the individual employee pay sheets, a series of pay calculations occur in 
the payroll system to finalize the check process. Following the pay confll'tnation process, Eiles are 
genen~.ted from the payroll system fot processing thtough the Labor Distribution System (LDS). A on 
Hewitt balances the labot files before sending the files and conttol totals to Duke Energy for labor 

distribution processing to the general led~. All exempt employees are ttqqir~d to c:nter their vacation 
taken into 1\fyTime and each QU!liness unit determines other time .reporting require,ments for their area. 

Some employees enter actual time data, while othet employees have their time data generated based on 
thei.r standard schedule and their default labqr aUocation. The time d~tta, both entered and generated, is 
e.xtracted and exported to LDS for processing to the general.ledger.v~ 

Fo.t allocated charges. one of the fc;llowing three ·methodologies is used for recording intercompany 

transactions, as identified in Duke Energy's ./lt't'Oiflllfngjor bllm'Oif!Pa'!Y 1(ansm'lio/ls Poliry documentation 
effective February 25, 2015. '"" \ccording to Duke Energy tnana,gemenr, rc .. <tsioos to siql.plify reporting 

roll-ups and settlements were also made subsequent to this audit period starting January 14, 2016. \tll< 

• Alllo-gelru"ttlittg: lntercompanr transactions required for t'ecording loans, cash sweep:;, or that 
generate rhc booking of revenue and generation of a .receivable where both affiliates are on the 
en terptisc PeopleSoft ledger tnay be recorded using the auto-generating methodology. It only 
handles US$ ttan~actions; therefore, any non US$ transactions arc e.xempt from using this 

methodology. Thi" methodology automatically generates the p11rdJcmr/ recl!iflet transaction based 
on the sdler/ sMder transaction and is available to all Duke Energy business unit:; using the 

emerprise PeopleSoft generalledge.r. 

5!8/2011 Schumalcer a Company ~ 
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+ Man11al Balancing: Although manual balancing is not the preferred methodology for recording 
inrer-business unit transactions, ,manual balancing can be used when deetned necessary. 
Examples include: intercompany trnnsactions that are requited for recording investment/ equity, 
intercompany derivatives, non-US$ transactions, or, in the case. where the transaction is with an 
affiliaEe who is not on the enterprise-wide PeopleSoft general ledger. Prior to recording inter
business unit transactions using the manual balancing methodology, both the sdler/ Jei!derand 
p~tirhaser/ reteiver inust submit a request for apprqval (including the reason for using this 
methodology-and-docam:entatiorrofthe-m:itigatirrg-contttrlritrpl~o--en~ -compfui:nce wi:dr 
policy) to the Enterprise Intercompany Process 0\vner (IPO), defined as the person who is in 
the role of IPO for aU of Duke Energy and its consolidated subsidiaries. 

+ A11lotnated CroJsbilf: All intercompany transactions that are required for recording allocations or 
expense/tevenue transfers between corporate/ business units are to be recorded using the 
aut0mated crossbill methodology. Allocations or expense/revenue transactions recorded using 
this methodplogy may be recorded to tbir~-party accounts .tathet than designated intercqmpany 
accounts as long as individuals responsibl~ for the transaction ensure the propriety of the effect 
to the consolidated financial statement line items. The PeopleSoft systetn automatically 
generates the related receivable o.r payable to intercompany accounts. 

Exhibit JV -1 illustrates a summary for :~ ffiliate service charges-

Exhibit IV-1 
Summary Pric.in.g Guide 

Setvices 
as of Qecetpbet 31, 2015, 

DEC, DEl, Miami 
Power Corp., DEP. 

Non
Grandjorher~d: 

DEF, DEO 

DEBS 

--- ~-
[!lw ..... :'!2 '••w f\-r"'l 

p__,- ~ ...... :::;-~;..~r ,~: r .-r __ .----. - - . - -
(.- 1 1--.JC... .. ~ ••.,_. II~ I'll ,.,_._,:"'-..inU..k1 

X>urcc: ln form:~tion Rt·~ponHe 42 

~ Schumaker a Company.. 
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E:v:bibit IV-2 illustrates the prior summary pricing guide for ser\rices, which was included in 
Schumaker & Company's prior audit report. Although it still applies, when new training was 
implemented by Duke Enetgy (as discussed in the Training section of Chapter Ill - AJliliatr Relt~lionships), 

the Compliance group decided to make the guide simpler for inclusio n in training.'"' 

-

Exhibit IV-2 
Summary Pricing Guide 

Services 
as of December 31, 2013 

t nw~D.C,....or~•..._'~An.~.-..-- ,.......,..,......,.. .... cu.......,..-.~----~ ... ....,......_, .... ._....,.oa __ .._..,.,_...,.ewe --t. ~~ ............ ~ ~---··•c::aw-c-..otn:a.t•......._tll6tf-wc:.-ea.~ ......... KQ!CaPI/ c::ar.c.v OM~~~N..Nflllta-.-. 
_..,..,_,.,.....,..,:.,.._liiiiM.._...__~ac........._u.c..,-_,• .. -....,..,....._ u.c.o...r.,...,.._=-..u..c.o.o.w""''~o..tN~ifr~MCaW.C .. o...e-.,_, 
u.:.a...-........ LI.C.. ....................... ...,_. w:. 

!>uurcc: Schumaker & Company pnur audit rcporr 

Asset Transfers 

According to Duke Energy management, there has been no changes regarding asset transfers since 
Schumaker & Company's prior audit report in 2013, nor aoy upcoming changes.'' ' 

The FERC accouors in which asset transfers (e.g. utility, emission allowances, materials and supplies) 
between DEK and irs affiliates are recon.lcd as follows:'·" 

+ Utili!J• Pla11l i11 Seroicr: 300 level electric plan accounts 

+ Emiuio11 Al/01vanas: 158 emission allowance im·entory account 

5/8/201 7 Schumaker a Company ~ 
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t Mfllt!.nalr (llld S11pplirts: Although transactions of mnte.dal& and supplies could be recorded in 
capital acci'Junts at'ld O&M accounts, the foll<1\ving f\Ccounts were used in recording mateti:\Js 

aad.s'?pplies asset transfers between DEK and its affili:ttes in 2011: 

- 1 07000 Constnlccion Work ·in Process 

- 154100 Pl'ant rvfaterials a net Operating Supplies 

Th~ asset transfer rules for DEK and o ther Duke Energy utilities in the Mid,ve.st ate different from the 

qrles that gc>vGm -asset rra05fer.r irr the Cl\rol:4lns: Transfers in the Ca:rol.iuanequire-the u se of eFoons (a
bur9ensome fonn d1ar is n~eded to comply with spec;:ific regulations. in. the. C;u:olinl\s), Bccaust: of d1c 

number of rinnsfers within the I'vlidwest. :Oukt;.Energr pur in a process thnt cli9 not require the ~e of 
cForms in these states, un.lt;ss do!Jars asso~i~tecl 'vith asset transfers ~'<ceed S~ million. Duke Erkrgy 

nscs.art lBM 1viaxitno S)'Stcm, p.re,ionsly called eM:ix to track invedtoty stock-to-stock transfers 

between entities, although Progress Ene.qzy didn't start using it until2014. DEK generally can:ies a 
smaller amount ofinventory tock on its books than the other- Midwest entities. T ransfers of in-service: 

assets are ttac.ked in otheJ: systems, typically PowetPlant. which DEI< us-es. Asset tr.'iosfers typic:~lly 
occur fossil plrult to fossil plant or nuclear plant to nuclear plant~ th5! p;:ut. ne~cts are similar, Typical 

transfets ate low cosdten:tS, such as pwn:ps or valves, although (as ~hownin exhibitlfl-9) transfers may 

also include meters, transformers, regularots, aoj:l other mis~ellaneous· itetns, which are not considered 

inv~ntory s~ock ttansfeys."v .t\ccording td Duke En~gy man:1gcm~nr; the higgest change 1n asset 

ttaosfars due~ the Duke E lictgy/Prog,:es& E.ncrgy m~ger was in tl1c Carolinas with regard to e<-Fonns 

caused by the nuclear service agreement l9. 2013 P.togr~ss Enetgy's liL\clear organization use~ Passport 

software, but was e:-.:pectcd to be converting to cMax, which occurreq in 2015.'11 

Adclitiortally, any incli'>ridual asser transfers involving. 0 EK that areS f million o.t higher; must be 

reported to the KPSC fat npprova~ as follows:111 

+ In KRS 278.218 (~pproval of c;om.mission. for change in ownership or control of aSsQts ownc:d 
by utility) indkafes the following: 

I) No person shall acquire. at transftr .owncrsb..ip o f or control, or tJ1e tight to control, any 

assets thar are owned by a utility as delincd w1der KRS 278.01 0(3)(a) with.out prior 

qpproval of t11e commission, .if rhc assets h::tvc an original book value of one million 

dolhrs ($ I ,000,000) ot more and: 

a) The ::tssets are to be transferred by the utility for. rea&ons othc:r than obsolescence; ot 

b) ·n,e assets will continue to be used to provide the same or sim.ibr service ro the. 
utilit)' or.-its customers. 

2) The comtnissjon shall grant is approv1ll if the transaction is for a proper: purpose aoq is 
consistent with public inrcrcsr. 

+ Also, regarding t.he i<PSC Order in Case No. 2008- I 22, DEK. agreed to be bound by 
KRS 278.218· for transactions involving its gas utility assets. 

~ Schutnll~t a COinp_any: 1/S/2011 
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The Kf>SC grants its t1pproval :if the transaction is for: a proper pw:pose and is consistent \yith the: public 

interest. 11' 

The IBM Maximo system ts used fot all mvertrory tssues, returns, :uid transfers, regardless of entity. '' ' It 

includes inventory stock transfers (Account# 1 54-Plant Materials and Operacing Supplies in the sending 

entitx to J\ccowlt # 15'4 in the receiving cntjty); at the end of the m onth an automatic charge from 

Account # 163 (Storage, Freight, ahd Handling) o f the sending e ntity is also transferred to Account# 

163 in the receiving emit}'. On a monthly basis, in rhe MidwC$t, Duke Energy generates a report from 

the system and uses it to determine if fait: market ntlue is to be calculated and, where appropriate, book 

the differential between fair .mnrket value and cost to comply wi th asset transfer standards. The asset 

valuation of fitir mar~et value for the- transfers is do ne in one of thtce w:lys:"' 

+ If goods were acquited usirtg a blanket purchase order, the value is th~ blanket 1\veragc unit 

price (A VP). 

+ ( f not acquired using a bl:lrtket purchase order, Duke Energy uses a recent purchase order 

(cypically less th~n si." months ofd b\.tt no lo nger than a year) cost for the item. 

• If there is no purchase order. Duk~ E nerg)! will get qu_otcs; there fs no prescribed number of 

quotes that must be received. 

Tr3nsfers o f assets no t in inventory, such as capital spares, arc pet'fotmed in PowerPlnnt by the Asset 

Accounting organization. Similarly, on a quarterly basis, Duke Energy generates a report from 

Power Plant, and uses it to if fait: matket value is to be. calculated and, where appropriate, book the 

differential between. fair market value- and cost (original cost tnirtus .depreciation reserve equals net book 

value cost) to comply w1th asset transfer Standards."" 

Cost is handled autom~ricall}r in the systems; market rate differentials must be bandied via a journal 
cdtty. The reports. for transfers, both inventory stock and. in-service assets, go to the tv[anager, Asset 

Accounting nnd n Geneml Ledger journal entry (multiple lines) lS' c.rcated, if necessaLJ. Fot transfers of 

in-service assets betwj::en regulated and non-regulated entities, ra ther than simply make n transfer, Asset 

:\ccowlting retires the asset from the sending entity nnd ntlds it fcmnnllr to rhe receiving entity. cr~ti.ng 

a snlv:\ge amount to reflect the market differential amoun t.'1
' 

Follmviog the Duke Energy / Progress Ent!rgy mergi!I', according to DEBS management, rbe.re's been 

more opportunity for transferring capital assets. Both Duke Energy and Progress Energy used 
Power Plant for non·inven~ory assets; however, they were on diffcrenr ycr.sions. Therefore, manual 

enuy was needed fo.r transferring assets bctwceh versions. Then in 20 I 4, both began using the same 

,·crsion, resulting in more system-generated transfers.'" 

Affiliate transfers of assets are governed by FedcraJ Energy Regularory Commission (FERC) 71)7 and 

asset transfer agreements. rERC 707 requires that transfers between regulated and non-regu.larcd 

affiliates be. priced using :~symmetrical pricing. This requires that transfers from D EK to a non

regulated affiliate must be \·alued at the higher o f cost o r market, and trnnsfers from non-regula red 

;; 1/.t lot 7 
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affiliates ro OEK be valued at the lowe): of cost or market price, referred to as asymmetrical pricing. 
Therefore, if a transfer is regulated to non-regulated and a market value adjustment is needed, then a 
gain is added \' i:t a journal entry. Com'crsely if a transfer is non-regulated to regulated, an adjustment via 
a journal entry is made, if needed. For regulated-to-regulated transfers, asymmetrical pricing is not 

. d b . d ... rcqwrc , ut 1S one at cost. 

There's a No Action letter in Kentucky. In 2006 Duke Energy made a request to FERC, when it 
transferred ~Iiami Fort Unir 6 from OEO (then_ CG&E) to D EK (the~ ULH&P), to allow inventory 
stock transfers at "at cost" rather than "asymmetrical pricing," even though they would be transferred 
ftom a non-regulated entity, such as OE.O t-.liami Fort 7/8, to a regulated entity, such as D EK. lf any 
inventory stock transfers go from DEK to D EO, however, "asymmetrical pricing" is required.':.' 

Exbibit JV -3 illustrates a summary pricing guide for affiliate asset transfers. ~:~ 

,_ 

Exhibit IV-3 
Summary Pricing Guide 

Asset Transfers 
as of December 31, 2015 

II ...._ e ~.-. •N ~ f/ COIJ I W\101 ...... p-. ... L.oMf .,QIIt . lla:l, ot t:JrOibM ,_.. ._. M ~CCWfN:f \ac.AL 

= TMflla.IC ...... X.._,1t-"*-IOitC1w~f'U)9Nflillt ....,...,_ Wlllt...,.tfNO..~~t.-:._._..,.......,.~ ............... ~-OO.-a ...... Mif'!C*IJIN ---• _~.-, ___ ~,_....,..._._o.o._c_o .... •"""Otoac:r_o.,.e_, -..,...fH<Jj-r..,.._.tD~~~~:-.o-~-.=--
-ocr._t....._.,...._~._...._..._aao .. aoc:>ov, oouc.,..,~--..,. . ......,. ___ ...,...,_.._..,,..._.__ 
~ UC.(Ic-.rt~ UC TOOOIMWMO~U.C... ~~,._NI ~CMtU.,.LH k. U.C:. Ot.atN"f''tuf9'19ft:ICI I..U.C MeOIAIIIr..~t.,.. ,UC.~~li.UAt.alit1if~ _ ... _......,_.."'w: 
&.~Ael.Mf._.._.XIaK_....._ ____ , ~-"'ffi'AM--tle~ Dr.,..... QI.,....X~~Qt~ Ot:CtiD f'UD! _W..,_,.._ ~r"UUIDINOtWIM.Nf ft P':) • 
.,.....,.....,.. ... COfifT~LE~ 

• .,,..,.,_DI:Cft~N~o~-... ...,·,.._,... .. ~ ...... ~ 
6 OCW'U:Itc.wNII•_..,..._....._. •• I..._or,_•.acu..-...,....91 ... ,._X. 
.,. ,-ffte,. ~uow ~ eeoo..• ....-~ • oo ._.. • ~ 

S<turcCl Information Rc:<punsc 42 
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Cost Accumulation, Assignment; & Allocation 

When a DE BS employee of pet:forms sen·ices for a client company, costs are ro be directlr assigned or 

allocated, Duke Energy uses 20 factots, as shown in Exhibit IV -4, for allocating Service Company costs. 

The allocation factors used do not change often because the methoqologies ha\"e been agreed to and 

included in the yacious Service Company agrcemc;nts. Adding 11, methodology/ factOr would require 

modlfying the agreement documents and getting buy- in from the various states and regulatory bodies. 

A u1njor change in business operations, such as when the merger with Cine.rgy o r Progress Energy 

happened in the past, causes the mctbodologfes (and the service agreements) to be modified. ·n,e real 

tcsr of th-e methodologies used tests with the owners of the function. ·n1ey have a vested intqest in 
how the allocations arc calculated anti how muc4 is allocated to affiliates in an area. A good ex:tmplc o f 

cliffc·rcot charge allocations using the. sam~ f."ictor ratio is the H uman Resources function based on 

number of c.mployees ratio in which (a) govetna.oce l\Ctiviries a~e charged to all entities, incl~,~d.ing small 

portion to the international affiliates); (b) enterprise H R only is. charged to :1ll :1ffiliates, except 

internatio uaJ ones, nnd (c) Utilities HR is charged only to the· regulated industries.'::. 

5/!J/2017 Schumak•r A Company ~ 
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Exhibit IV-4 
Allocation Factors 

as of DeccJ)1bcr 31, 2015 

Factor 

Circuit miles of electric transmission lines 

Construction expenditures 

Elecrcc peak lond 

G~netaiing unit l\!W C.ilpabilHy/maximum dependable c:apacity {MDCJ 

Gross margin 

Inventory 

.Labor dolliu:s 

Miles o f clisrn"bution lines 

1\Iillions of instructions per second (1\lJTlS) (previously number of 
central processing unit (CPU) seconds used) 

Number of customers 

Number of employees 

N umber ofinform:ttion systems servers 

Number of meters 

N umber of personaf computer {PC) work sratioos 

0&.\C e."<pendirurcs 

Procurement spending 

Revenues 

Sales 

Square. footage. 

Total property, plant, and equipment 

Snurrc: lnformauon Rc~-ponscs 2 ~nd 8 :llld lntL-n>iL'\11 _ 

Utility Non-Utility 

Yes No 

Yes Yes 

Yes Yes 

r- Yes - · ves 

Yes Yes 

Yes Yes 

Yes Yes 

Yes No 

Yes Yes 

Yes Yes 

Yes \·es 

Yc:s Yes 

Yes No 

Yes Ye.~ 

Yes• Yes• 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

Yes Yes 

• .\!tlmugh !l valid facmr fur ch:~rs.;ng setvicc c<1mp~ny CC>s t~ tO utility cpmpantc~. uts nm usL'<l by Duke Em:q,'Y. 

Fi11al Rtport 

For allocated services, the-Service Company Utility Service Agreement prescribes 24 functions with their 
nssociated allocation methodologies, as follows:'l1 

., Schumaker a Compa~y 5/8/20/7 
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(nformation Systems • • • .... 
Meters .... • 
Transportation • • 
System Maintenance • • • 
Marketing and Customer Relations • 
T ~ Engineering & Construction • • 
Power Engineering & Construction • 
Human Resourcu • 
Supply Chain • • 
facilities • 
Accounting • • 
Power and Gas Planning and + 
Operations • • • 

• 
• 

Public Affairs • • 
Legal • 
Rate- Design and Analysis • 
Finance • 
Righ ts ofWay • • • 
[ntemaJ Auditing • 
E nvironmental, Health and Safety • • 
Fuels • 
Investor Relations • 
Planning • 
Executive • 
Nuclear Devdopme1)t • 

Exhibit IV-5 
DEBS Allocation Factors by Funcqop 

as of December 31, 2015 

Millions of Instrucrions per Second Ratio 
Nwnber of Pcrsonnl Computer Workstations Ratio 
Nwnber of fnfoonation System~ Servers Ratio 
NumbcJ: or Empl0\1eCS Ratio 
Number of Customers Ratio 
Number of Employees Ratio 
'Three Factor Formula (Gross l\I!IWn Labor Dollars PP&E) 
Circuit Miles of Electric Transn1Issioo Lines Rnt\o 
Circuit ;'\Ules of Electric Disrrihution Lines Ratio 
Labor Dollars .Rnrio (Gas Disttibullon) (Kentucky) 
Number of Customers Ratio 
Elecfric T(ansrtiis5lon Plant Construction - Expenditures R.1tio 
Electric Distribution Plant Construction- Expenditures Ratio 
Electric P(.oduction Plllnt Construction - Expenditures Ratio 
Number of Employees R:uio 
Procurement Spending Rario 
lnventorv Ratio 
Square Foomge R:ltio 
Three Factor Formula (G ross Mru:gin, L.1bor Dolhus, PP&E) 
Generating Unit ~1\V Capabilii.Jf Ratio (certain merger related costs :assocmted \l.itn 
nuclearorg:mizaoons in Progress Florida, Progress C:uolin:1s, and Duke Energy 
C.uolinasf 
Electric Pc\lk Load Rlltio 
Construction - Expenditures Rallo (Gas Distribution Planning and Operations-K'I) 
Sales Ratio 
Weighted ;\vernge of Circuit ~Iiles of Electric Distnburion Lines Ratjo and the 
E.lecuic Peak Load Rano 
Weighted Avernge of Circuit I\ Iiles of Electric Tr:Uismission Line Ratio and the 
Elecrric Pe.1k Load !Urio 
Gene.ratin~ Unit l\1\'(1 Capahilitv/MDC Ratio 
Three Factor Formula (Gross Margin, Labor Dollars, PP&E) 
Weighted :\vernge of Number of Cusromers R.1tio and Number of Employees 
Rano 
Three F"cror Fomnll!l (Gross 1\!:lrgin, Labor Dollars, PP&E) 
Sales Rlitio 
Three Factor Formub (Gross 1\la~ Labor Dollars, PP&E) 
Circuit Miles of Electric Transmission lines Ratio 
Circuit ~liles of Elecrnc Distribution Lines !Urio (added 2014) 
Electric Peak Load Ratio (ndded.2014 but not used in 20 l4 or 2015) 
Th.tee Factor Formul:t (Gross ~hrgin, Labor Dollars, PP&E) 
·nucc Factor f.oonula (Gross ~ Iargin, Labor Dollars, PP&E) 
Sales Ratio 
Sales Ratio 
'fbrec Factor Formuha (Gross Margin, Labor Dollars, PP&E) 
11uec Factor Formuh (Gross ~largin, Labor Dollars, PP&E) 
llu:ee Ji"acror Formula (Gross M:argin, Labor OoUars, PI'&E) 
Directly assigned/ ch:ugcd to parrkipating junsdictions 

SqurC'c: lnfonn.111on Rcsptm;cs 2 .anc.l 8 nnc.llnr~rYrcw I 
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Billing Mechanisms 

During Year 

i\lost affi.lmte billing mechanisms are auromaticatly performed at month-end (based on direct charges 

and allocations) with offsetting entries to the charging entity' (A/R) ·and receiving entity (A/P) This 

information is rolled up and su.tnmacizcd, then sent to l'reasuq, who in turn mO\·es monies between the 

associated bank accounts. I'o~ teguhted entities, settlement is required monthly, although some 

transactions happen more frequently, such as payroll or supply chrun, which typically happen weekly. 

For non-regul'ltcd entities, such as commercial .renewables or international organizations, it is not done 

until a capital infusion is required.'u 

True-up Procedwes 

Labor and Overhead Items 

The Duke Energy Financial Management Information System (Fl\liS) automatically applies labor 

loaders for fringe benefits, payroll taxes, unproc.luctive time. incentives, and Service Company o\erhead. 

(0/H) allocations . • -\ccounting personnel enter into FMIS the perbetnage fot each labor loader item 

each month. These rates typically retnain constant for most of the year. Accounting personnel record 

actual costs for the four labor-related costs in separate accounts that they monitor. to make st,J.te that the 

rates it has been applying are staying in line witl1 actual costs. They typically adjust loader rates in the 

fourth quarter to cle:u: any residuals compared to actual costs. Any journal entries recorded after 

monthly allocations run are either manually allocated in the current ,month o.r recorded in the following 

month.ll~ Only DEC aod DEP do not incorporate these items into 'transactions between each other. ':.~ 

Late Journal Entries 

Any journal emncs recorded after the monthly allocations run arc either manually allocated in the 
current month or recorded in the following month. As Duke Energy employees can only enter J Es until 

the second business day following month-cnc.l, latgc items after the second business day arc manually 

allocated, while small iterns may be delayed to tlH! next month. At year-end, however, an}' missing items, 

regardless of sLZe, mu~t be manually allocated.',. 

B. Findings & Conclusions 

Finding rV-1 The PEK cost allocation m:umal includes KPSC rt!quircmems, but 
continues to ntiss key elcrncntt> of comprehensive CAM documentation 

used by other utility organizations. 

Kcnruck·y Rev\scd Statutes (KRS) 278.2205 ptovic.lcs that aO)' Kcntuckr utility engaged in noo-,regulared 

activirie$, which produce aggregate revenl!c exccec.ling the lesser of two percent (2%) of the utility's toml 
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re,·enue or one million dotl:\rS (Sl,OOO,OOO) annuaUr , shall develop and file a cost alloc::uion maou.'ll 
(CAt¥1) with. the KPSC. The OEK CA~'I'l is based ,solely on KPSC requirementSi it docs not include 
,.:u:ious elements, which would tnake it mt'>re useful, such as those discussed in the recommendation 

associated with this finding.•:-. 

( I 

DEK's 2015 G\M was develOped during the first quartet of2015 and the affidavit fot the 2015 CAl\'l.is 
dated March 29, 2016. Consistent w1th KRS 278.2205, DEK revises its CAM periodically for material 

changes. DE.K also ~onducrs an annual comprehcnsi..-c rcde\v during the. first l!llartc.r of each year to 

determine if there are any changes (both material and non-material) that need to be reflected. DEK 

conducts this Ci\ivf tevicw along with rts ptcpqration of ,·arious annual fLnancial and statistical reportS 

that are filed with the KPSC on Qr about tvlarch 31'' of each year, These adclitional annual reports 

include~ but are !lot lli:nitcd to, vegetatioa and reliability, resource pla11o.ing updates, noll-tegulnted 

revenues .. and other reports required putsuanr to \•acious KPSC Administrative. p.toccedings. C" The 20 I 5 
changes primarily account for changes in names ro parrles and the clarification of definitions and terms. 

wh.i~h were inadvertently op-llned from the p.riot ver.sion, plus updates recommended by 

Sclmmaker & Companr in our prior audit report. "' The 2015 changes also reflect updates to the vaciou!:i 

reporting requirements of non-reg$ red activities and changes Ln the percentage for cost allocation 

details, not new steps."' 

DEK.'s CA~I includes the following segments:"~ 

• Description nf Duke Energy and DEK 

• Policies and proccdures/gujdeli.oes for transactions between DEKand its affiliates, including 

four primary· categories of cost :ill(1cations- involving DEK, such as: 

Guidelines for charging DEK fo~: costs originating with service. companr 

- Cost allocations from DEBS, a wholly-owned subsidiary service company o f Duke E ner£,ry 

- Cost allocations between DEK and DEO for cominon costs :shared by DEO and DEK 

- Cost allocations for goods and services provided betv~een and among Duke Energy 

Kentucky and its sister regulated utilities. 

- :\.J dirionally, DEI<, as a combination gas and electric utility, also receives !H.Imirustrative and 

general (A&G) cost allocations between its gas and electric operations for borh capital and 

expense accounts. 

t Cost distnbution processes for affiliate transactions 

S/8/2017 

Guiuelines an.J procedures for charging affiliates for costs originating with DEK 

- G uidelines anu procedures for charging DEK for costs originating with utility affiliates, 

cxclucling the service company 

G uidelines aod procedures for charging DEK for coSt!> originating with non-regula[ed 

affiliates 

Schumaker A Compenr ~ 
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Typical transactions between DEK und affiliates covered under scpar:uc agrccmcnrs 

t\ ud.it principles. and guidelines 

• CAM reC)utremcnts, tncluding: 

- KRS 278.2205 (2) (a): A listing of regulated and non-regulated divisions within the utility 
(not applicable, as DEK does not have any non-regulated divisions). 

- KRS 278.2205 (2) (b): A listing of :ill regulated anc..l non-regulated affiliates of the uciliry ro 

which the ucilicy provides services or products and where the affiliates provjde non
regulated acti,·ities. as defined in KRS 278.0 LO (21) (CAM Appondi.x ·O , \,~th furrh~r 
uescription in ~greemcots) 

- KRS 27&."?05 (2.) (c)~ A lisrlng.of servtces and products provided by d1eutility, and 
ide.ntificntion of each as regubted or non -regul:\tcd, :tnd the cost allocation methodology 
gcnernllr applicabfe to each category 

KRS 278.2205 (2) (d): .A listing of incidental, oon-rcgubted activi ties tbat are. subject to the 
provisions of KRS 278.2203 (-t) 

- KRS 278,2205 (2) (e): A description of the narurc of transactions between the utility and its 

affiliates 

- KRS 278.2205 (2) (f): For each Uniform System of Accounts (USotA) account and 
subaccount, a report that identifies whether the account contains costs attributable to 
regulated opc.:t:uioos and non-regulated opcrations, inclt1dlng an identification of whc;tht:t 
rhe costs are joint costs that cannot bb ditccrly 1ucotificd; if allocated a description of the 

methodology used, which are subject to the provisions of KRS 278.2203 

• ,\ppendices 

- Kentucky re\-:ised statutes 

- Affiliate agreements, including: 

• Service Company Utility Service Agrcemenr 

• .t\mendcd and Rc tared Operating Company I Non-utiliry Companies Service 
Agreement 

• . \ ymmetci.cally Priced Duke En error Ken rocky, J nc. I Nooutility Companies Service 

. \ greement 

• Operating Compa.nies Setvicc 1\greemcnt 

• , \mended and ttestated Mjami rort 6 Opemtion r\greemenr 

• Gas and Propane Services Agreement with Respect to Wood<,idale Generating Station 

• L tility Money Pool Agr~eor 

• Second Atn~nqcd nnd Restated Purchase and Sale .\grcemcnr (updated October 27, 
2010) 

5/8/2017 



• .\greemcnt for Filing Consolidated Income Ta.~ Returns and fot Allocation of 
Consolidated Income Ta~ Linbilities and Bcriefits 

• lntct Company Asset TtamfeJ: .Agreement 

• Utility-Non-urility Asset Transfer Agreement 

Report of 2015 inventory tmnsfers 

·hared service cost distribution derail 

- Listing of DEK affiliates 

- Incidental non-regulated acti\'iries and ilssociared revenue. (20 IS) 

- FRRC uniform system of accounts 

- fERC affiliate tr:msactions report 

Although DEK's CAM has significantly improved, s~crn.l key elements of a comprehcn~i\'C CMvi arc 
still missing from DEI<'s CAM, including (but not limiteu ~o) elements such as:"1 

• Detailed description of cost accumulation, assignment, and allocation (direct and :illocatcd 
charges) methodologies 

+ Detailed description of allocntion methodologies and listing of fnctors 

+ Dcr:Uled policies, guidelines, aAd procedures, even though a sum.mar:y level of poltclcs and 
proccdures/ gtildelincs has been added since the prior audit 

• Detailed description of processes and systems used for affiliate charges, etc. 

Prc\;ously Duke Energy management inclicatcd that it was evaluating trnnsfetting the mamten:mce of 

the C,\ M to the Rates Department for revision consisrenr with how the North Carolina CA~I is 
maintained; howe,•er, it is still bei.Qg performed by the Legnl Department'" 

Pinding IV-2. DEK docs ool have· crvicc level agrcernCJJt doc.:umeJUatinn included in il'> 

agreements with a ffili~u~s. 

Schumaker & Company loohd for a sen~ice level agreement or similar c..lucumentntiun that would 
spcci~· standards of performance by affiliates provicling scnricce ro DEK. DEK cooftrms that there is 
no sen-ice lc,·cl agreements between DEK nnd irs affiliates.'" 

A service level agreementl:i important and, in rcccnr years~ it is a commonly used documen-t that defines. 
a certain "level" of service that is to be p rovided by ooe organization to another. lllis :.greement is 
.c.'l:prcssed as a ser of defined tasks and processes, e:1ch party's roles and responsibilities, and associated 

metrics of pcrformaJlcc. l\lany companies, in utility industnes, operating in a shared-sen·ices 

environment now have scn ·icc level agreements in place that specify the resources dedicated tn a 
specific unit. They also typically have clear mctrics that dcfmc the qu:tlity and efficiency of the services 
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Energy management indicated that it is currendy the company's practice not to loan assets. ' '" Therefore, 
in 2015, no asset loans involving DEK were made.'" 

· s each asset loan is consid'ered utiique; the.tcfore, a company-wide policy does not exist and DUke 
Energy does not believe it would be beneficial. Each asset loan requires significant discussions between 

legal, asset accounting, and supply chain to determine the best strategy and ensure all affiliate 
requirements are met. ;\s Duke Energy has affiliate transfer training, this training program includes 
infotmati~ about asset loans. Given dte rarity of an asset loao,. Duke Energy believes this information 
is sufficient to ensure all affiliate guidelines are followed when there is an asset loan. Supply Chain .is not 
a,ware of any loans in 2015 for any jurisdiction."'' 

C. Reconunendations 

Recommendation lV-1 Continue to develop an improved formal comprehensive cost 
aUocatiun manual that brings together aD required elements of 
such documemation. (Refer to Finding IV-1) 

As described in Fi11di1tglV-1, many itnpto\Tements have been incorporated .into DEK's CAM 
document:ation; hQwever, DEK ~still in need of improved fo;;mal documentation, such as that used by 
DEC, \vbkh fn one package with arty associated appendices comprehensively describes its affiliate 
rclationships/organizatioo structure; affiliate standards to which it is subject; affiliate agreements; 
des~ription of cost acq.~Jllulation, assignment, and allocation (cfu:ect and allocated charges); allocation 
methodologies and factors; policies, guidelines, and procedures; description of processes and systems 
used for affiliate charges; etc. 

Among the tequiremetlts of further CAM documentation are to include: 

• Detailed description of cost accumulation, assignment; and allocation (direct and alloc~ted 
charges) activities 

+ Derailed description of allocation mcthoJologies and factors, including how calculated and 
results of year's calculations 

• Detailed description of policies, guidelines, and procedures, even though a sutnmary level of 
policies and procedures/ guidelines has been added since the prior audit 

+ Detailed description of processes and systems used for affiliate charges; etc. 

Duke Energy should continue to include KPSC requirements, but also incorporate recommended changes: 
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Rc~ommendari<m fV -2 OcvciOjJ sen -ice level agtccmcnrs for key functions. providing 
affiliutc services to DEK. (Refer to F\nili~ fV-2.) 

For e~ample, DEBS is :t sb:u:ed scn;ce pmdder to Duke Energy affi!iates. ln addition to irs service. 
agreements, Duke Energy should have specific service level agreements (SLAs) aS' its standard in shared 
services envil:orunents. Tlie SL\ should specify the services provided and the standards associated with the 
service. 111ese standards should specify yolume, time, and condition (quality) of service. Pcrfottnance 
metrics and associated results should be reported regularly and the agreement should be modified 
periodically. Specifically, a good SJ..A includes topics such as rhc. follm";og: 

t Introduction, including scope. and objectives; definition 0fbusiness partners, including the 
function providing scnriccs to DEK and DEK business units served by the function; associated 

roles :md responsibilities of botl1 types of business partner, plus governance committee roles 
and responsibilities, and corporate/ executive roles and responsibilities; plus the agreement's 
uoded)ring assumptions. 

t A detailed listing of target metrics, .including metric, metric calcul~rion, goal, target, owner, 
responsible department, and explanation (if necessary), with the reporting structure and 
frequency identified. 

+ Required management activities, such as: 

- Identification of material variance and corrective actions 
- Perfoonance accouotabilit)' for function employees providing services ro DEK 
- Process to be followed for period tevicws of the SLAs 
- Methodology for revision of sen'ice levels relative to changing service needs and prio[ities 

Results of annual business perfonnance surve)'S 

• Business partner signatures 

By implementing such an SLA, the organization providing services ro DEK is formally rcquireJ Lu ue 
nccountable to business units for its activities on their behalf. 

Recom mcndntion TV-3 Dcvctop a formal poUcy and m~suciated documcnt41tion rcgnrding. 
process for handUng asset loans, so that they C.'<ist going forward in 
situations w here ~tssct loan s arc actu ally done. (Refer ro 
Fjndjng JV-5.) 

Even rhough asset loans are extraordinarily rare, rhey have been incorporated in summary form into 
training matcrbls and the}' are handled on a case-by-case basis similar to asset transfers, Duke Energy 
should also dc,rclop a foonal policy and associated written documentation describing the process for how 
and why it handles asset loans among affiliates, as it has performed such acth·itics in the past, although it · 
indicated that !tis currendy not done. Nevertheless; Duke Energy should ensure that it develops a forma l 
policy and create such procedural documentation, so that the}' cx.ist ·going fonvard in situations where asset 
loans are actually done. 
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V. Financial Arrangement/Obligation Compliance 

Thls chapter reviews the financial arrnngement/ obligation compliance between Duke Energy Kentucky 

(DEK) and irs (lffiliates, including its parent organizations. 

A. Backa'round & Perspective 

The specific governing regulatory section that is addressed in this chapter is KRS # 278.2207 -
Tmnsact.ions between utility and affiliates - Pricing requirements- Request for deviation, as fo llows: 

I. ·ntc rc.rms for transactions between a utility and its affiliates shall be in accot:dance with the 

following 

a. Services and products provided to an affiliate by the utility l'UJ:suant to a tanff be at the 

rariffed rate, with noorariffed items priced at the utility's full)r distributed cost but in no 

e\·em less than market1" o r in compliance with rhe utility's existing (United St'ltcS Departtncnr 

of Agriculture) USDA, Securities & Exchange Commission (SEC), or Federal E nergy 

Regulatory Commission (FERC) approved cost allocation methodology. 

b. 1\dditionally1 services and products provided to !he utility by an nffiliarc are ro be.f?cit.:cu uL 

the affiliate's fully distributed cost but in no event greater than market or in compliance with 

the utility's e..xisting USDA, SEC, ot rERC approved cost allocation methodology. 

2. A utility may fuc an :~pplication with the commh;sion requesting a deviation from the 
requirements of this section for a particular transaction or class of transactions, bur the utility 

has the bu.rden of dctnonstr:ating th<lt the requested pri~ng is reasonable. 1llc commission m ay 

grant the deviation if it deter mines the deviation is in the public interest. 

.~ . Nothing in this section should be construed to interfere with the commission's reguircmcnt to 

ensu.re fair, just, and reasonable rates for utiljty setvices. 

The fwanllil sen-ices and products provided to DEr=: by affiliates and pcovided by DE K to i ts a£6.liates 

consist oflong-teon and short-term debt and investments. 

Long-term Debt 

Long-term D ebt Composition 

DEK's long-tertll debt at the. end of calendar year 2015 consisted of capital leases .• first mortgng~ bonds, 
pollution control bonds, and unsecured debt totaling S3 19 million. The long- teem debt balance for the 

entire Duke f:unilr of :Lffilbtcd companies was almost S40 billion. Demils of the long-term debt for 

DEK and its affiliates at the end of20 IS are shown in Exb;bfl V-1.1" 

f/8/2077 Schumaker It Company ~ 
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ExhibitV-t 
Duke Energy Long-Term Debt 

as of December 31, 2015 

Balance 
Entity ($000) 

Quke Energy Kentucky 31?,027,487 

Duke- Energy Bu~iness S"ctvtccs 13Y, I00,582 

Duke t! nergy Carolln11 8,431,433,330 

Dukc. Energy IndJana 3,767,344,3:37 

Duke l!nerro• Ohio 1.278,506,197 

Duke Energy Corporation 6.4 1 3,320,65~ 

Duke £ rierm• lrilcrmwon:tl 7iJ 1,3UO,IJ23 

Commercial Portfolio I ,093,61 1,244 

Duke E.ncrgy Progress 6,511!,115,446 

Duke P..ncrgy r-Jonda 4.21\6,296,112 

Progress Energy. I.nc. 3,679,189,590 

Cincrgy Receh11b!es 324,616,71) I 

Purchilsc :\ccounting Adjustments 2,701,51 U,5')7 

Tc;>tal 39,56~),373,289 

Duke Energy Corporation (Duke Energy) and its subsidiaries issueq 11 long~tcr.tn debt instruments in 

2014 and 2015. Schumaker & Company auditors reviewed the documentation from all the long-term 

debt instrumenrs issued during these two years. Although D EK did not issue any long-term ucbt in 

rhosc two years, this review was made to determine if rhe debt documentation contained clauses or 

covenants that could. possibly e.:.;posc DEK to financial damage or risk. The long-term debt insttumcnts 

reviewed are shown in B .. vhibit ), '-2.'" 

~ Schumaker a company >/ S/2011 
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2015 Issuances 

I Duke Energy Corporntion 
2 Duke Ene.r~y f.-orporntiorr-
3 Duke E oc.rgy P rog(ess 
4 Duke Energy Pcogress 
5 Duke Energy Carolinas 

Tot~l 20 1 5 Issuan ces 
2014 lssuance.s 

G Duke Energy 'ProgTL"$5 
7 Duke Energy Progress 
R Duke Energy Corporation 
9 Duke Energy Corporation 
10 .Duke Energy 'Prog.rc.ss 
II DukeEneLgy Progress 

Total20t4 Jssu:tnces 

TOTAL [SSUANCES 
Notes.: 

ExhibitV-2 
Sampled Long-term Debt Instruments 

a s of December 31, 2015 

. \mount 

Description ($.:'\lillions) Rnte 

UnseC\lred Notes .tOO 3.75% 
Unsecured Note!> (100 4.800To 
Fiest l\fortgn~e Bonds 500 3.25% 
PU$1 Mortgage Bonds 700 4.20o/o 
First .Mort~n~e Bonds 500 3.75% 

2,700 

Firsr Mortgage Bonds 500 4.15% 
First Mortgage Bond~ 200 (1) 
Seruo~: Notes- .tOO (2) 
f-irst Mortgage 600 3.755 
l':i.rst ~{Qrtgage Bonds. 400 4.375% 

T=irsr i\lortgnge Bonds 250 (1) 
:235() 

5.050 

(t) J month LIBOR plus 20 B:asis Poin ts 
(2) 3 month LIUOR plus 38 .Dasis Points 

.'uurcc: Oukl· gnc;r~ Web Site, F1xetllocomc lnvl':<tms, H~-ccnt l:<sUilncc~ & l'rmpecnuc;s 

Credit Ratings 

Sctrleme:nt .\£arurity 

Type D~te Dnte 

Fi-.:ed 11 / 19/15 4/ 15/24 
Fixecr ll / EJ/[5 1111sm 
F.i.xed 8/13/15 8/15/25 
Fixed 8/IJ/ 15 8/15/45 
Fi.xcd 3/12/15 6/1/4:5 

Fi.'<ed 11 / 20/ 1+ IZ/ l/ 4+ 
£llollting 11/ 20/ 1+ 11/ 20/17 
Floating +/+/ 1-.t 4/ 3/ 17 

Fixed 4/4/ 14 -!/ 15/2-t 
J:i.xe~ J / 6/ H 3/30/4-t 

Floating 3/ 6/ 1--! 3/6/17 

0 EK's c.redir ratings fot: tts scntor unsecured debt at the end o£ 20 t 5 was listed as "A-'' br Standard & 

Poot:'s (S&P), " Baal " by Moody's Investor Service (Moody's), and "A-" by Fitch Ratings, Inc. (Fitch). 
Th~ Outlook for DEK was "Negative" from S&P :md "Smble" from Moody's and Fitch. These racings 

and outlook designations were comparable! to cl1ose o f DEK's afflliares. ln 2015 S&P raised the ratings 

on Duke Encrgr and its subsidiaries, inducting DEK, from BBB+ to A-. Also in 2015, S&P lowered its 
Outlook for Duke Energy and its subsidiaries, including DEL<, from "Positive" to "Negati,~e". The 
~ &P mtings increase was based on Duke's exit from the U.~. merchant generation and retail marketing 
business, tbus reducing its business risk and management's disuaction and allowing incr~sed focus on 
its regulated utility business. 1.bc Outlook revision to "Negative" reflected d1c potential for lower 
ratings if the company's ftnanci:tl profile weakens because of its proposed acquisition of Piedmont 
Nanwu Gas. DEK's credit rating and Outlook was based on the consolidated credit profile of Duke 

Energy and reflected the consolidated credit profiles of a.ll the Duke Energy domestic operating 
·ubsicliaries. Moody's and Fitch mention strong credit metrics, cash flow, and financial co,-crage, 
supportive and constructive Kentucky regulation, and corporat support as strengths and po itive 

J/8/2011 Schumaker a Compa"nJ ~ 
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factors in supporting DEK's rating. Both these credit rating agencies listed DEK's expected increase in 
the level of capital expen~tures and irs relatively small size as challenges or limitations to credit ratings.": 

Ratings for. all the Duke Energy operating companies at December 31,2015 are shown in Exhibit V-3.10 

Entity 
Duke Eneri!Y KentuCkY 

Outlook 
Sehiot Unsecured 

Duke Enera!V Corporation 
Our look 
Corporate Credit Rating 
Senior Unsecured 
junior Subordinate bebt 
Commercial Paper 

Duke Enet2V Carolinas 
Outlook 
Senior Secu.red 

Senior Unsecured 
Duke Encra!V Florida 

Outlook 
Senior Secured 
Senior Unsecured 

Duke Energy Indiana 
Outlook 
Senioi Secured 
Senior Unsecured 

Duke Eneimr Ohio 
Outlook 
Senior Secured 
Senior Unsecured 

Progress EnerJzy 
Outlook 
Senior Unsecured 

Duke Enerev Pro£tess 
Outlook 
Senior Secured 

Source: lnfum1nrion Rl.,:p omc 24 

~ Schumaker a Company 

ExhibitV-3 
Duke Energy Credit Ratings 

as of December 31, 2015 

S&P 

Negative 
.c.\ -

Nc~arive 
:\ -

BBB+ 
BBB 
.-\-2 

Negative 
.-\ 
:\-

Neltlltive 
.-\ 
A -

Nel!.ati\·e 
A 
:\ -

Ncgat:i~re 

A 
_-\ -

N cg:ui,·e 
BBB+ 

Ne~t:ll:i\·e 

:\ 

Dcccmbet31, 2015 
Moody's Fitch 

Stable Stable 

B!lal . \.-

Negative \'\iatch-N 
Baa1 BBB+ 
Baal BBB+ 
Baa2 BBB-
P-2 F-2 

Stable Srnble 
_-\a2 .\A-
AI :\+ 

Stable Srable 
Al A 
:\3 A-

Stab)c Positive 
:\a3 A 
:\2 .\-

Stable Stable 
:\2 .\ 

Ba11l .-\-

Stable Stable. 
Baa2 BBB 

Stable Stable. 
:\a3 :\ + 

5/8/2017 
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Short-Term Debt 

DEK's short-tetm debt requirements are managed by Duke Eoc.cgy's Treasury Depnrtment in a 

consolidated manne.r for all of Duke Energy's utility industry companies. Short-term cash. requirements 
for the Duke Energy companies are fulfilled Uuough use of a <;:onsolidated money pool :u:rangement. '*1 

Mopey Pool 

Duke's Utility Money Pool. greement (Agreement), dated July 2, 2012, authorizes DEK and its utility 
and nonutiliry affiliates to participatein a short-term botrowing and lending arrangement to help 
manage their cash and worl<i.qg capital requirements. Under this Agreement, short-term funds 
borrmvecl may be from either internal or external sources. Internal funds come &om Agreement 

participants with surplus short-term funds. External funds cotne from the .sale of comme.rcial paper."" 

Each Agreement participant can contribute funds to the Money Pool. Each participant's chief financial 
officer, Treasurer, or rheit designee determines the amoUnt of e~c:ess cash that is avl'lilable to be 

contributed to the r...fohey Pool daily. Any participant may withdraw their funds from the Money Fool 

at any time with notice given to Duke Energy Business Services (DEB~) ali administrative age.n~ of the 
M~ocy Pool.'"' 

AllAgreement participilOts, except D~e Energy, Progtess Eoetgy1 and Cinergy, arc-authorized to 
borrow cash on a short-tenn. basis from d1e Money Poo~ subject to the availability of funds. The 
decision to borrow from the Money Pool is made br the borrower's chief financiai officct; rreasurer, or 

their designee. If a Money Pool participant is authorized to borrdw fi:otn other sources (banks or by the 

sale of its own commercial paper) .it c:mnot be required to borrow from the t\foncy Pool if it is 
determined that money can be borrowed at a lower cost from other sburces . ..-

5/8/20/7. Sohuma"er a CompanJ \l': 



82 Fliulllvport 

The partidpants p-t the Duke Energy Monl!y- P'ool Agreement arc sbown in E.:-:bibil V -4.''' 

No; Participant 
1 Dukl' f!.nermr 

HoldinJt Companies 
2 Cinergr 
3 Proru-ess Ene.rgy 

Public Utility Compaqic:s 
4 Duke Energy Kentucky 
5 Duke E,,erm' Ohiq 
G Duke Enetm~ lnd~m. 
7 Duke Encr~y Carplin:~s 
8 Miami Power 
9 Progress Encrgr Carolinas 
10 Progress Eoerg}l A6cid3 

Service Companies · 

Exhibit V-4 
Duke En~rgy ~on~y Pool Particip~rus 

as of Dcc~mber 31, 2015 

State of 
Relltislration Relationshjp 

Delaware Parenr 

DeJa ware Sub of Duke Energr 
North Carolina Sub ofDuke Ener_gy 

Kentucky Sub ofDuke Energy Ohio 
Ohio SuiJ of Cinergy 
Tndilt1l3 Sub of Clnergr 
North Carolina Sub ofDuke Energy 
Indiana. Sub of Duke Eoetg}' Ohio 
North Curoli.t\11 Sull ofPto~re.ss Energy 
Florida Sttb of p·r~s Ene.!&}' 

II Duke Energy Business Scr:viccs Del11wnrc Sub of Duke Energy 
12 Progress Energy Service 

(::pmpamr Aorida Sui.! of Progress nnc:rgy 
Nobutility Company 

13 KO Transrrussion Companv Kc:ntucl<)' Sub o f Duke Eoe.Igy O hio 

SI.Jurcl.'; lnformuiion HI.'Sp•)nsc 13 

Money Pool 
Ri hts 

Lend Borrow 

X 

X 
X 

X X 
X X 
X X 
:X X 
X X 
X X 
A X 

X X 
~ X. 

X X 

The s~u.rce of funds available in the Money Pool robe borrowed comes from d1e following sources: '" 

+ flltcmol jimd.r- surplus funds from other participants in the Money Pool .Agreement. Borrowers 
bon:ow their funds from each Money Pool lending patty in proportion to the amount loaned to 
the Money Pool by ea,ch lender in relation to the total amount loaned at any one time. If only 
internal funds are borrowed, the interest rate applied to the loan is the;: CD yield equivalenr of 
(he 30-day Federal Rese.rte "AA'' lndust.rial Commercial Paper Composite Rate. 

+ B.'\·ttmrt({ttlttiJ- proceeds from borrowings by participants, including the saJe of cornmerciaf 
paper by Duke Energy, Progress E nergy, Cinergy, Duke Energy Carolinas (DEC), Duke Energy 
lncliana (DEI), Duke Energy Ohio (DEO), D EK, Progress Energy .C:arolinas, and Progress 
Energy Florid:t. If the source of funds is external. the interest tate applied to the loan is tht: 
lending party's cost of acquiring 'the funds. lf the bottu\vcd funds come from several external 
sources this can be a composite rare (weighted aYcrnge of cost incurred by aU parties involved). 

r f the borrowed funds come from a combination of internal and external sources, the interest tate 
c.ha·rged would be a composite or blenc.Jcd ra te. ln all cases, the rate charged is to be the Money Pool's 
cost of d11! money boc:owed, and there is no fcc added to the rare charged.'"' 

~ Schumaker a Company 'i/ 8/20tr 
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During four months in 2015, DEK lent over Sl.l billion in short term funds to five of its affiliates 

thtougb the 1\fooey Pool. Tbe period of each loan was one dny e~cept fot weekends, wh ich were three 

or. four days. 111e annual interest rate charged by DEK ranged from 0. 13% to 0.26%, with a wei~hted 

average annual interest .rate of0. 18%~ DEK received S8,13-3 in interest in 20 15.•'• 

; \ summary of funds tenr by DEK through lhe Money Pool are-shown in Exbi{;ft V -5.'c 

Bor~er Period 
Dukefioc:q::r 4/ 06/2015 
allsinc~s Services -

7/31 /2015 
Duke Energy 4/06/2015 
Progress 

7/Jl/2015 
Duke Energy 4/ 06/2015 
l·loridn 

7/31/ 2015 
Duke Energy 4/ 10/2015 
Indiana -

6/ 23/ 2015 
OukeEne~ -1-/ 10/20.15 
Ohio -

G/23/ 2015 
Totals/Weighted 
Avera.ge 

Exh.ibi~ V..S 
Money Pool Funds Lent by DEK 

a9 of December 31, 2015 

Principal 
Average. 

Daily 
Amount Amount Weighted 
Lent($) Lent($) Par Value ($) 

!JJ4,167,000 12,--12 L ,342. 1 ,3•n ,505,000 

86,1~?,000 1,123,665 121,.358,000 

86,l01.000 1,201 ,.320 120,132J)OO 

28,-1-25,000 556,81)0 ..j.(),G53 ,UQO 

1,998,000 282,-JOO 2 82-1-,000 

1,136,840,000 1,626,472,000 

Weighted 
Average 

Interest Annual 
Received Interest 

($) Ratc 
6,602 0.1796% 

607 O.tROO% 
I 

6 1-1- 0.1840°'o 

205 0.1814% 

15 0.1913% 

8,133 0.1800% 

Throughout 2015 DEK borrowed overS l 0 billion in short-term funds from se\·en of its affiliates 

through the Money Pool. More than 75% of short-term funds bouowed by DEK were provided by its 

p:u:car Duke Energy. The period o f each loan was one day except for weekends, which \Vete th.rec days 

and in a few instances four days. The annual interest ta te charged to DEK ranged from 0.12°/o to 

0.7545%, with a weighted average annual intcrc:;t rate of 0.463 1%. ~Ibc rate ch:u:gcd by Duke Energy 

Corporation was more than double the rate charged to D EK by its other affiliate , reflecting lhe source 

of the {untls - the cost of cummerci.'ll p~pcr (or the funds from Dl;!ke Energy vs the CD yie!d equivalent 
of the 30-day Federal R,esetv e "AA" Industrial Commercial Pape.r Composite Rate for the funds from 

the other a ffiliates. DEK paid a total of $189,031 in interest in 2015.''' 

J/8/2017 ~chumaker a Company ~· 



\. summary of Money Pool funds borrowed by D EK in 20 IS is shown in H ........ IJibi! I /-6.'~ 

Lender Period 
Duke Energy 12/ 31 / 2014 
Corporanon -

1/04/20 16 
Duke Energy 12/ 31 / 2014 
Cstrolinns -

1/04/2016 
Duke Energy 12/J l /21114 
Progress -

12/ 31/2015 
Progress Sncrgy 12/31/2014 
Service Comp:my -' 

12/31/201.5 
Duke Energy 3/12/ 2015 
lntli:.na -

L/04/2016 
Duke Energy 12/31 /~014 
Ohio -

8/J9/20I;i 
Duke Energy 3/ 11/20 15 
Florida -

8/26/2015 
Totals/Weighted 
Averqe 

Exhlbit V-6 
Money Pool Funds Borrowed by DEK 

as of December 31, 2015 

Principal Averllge 
Amount Amount Weighted Par 

Borrowed Lent($) Value($) 
7,674,694,0()0 20,·W2.,49~ 11,098,959,000 

1 J l72,943,UOO 6,129,41)6 l,556,869 .. 000 

555,075,000 
4,187,605 816,583,001) 

525,400,000 3,030,578 775,828,000 

174,817,000 1,377,253 256,169,000 

I 7:7 ,0?3,000 1,619,435 l86,2JS,OOO 

2,923.000 387,222 3,485.000 

10,132,945,000 14 ,694,128,000 

:\uurcc: lnfnrmntion Rc~ponsc: :23. Arrachmcor I 

~redit Facility 

Interest 
Paid 
($) 

1Ci7,412 

1>.407 

4,858 

4,827 

1,649 

RGO 

18 

189,031 

Pinal Rtporl 

Weighted 
AveNge. 
Annual 
Interest 

Rate 
0.54-Jtl% 

0.!175% 

0.214:!"'o 

0.224()'\'o 

0.2318% 

0.1663% 

fl. I8T''\IA 

0 .. 4631% 

Duke E nergy bas a S7.S billion master Credit Agreement (Amendment No.2, dated January 30, 20 IS) 

that includes DEK, and its affiliates: DEC, DEO, DEf, Duke Energy Progress (DEP), and DEr as 

borrowers and 32 international banks as lenders. ·rhe participating banks involved arc shown in 
E ..... ·bil,it I /.7 .. ''' 

518/2017 
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Exhibit V-7 
Duke Energy Credit Agreement P~cipants 

as of December 31, 2015 

Participation 

Bank Position in Agreement 
\X!eUs Eugo Bunk, National Associ.'llJon . \dminisrruti~re Agent ant.! Swinglioe Lender 
Bank of America, N.:\. Issuing. Lender 
Royal Bank of Scotland PLC Issuing .Lender 
B;mk ofOUna, New York.Brnncb issuing Lender 
Barcbvs Bank PLC rmting Lender 
Citibank, N _\ . fssuin~ Lemler 
Credit Suisse .\G, C:i\iman Lslands Hci.nch I ssuingLender 
JVMotgan Chase Bank, t'J .A. [ ssuing Lender 
l11e B:1nk ofTokvo-Mitsubishi Uf}, Ltd. T SSlUog Lender 
UBS .-\G, Smmford Bianch. Issuing Leodet 
BNP Pat:~bas Lender 
Goldman Sachs Bank USA l~ender 

~o Bank, Ltd. Lender 
Morgan S1anley Bank, N.A. Lender 
Ro)llll BankofCanada Lender 
Sun 1' rust 8-Jnk Lender 
'fhe Bank of Nov:\ Sc:otia Lender 
U, S. 'Dank National Assoo;uion Lender 
Banco Bilbao \'~caya Argemaria, SA, NY Branch Lendet 
Industtuland C~mmcrci11 Bank of China, Limited Len dec 
KeyBank N atiooal .\ssodatioo Lef\der 
The Bank. of New Yor'k Mellon_ Lender 
11te Northern Tntst Compaor Lender 
Fifth Third Bank Lender 
Credit J'\@cole Corporate and Investment Bank Lender 
PN CBank, N'ational :\ssociation Lender 
Santander Bank, N .A. Lender 
1D Bank, N .. \. Lender 
Caoadian fmneri~ Bank of Commerce_ NY Branch Lender 
DNB Bank .\S:\, Grand Cavmao Br:lnch Lender 
HSBC Bank US.:\, National .-\ssociarion Lender 
Sumitomo Mitsui Banking Corporation Leader 

TOTAL COMMI'tMENTS 

Commitments 
($) 

340,000,000 
340,0QO,OQD 
340,000,000 
340,000.000 
340,000,000 
340,000,000 
340,000,000 
340,000,000 
340,000,000 
340,000,000 
264,000,000 
:!64,000.000 
264,000,000 
264,000,000 
264.000,000 
264,000,000 
.264,000,000 
264.000,000 
142,000,000 
1~2.000,000 

L42.000,000 
142.000.000 
142,000,000 
L42,000.000 
142,000,000 
142,000,000 
142,000,000 
I ~2.000,000 

142,000.000 
142,000,000 
l42,000,000 
142,000,000 

7_,500,000,000 

:\oun:C! Duke l ~nCI').,")' 1:' Cbsitl:. Fix..:u- lncomc lnVt'!'tor.<", I :n:Jit l1acthry & l.>quK.lity. Mnst..:r Cn'llir Faality . \ j..ttt't."m..:nt 

/(5 

D EK's maximum sublimit in this agreement is $175 million. This is less than the limits assigned to 
DEO (S725 million), DEl ($1 billion), DEl (Sl.2 billion), DEP ($1.4 billion), DEC ($1.8 billion), and 
Duke Energy (54.7 billion). 'The .interest rate that applies to each loan from the Credit Pac:iliry is 
dependent on the type of loan and the credit rating of the borrower. Crcclit ratings are based on the. 
bot.rowcx's non-cxeclit-enhanced, senior unsecured long-term debt and must be issued br S&P, Moody's, 

or Fitch. Credit ratings used arc based on the following rules:'"' 

5/8/2017 Schumaker a Company ~ 



R6 final R~port 

t If ratings issued by two of the rating agencies ru:e the same and one differs, the pricing level is 

detennined based on the two ratings that are the same 

• If none of the ratings are the same, the pricing level is dctennined based on the middle rating 

• If only two racings e..'(ist and they differ hr one level, then the pricing level for the higher of 

such r:arings applies 

t If only two ratings exisr and they differ by tnorc than o ne level, then the pricing level that is one 

level lower than the pricing level o f the higher racing applies 

• I f only o ne rating exists, the pricing level is detennined based on that racing 

t If no such rating exists th~n a co,rpornte credit racing from S&P and the issuer rnti.ngs from 

Moody's and f-itch should be used 

T he i.o.rcrest and facility fee races that apply to borrowings based on the borrower's credit mring are 

shown in E.vb1bit 1/ -$."' 

&~l' l'&P 
ur 11r 

llolcb ~lwxh'~ l 'otch 
~ ~ \1 ~ \ 

llorrow~·.s t\+ 
1':1eilit1 l'c~ 

H~t" 7.5 
. ~ppli l:llbh:: 

lli®n 
Hun•· 

l)•lllor anu 
SIHfl)lltn~ 

LUJI\.q /IIIli 
ll~sc lhlc 

U>an.• IIIJ 

Capital Structure 

Dividend Payouts 

Exhibit V-8 
Duke Energy C(cdit ~cement Pricing Scbcdult> 

as of December 31, 2015 
(Basis Points pez Annum) 

S&P S&P 
or ~f•ur t)r 

1\lrl<l<lr'.r f'lldt 1\l wl<.lv'~ F11eh M IKI(h-';; r•nch ,\h~t .. ll'S 
?. \2 ~ \ - ?. \J ~ ?. H~> I ~ ~ HJ.a2 

UllH+ BBB 

Hill 11'3 175 :!2...5 

1Jti,U IIJII.IJ 1117.3 1!1,5 

1111 lltl 1.5 !15 

S&f' 
ltr 

hu:.h i\I()I.J> '> 
< < i1n2 

f\1:18 

17.5 

H75 

·175 

Duke E nergy dividend policy, subject to approval of the Board of Directors, is a long-re.rm parour to 

shareholders of approximately 65% to 70% of odjustcd diluted earnings per share. D EK and che other 

utility subsjdiaries are also expected to foUow this policy over time, but have flexibility ro vary their 

annual di\--idcnds to their parent based on thc.it capital structure and capital spending requirements.,,. 

D ividend policy is gO\·crncd by desire to keep the DEK capital structure appmximard y 50% debt and 

~ Schumaker a Company $/l~/2011 
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50% equiry. T argets are consistent with the equity percentages aUowcd by stare regulators.'¥< A schedule 

displaying DEK's dividend payouts to Duke E nergy over the past nine years is shown in E.Ybibit V-9. 11
'" 

Financial 
Data 2007 2008 

"Di\'.fclcnd/ (InfUslon} 
($ millions) (3.1) 30,0 
Netlncome 
(S" millions) 33.5 37.5 

Pavont Ratio N/.\ 80% 

Stlurce: lnfiumanon RcspOMl'~ 12 nod 58 

Capitalization 

Exhibit V-9 
DEK's Dividend Payout History 

2007 to 2015 

Years 
2009 2010 2011 

0 0 135.0 

28. 1 +3.3 24.3 
0% 0% ,-.-,..o · 

."1:1.) '" 

2012 

10.0 

28.2 
lf>% 

DEK's capital structure over the past five years is shown in Exhibit V-10."1 

Exhibit Y-10 
DEK's Capital Structure History 

2011to 2015 

For Years Ended December 31 

2013 

40.0 

45.1 
RO% 

2011 2012 2013 2014 
Financial ~ $ s s 

Data M.imons % Millions % Millions % Millions '% 
Debt 337.6 .w 336.2 ~7 335.0 47 318.8 44 
Equity 354.7 5 1 372.9 53 377.9 53 ·H3.3 56 
Total 

Ca j)ir:ili2:u:ioo 692.3 lllO 709.1 100 712.9 100 732.1 100 

Source: lnfurmJnnn Rl-,;ptmsc 59 

B. Findings & Conclusions 

2014- 2015 

ll 55.0 

35.3 46.2 
35.)% 11()% 

2015 
s 

Million a "I• 
317.3 44 
~OH SG 

:'21.7 100 

Finding V-1 T he long-term indebtedness DEK or that of its affiliates docs not expose 
DEK or its nucpaycrs ro undue risk. 

Duke E'ncrg}' and its subsidiaries issued 11 long-term debt instruments in 2014 :tnd 2015. D EK did not 
issue :u1y long-term debt in this time. period. A review of the documentation of 100% of the long-term 
uebt instruments issued dw:ing these two years was conducted to determine if the debt documentation 
contained clauses or co\·eoants that could expose DEK to financial damage or risk. The value of the 
debt instnuncnts reviewed represented approximately 13% of the value of me long-term debt issues for 
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all the Duke Energy entities, and the nutubet of debt instruments reviewed was approximately 5°/n of the 

total number of Duke Energy debt instruments outstanding at December 31,2015. 

Documentation for each of these long-term debt obligaoons was reviewed to identify any clauses o r 

codicils that might affect DEK or could possibly require DEK to assume some. future obligation 

because of an action or inaction by one of its affiliates. There was 1\6 indication DEK or its ratepayers 

were at greatct risk due to its long-term. debt obligations or those held by its affiliates. Additionally, 

Duke Energy asserted that DEK did not have any financial instruments that included credit-rating 

triggers or provisions leading to collateral calls. 

Finding V-2 The financial agreements in which DEK is a participant do not obligate or 
increase the financial rifik for DEK. 

DEKis a participant in the Duke. Energy Utility Money Pool Agreement and the S7.5 billion master 

Credit Agreement. Neither of these agreements obligate DEK to come to the finandal aid of, or 

otherwise support, the o ther Duke afiiliates. DEK was listed as lender and borrower in the Duke 

E nergy Money Pool Agreement and as borrower in the Credit Agreement. 'L11ere was no terminology in 
either docutnent ro 'indicate that D EK was responsible for credit or funds extended to the o ther 

participants in the agreements. 

Finding V-3 During 2014 and 2015 DEK has not isSu(!d any security for the purpose of 
financing the acquisition, ownership, or operation of an affiliate. 

DEK long-term debt as o f the end of 2015 consisted of capital leases, pollution control bonds, 

unsecured debt, and commercial paper treated as long~tenn debt. Tn 2014 and 2015 DEK did not issue 

any debt instruments. 

Finding V-4 DEK bas hot assumed any obligation or liability as guarantor, endorser, 
surety, or otherwise in respect of any secutity of an affiliate. 

Reviews of funding agreements and sampled debt oblignrion documentation did not reveal any instance 

in which D EI< was listed as guarantor, endorser, surety, or was otherwise obligated to assume the debt 

of one of its affiliates. 1\n attestation from Duke Energy's Director of Corporate Finance and Assistant 

Treasurer, responsible for the establishment of txeasw:y / c.'lpitalization policjes for the corporation and 

research/ execution of corporate financing transactions (including credit facilities for DEK ahd its 

affiliates), YCrificd that DEK does not have any financial instruments that include credit-rating triggers 

or provisions leading to collateral calls. 

Finding V-5 DE:K has not pledged, mortgaged, or othen\.-ise u!!cd as collateral any of 

its assets for the benefit of an affilia te. 

A review of Duke's funding agreements (Utility Money Pool .:\greement and Crerut Agtecmcnt), 

sampled debt obligqtion documents, and DEK's fmancial statements did not renal any instance of 

DEK pledging, mortgaging, or otherwise using as collateral any of irs assets for the benefit of an 
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affiliate. An attestation from Duke Energy's Director of Corpora,te Finance an~ Assistant Treasurer, 

responsible for the establishtnept of treasury/capitalization policies for the corpotation and 

research/ e..'\ecution of corporate fmancing transactions (including credit facilities for DEK and its 

affiliates), verified that DEK does not have any financial instrurueots that include ctedit~.racing triggers 

or provisions leading to collateral calls. 

DEK has maintained <l cqn~istcnt crl:'dit mting s i_nce rnid-2012. 

89 

DEK;;-credit ratings foJ: its senio~ unsecured debt at rhe end of2015 ,~as ~ted as A- by Standrud & 

Poor's (S&P), Ba:t1 by Moody's Investor Service (Moody's), and r\- by Fitch Ratings, Inc. (Fitch). The 

Outlook for DEK was "Negative" from S~ and "Stahle" ft:oll;l Moody's and Fitch. These racings apd 

outlook designations. were comparabte to those of DEK's affiliates. Moody's rating nnc;i outlook has 

remained unchanged since 2009, and Fitch has maintained the sarue racing ~ince it started rating DEK in 

mid-~012. S&P 's rating Was increased from BBB+ (where it has been since 2012) to A- in 2015. S&P's 

Outlook for DEI<: and all the Duke Energy companies was listed as "Negative'' reflecting the proposed 

acquisition of Piedmont Natural Gas by Duke E nergy. 

Finding V-7 OEKls Money Pool rransactions in 2015 have caused it ro incnr 
unnecessary expense. 

During 2015 DEK received $8,133 in interest for $1.1 billion in sborr- term funds lent (usually for 1-day 

periods) to five of its affiliates, and paid $189,031 in interest fq~ $10 billion borrowed (also usually for 1-

day pepods) from seven of fl:li affiliates. D EK lent funds during four months of the year (April through 

J~y), w!tile it borrowed ~nds during every month in 2015. 

During the April thtoughJuly period, DEK lent a total of$1•,136,840,000 to D~BS, Duke Ene.t:gy 

Progre~s, Du~e Energy Florida, DEO, and DEI at interest tates that ranged from 0.13% to 0.26%, and 

boo;owed $'1 ,925.000,000 from Duke E nergy at interest rates that ranged from 0.4871% to 0.6466°/it. 

During dUs four"- month period D EK borrowed tnore moncr than lt needed and lent out the excess 

money to its affiliates at less than its cost for tb~ funds. Comp:i.ring interest rate~ of funds borrowed 

nnd Ient on the same day reveals that DEK paid $12,209.56 in e..xcess interest charges for funds 

borrowed from its pa~ent that wete then lent out to its affilifltCS. 
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C. Recommendations 

Rccommcnwuion V-1 Change the way DEK calculates inrerest expense tor the use of 
excess borrowed short-term funds. (Finding V-7) 

Comparing interest rates of funds borrowed and lent on the same day re\reals that D EJ< could have 
saved $12,209.56 in interest charges by either not borrowing funds that were not needed from Duke 
Energy or by charging the affiliates to whom it lent the excess funds the same interest rates that it paid 

for the funds. DEK lent out funds to its affiliates at the "Tnrernal Funds" rate (CD yield equivalent of 
the 30-day Federal Reserve ''AA'' industrial Commercial Paper Composite Rate) that it had borrowed at 
the "External Funds" rate (the lending party's cost for such F.>: ternal Funds). IJEK !;hould have lent 
out the funds at the ''External Funds" rate or irs cost, or jr should have limited its borrowing to the 

amount of funds that it actually needed. 
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VI. Internal Controls 

A. Background & Perspective 

111 2011; Duke Eoc;rgy Ohio, Inc. (DEO), the parent compan~ of Duke Energy Kentucky (DEK),, 
rnergcd with PrQgress Energy, lnc. (Progress). t\s part of its !ipproval of the merger in Case No, 201 t
Urr1Z4, OEK\v:1s ordercP. to :Idlicre to 4Gmcrger commitments the Kcptu-ck.y Public Scrv1c~ 
Comtnissioo (KI'SC) established in Case No.2005~0228. of which_ four (4), specjfkally Commitments 

l 0, 11; 12, -and 13 specificallr relate d.it:ectly to this aurut. They apply as follows: 

t DEK is in compliance with its Conunitmeot 10, which. requires pto_per accounting of costs 

(accounting and ~;eportirig sys tem used by Duke Energr Kentucky will be adelluatc to provide 

a~surancc that directly assignable utilityand non-utility costs arc accounted for properly and that 

reports on the utility and non-l.j.tility operations arc accurately presented). 

t DEK is in compliance with its Commitment 11, which requires that it: implement and maintain 

apptoprittte cost allocation procedures that will accomplish the objccti,·c of preventing cross

subsidization, and be prepared ro fully clisclose all alloc:tted costs, the portion. allocated to Duke 

Energy Kentucky, complete details of the allocations methods, and justification for the amount 

and the method, plus giving the Comnussion 30 da}'s' advance notice of any changes in cost 

allocation methods ser forth in agreements approved as part o£ the merger transactions. 

• DEK is in compllitnce with its Commitment 12, which require th~t it commit w rhitd-pa.rty 
independent audits of the affiliate transactions under the affiliate agreements approved as part 
of the mc.rgc.r t:mnsacrioo. 

• DEKl-. in compliance wid1 its Commitment 13, whkb requires that ir pro tect against cross

subsidization in transactions with affiliates. 

Also wjthin the scop~:: of this audit is DEK's compliance with KPSC regulations, including: 

• 807 Kt\R 5:080 SI2CTION 2-Annual reports 

• 807 KAR 5:080 SECffON 3 - Filing of cost allocation manual and amendments 

• 807 K.AR 5:080 SEG110N 4- Notice of establishment of new non-tegularcd acti,~ir:y 

With the approval of the merger of Duke Energy with Progress Energy Corporation Q1 rogress Energy), 

r:be KPSC impo!iCU rh.tce additional conditions on its approval of the merger, specifically: 

• Duke l?.nc.rgy Kentuc1.-y must continue to offer a fuU rnnge of cost-effective energy 
cooservaoon and efficiencrprograms. 

t The Board of Directors of the combined company must include at least one non-employee 

member who resides in the companis scnrice territory in Kentucky, lndl:ma, or Ohio. 

• No mergc.r costs mny be passed on ro Duke E nerg}' Kentucky ratepayers. 

Refc.r to Cl)(rprrrlf ~ Alt!IJ5rr Ordrr Rrqllirrn(m/s for a discussion of Duke Eharg:/s responses. 
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SOx Conttols 

SOx controls were the ultimate result of an act passed br U.S. Congress in 2002 to protect invesrors 

from the possibility of fraudulent accounting activities by corporations. The Sarbanes~Oxfey \ct 

tmlndated strict reforms to improve Enancial disclosures from corporations and prevent nccounring 

frt~ud. A$ a purr of this Act, year-end fi.nan~'ll repons were mandated to contain an assessment of the 

· cffcco\•cncss of the internal controls and the col)lpany's auditing fu;m would be required to attest to that 

assessment. This has resulted in public companies registered with the SEC to list specific. controls and 
rest them regularly and detettn.ioe that the controls are operati.rtg effectively and l\s intended. TI1ese 

listed controls are referred to as SOx controls. 

The Duke Energy organization has- approximately 1,500 SOx contro1s- in 201 5 (and is reduced again in 
2016 to approximately 1,100 controls). Of these controls, approximately 10 are directly applicable to 

affiliate relationships and charges and cbc CSF&G OH/KY group and three of these wcte tested in 
2015. TI1e controls tested were cons.idt.red • teffe~rivc," none were ••iQ.cffectivc" or "undetermined" 

Also, the SOx controls regarding accounting for services and asset transfers, such as im·entory stock 

transfers, arc generic and not specifically foctJscd on affiliate charges, as affiliate charges do not impact 

Duke Energy's consolidated fmancial sraremcnts, since affiliate charges are eliminated during 
consolidation.'': 

SOx Testing 

SOx resting occur at random and specific times during rhe year. When the Director of Accounting, 

lnte..rnal Controls, noti.fi~s the SOx representatives, each SOx rcp.rcsenrative verifies that the SOx. 

co.tltt:OI owners fot whi.ch they arc responsible ate still valid. Once validity is confirmed, the SOx 

representative directs the cc;mtrol owners to begin the. SOx testing. The resting results at~ documented 

ultimately in the Open Pages system with a narrative and any sup'porting documentation needed co 

confirm that the control is working as inr-endcd. When the documi';Otarion ~ complete in Open Pages, 

the SOx representative reviews the information provided. l'hc Jhrc:rnal Controls group, refeucd to as 

the Finance Governance & Business Bxcellence organization shown in £ ,:bi/Jit V /-1. also monitors this 

activity and documentation on an ongoing basis."" 
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Exhibit VI-1 
Finance Governance & Business Excellence Organization 
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Duke Enet:gy has approximately ten SOx copuols that appfy to the affiliate rclatiqos and charges, and 

the USFE&G Ohio/Kentucky group. TI1e controls have been tclabeled between 20'13 and 2015. The 
newly la:belcd conuols are:~~» 

+ Affiliate Ovorh~ad Run Report 

+ Affiliate A llocations Phite Form 

+ Thlance Sheet Review (previously called Subtegisttant Balance Sheet Rt:v:iew) 
+ Subregisttant Financial Results Summary (FRS) 
• Intercompany Balances Review 
+ Iotcrcompap.y Elimination Review 

+ Intercompany Elimination Review 
• Composite Rates are Entered Coaeccly in FMIS 
+ Service. Company Allocations Posred Properly 

+ Corporate Allocation Calcul:ation Review 

9) 

Subrcgisuant Pinandal Results Summru:y and Corporate Allocation Revie.w Were the two controls 

selected for testing and determined to be operating effectively during 2013,'" while Sub registrant 

flinnoci:U Results Summary (FRS), 13alance Sheet Revie\v, and Corporate Allocation Calculation Review 

were the three controls selected for testing and determined to be operating effectively during 20'15,1"" as 

illustrated in E.-:..·hibit Vl-2.1~· 
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Exhibit VI-2 
2015 Sox Controls Involving Alftliate Relationships and Charges and OH/KY Group 
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f:xhlbir VI-2 
2015 Sox (:ontrols Involving Mfiliate R!!lationships anti Ch~rges and OH/KY Group 
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Exhibit Vl-? 
2015 Sox Controls Involving Affiliate Relationships and Charges and OH/ KY Group 
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Exhibit Vi-? 
2015 So~ Controls Involving AtlJliate Relariopships and Charges and OH/KY Group 
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Nt~tll Rtporl 

Internal Audits 

11u:ec internal audirs regarding affiliate transaction. , cosr allocations., or other J\ ffiliate Rules aspects 

have been conducted in the last tluee years. The Corporate Audit Sen;ces group did not specifically 
pctform any audits regarding the Kentucky/Ohio ... \ ccounting & Reporting group in 2013 through 20 IS; 
however, routine internal cooU:ol reviews have been perfonncd during this time period, and tlu:ee audits 
were conducted that pertained to affiliate<! relationships or transactions. These audits are briefly 
described in £;~/)i/Jit I "1-J.Ii~ 

Exhibit Vf-3 
Internal Audits .Associated with Affiliate Relationships/Transactions 

2013 to 2015 · 

Audit# Audit Title- Date Completed 

113042: Annual Audjt of Affill'fnc l'mnsactions- 12 month period 
December 2(J, 20}3 

ended September 30, 2013 

11-IDII ,-\nnu.'ll ,\udit of .-\f6l.i:lte Tcansuction$·12 mon1b J?eriod 
January 30, 2015 ended Septc01bl.!r 301 2014 

115027 Annu}l~Aud.it of Afliliatc Tmnsacuons- 12 month period Fcln:uary 2, 20 16 
cudcd Sep1emhec 3U, 2JJ15 

~nurcc: lnfi •nnanun ltcspun~l.l 15 

~~ccording to tl1e Director, Corporate & Commercial Audit - Internal Audit and as documented m the 
audit memorandums listed in Exhibit 1/I-J, no recom.mend:ttionli were made rhar required management 

action . • \ctioos specified were to continue process as is, with few changes.'"" 

fn accordance with condition 5.12 of the Regulatory Conditions reguired by rhc Nonh Carolina t: tilities 

Commission, an annual audit is conducted of affiliate transactions by Duke Corporate Audit Ser.;ces 
(CAS) which includes a detailed review of those transactions for a one-year period ending S~pcember 30. 
T his amlit has been conducted three times over the last years with minor findings only. Per discussions 
with the Director, Corporate & Commercial.-\udit - Internal . udit, it is due to the ongoing work of 

Fin:u\cial Pboning and Analysis (PP&A) \Vho is responsible for ongoing monthly review of aU af£i.liatt! 

crnosactions and will l\djust for coding and pcicmg issues on an ongoing basis.·~ Each audit and d1e 
findings are detailed on the following pages. Note the audits included transactions with DEK, but \\.'ere 

nor only DEK transactions. Specific findings below, tn:t)' or may not have been related to DEK. '" 

Annual Audit of Affiliate Transactions-2013 #113042 

During the 2013 audit, it was determined thnt twu employees incorrecrly chr~rged rime to DEC for one 
pay period by emering an incorrect code on d1eir timcsheet. These two mist:tkcs were corrected with 

journal entries. m .\lso, another employee related insmnce had emplo yees transferred but their default 
labor ~tllocqtions were not updated tO reflect the change. :\ detailed re,·iew w:ts performed to c:tpture :ill 
similar instances and a journal entry posted to correct. 11

' 
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Pitta/ lvport 

Based on the findings in this audit mem ornndurn, se\•eral actions were called for. New requirements 

were communicated regarding employee payroll company changes to management of FP&A, Regulated 

LTtility Financial Planning (RUFP), HR. Busine~s Parmers, And HR Business Staffing for cinpJoyee 

transfers. The new requirements provided additional assurance that employee's labor charges will 
indeed originate ftom the appropriat~ entity. Additionally, enhanced Business Object queries were 

developed ·to assist in monitoring, researching, and if necessary, correcting aftili:ae transactions. Lastly, 

improyed guiJaocc will be given fo r time reporting inclucfing training, reference materials, and other 

_ communications t9 cv~luate roles and~spon.-Sibilitics in rhc...pc_rfottnanc_c .o£SQXconttoh around 

default labor. ''' 

Annual Audit Qf Affiliate Trans~ctions.-2014 #114011 

During the 2014 audit, cighr of 80 transactions were dctcnnioed ro have been coded Incorrectly and tw() 

of these led ro cross,subsiilizatioo of $2,539. O ne of these errors was an expense coding euor and the 

o ther was a labot: coding error. Both were determined to be isolated human error. A deep dive to 

un.cQver ocl1er erroJ~ with sim..i.l;tr a,ttribures led to an additional $9,979 bt:.ing identified and corrected. '" 

No new actions were deemed to be necessary, based on the findings in this audit memorandum. 

Monthly review and analysis will continue as well as ongoing ad!usrrneots based on those monthly 
reviews. "" 

Annual Audit of Affiliate Transactions-2015 #115027 

During the 2015 audit of affiliate transactions, 60 transactioos were selected and o f those 60, two were 

found to have coding error:; with immaterial dollar impact, less than Sl,OOO in total. AJditioual analysis was 

performed and $6,249 detettni.ncd co'be the total dollar amount of similar e.rrors. 

Like the previous year, no new recommendations were m ade. T he "Next Steps" section o f the 

memorartdwn no tes that FP&A will review and cJl.hancc areas df the Monthly A ffililite Transaction Review 

process documentation that require some additional clarification. Further, the next" steps section notes that 

FP&A will continue to perform rhe [onthly Affiliate T ransaction Re>v-iew and respond to monthly findings 
with correcting journal entries and additional guidance for proper guidance, as necessary. 

B. Findings & Conclusions 

Finding VI-1 LotcroAl a udil rep orts regarding (tfiiJiatc transaction • cost. alloc.ujons, o r 
other Affiliate- Rt1lcs aspect ha e bcco addres s-ed b. DEBS staff in a 
timdy manner. 

Por e;~ch of the audits identified previous!}' in 8..\.'bibit I / f.J, Schumaker & Compnny im ·cstigated if the 

resulting a\Jdit recommcudatioos were addressed br DE BS sraff in a timely manner. The Dircctm of 

Audit Se.ndces confirmed during this audit that all couccti,•c actions were. completed and implemented 

by the ugrccd upon completion dates. 
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AG 1J 
Exhibit -~=--------

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

ELECTRONIC APPLICATION OF KENTUCKY ) 
POWER COMPANY FOR (1) A GENERAL ) 
ADJUSTMENT OF ITS RATES FOR ELECTRIC ) 
SERVICE; (2) AN ORDER APPROVING ITS 2017 ) 
ENVIRONMENTAL COMPLIANCE PLAN; (3) AN ) 
ORDER APPROVING ITS TARIFFS AND RIDERS; ) 
(4) AN ORDER APPROVING ACCOUNTING ) 
PRACTICES TO ESTABLISH REGULATORY ) 
ASSETS AND LIABILITIES; AND (5) AN ORDER ) 
GRANTING ALL OTHER REQUIRED APPROVALS ) 
AND RELIEF ) 

ORDER 

CASE NO. 
2017-00179 

Kentucky Power Company ("Kentucky Power''), a wholly owned subsidiary of 

American Electric Power Company, Inc. ("AEP") is an electric utility that generates, 

transmits, distributes, and sells electricity to approximately 168,000 consumers in all or 

portions of 20 counties in eastern Kentucky. 1 Kentucky Power owns and operates a 

285-megawatt ("MW") gas-fired steam-electric generating unit in Louisa, Kentucky, and 

owns and operates a 50 percent undivided interest in a coal-fired generating station in 

Moundsville, West Virginia; Kentucky Power's share consists of 780 MW. Kentucky 

Power obtains an additional 393 MW from Rockport (Indiana) Plant Generating Units 

No. 1 and No. 2 under a unit power agreement ("Rockport UPA"). Kentucky Power's 

transmission system is operated by PJM Interconnection, LLC ("PJM"), a reg ional 

1 Application at 2. Kentucky Power also furnishes electric service at wholesale to the Cities of 
Olive Hill and Vanceburg, Kentucky. 



electric grid and market operator. Kentucky Power's most recent general rate increase 

was granted in June 2015 in Case No. 2014-00396.2 

BACKGROUND 

On April 26, 2017, Kentucky Power filed notice of its intent to file an Application 

("Application") for approval of an increase in its electric rates based on a historical test 

year ending February 28, 2017. By Order entered May 24, 2017, the Commission 

granted Kentucky Power's motion to deviate from certain filing requirements, which 

Kentucky Power requested in order to obtain additional time to review its Application 

before its proposed filing date of June 28, 2017. 

Kentucky Power tendered its Application on June 28, 2017, which included new 

rates to be effective on or after July 29, 2017, based on a request to increase its electric 

revenues by $65,387,987, or 11.80 percent. On August 7, 2017, Kentucky Power 

supplemented its Application to reflect the impact of refinancing of certain .debts in June 

2017, which reduced Kentucky Power's requested annual increase in revenues to 

$60,397,438. In its Application, Kentucky Power also requested approval of its 

environmental compliance plan, and proposed to revise, add, and delete various tariffs 

applicable to its electric service. After Kentucky Power cured filing deficiencies, its 

Application was deemed filed as of July 20, 2017. To determine the reasonableness of 

these requests, the Commission suspended the proposed rates for five months from 

their effective date, pursuant to KRS 278.1 90(2), up to and including January 18, 2018. 

2 Case No. 2014-00396, Application of Kentucky Power Company tor: (1) A General Adjustment 
of Its Rates for Electric Service; (2) An Order Approving Its 2014 Environmental Compliance Plan; (3) An 
Order Approwng Its Tariffs and Riders; and (4) An Order Granting All Other Required Approvals and 
Relief (Ky. PSC June 22, 2015) ("Case No. 2014-00396, Final Order"). 
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The following parties requested and were granted full intervention: the Attorney 

General of the Commonwealth of Kentucky, by and through his Office of Rate 

Intervention ("Attorney General"); Kentucky Industrial Utility Customers, Inc. ("KIUC"); 

Kentucky School Boards Association ("KSBA"); Kentucky League of ~ities ("KLC"); 

Kentucky Commercial Utility Customers, Inc. ("KCUC"); Kentucky Cable 

Telecommunications Association ("KCTA"); and Wai-Mart Stores East, LP and Sam's 

East, Inc. Uointly, 'Walmart''). 

By order entered on July 17, 2017, the Commission established a procedural 

schedule that provided for discovery, intervenor testimony, rebuttal testimony from 

Kentucky Power,3 a formal evidentiary hearing, and an opportunity for the parties to file 

post hearing briefs.4 On October 26, 2017, and November 7, 2017, an informal 

conference ("IC") was held at the Commission's offices to discuss procedural matters 

and the possible resolution of pending issues. All parties participated in the IC held on 

October 26, 2017, with the exception of KCTA, who engaged in separate discussions 

with Kentucky Power regarding possible resolution of issues pertaining to the Cable 

Television. Pole Attachment Tariff ("Tariff C.A.T.V.") The Attorney General did not 

attend the November 7, 2017 IC due to a scheduling conflict, but indicated that the IC 

should proceed as scheduled. At the November 7, 2017 IC, the parties in attendance, 

3 On October 11, 2017, the Attorney General flied a motion to amend the procedural schedule to 
permit him to file rebuttal testimony. Kentucky Power and KLC each filed responses In opposition. By 
order issued October 24, 2017, the Commission found the Attorney General failed to establish good 
cause to amend the procedural schedule and denied the Attorney General's motion. 

4 The Commission conducted public meetings in Kentucky Power's service territory on November 
2, 2017, In Prestonsburg, Kentucky; on November 6, 2017, in Hazard, Kentucky; and on November 8, 
2017, In Ashland, Kentucky. 
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with the exception of KCUC, arrived at an agreement in principle for the resolution of the 

issues raised in this case. 

On November 22, 2017, Kentucky Power, KIUC, KLC, KSBA, KCTA, and 

Walmart ("Settling Intervenors") filed a Settlement Agreement ("Settlement'') that 

addressed all of the issues raised in this proceeding. The Attorney General and KCUC 

are not signatories to the Settlement. The Settlement is attached as Appendix A to this 

Order. 

Because the Settlement was not unanimous, the December 6, 2017, evidentiary 

hearing was held as scheduled for the purposes of hearing testimony in support of the 

Settlement and on contested issues. On January 5, 2018, Kentucky Power, the 

Attorney General, KIUC, and KCUC filed their respective post hearing briefs. The 

matter now stands submitted to the Commission for a decision. 

SETTLEMENT AGREEMENT 

The Settlement reflects the agreement of the parties, except for the Attorney 

General and KCUC, on all issues raised in this case. The major substantive areas 

addressed in the Settlement are as follow: 

• Kentucky Power's electric retail revenues should be increased by 

$31,780,734, effective January 19, 2018.5 This amount consists of a base rate revenue 

reduction of $28,616,704 from the $60,397,438 requested in Kentucky Power's August 

7, 2017 supplemental filing. 

5 Settlement, paragraphs 2(a) and 17. 
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• Establishment of deferral mechanisms for $50 million in non-fuel, non-

environmental Rockport UPA expenses.6 

• Amendment of the Purchase Power Adjustment tariff ("Tariff P.P.A.") to 

recover incremental PJM Open Access Transmission Tariff ("OA IT') Load Serving 

Entity ("LSE") charges and credits above or below net PJM OA TT LSE charges and 

credits in base rates.7 

• Amendment of Tariff P.P.A. as described in the Direct Testimony of Alex 

E. Vaughan (''Vaughan Direct Testimony") to collect from, or credit to, customers the 

amount of purchased power costs that are excluded from recovery through the Fuel 

Adjustment Clause ("FAC"), and gains and losses from incidental sales of natural gas 

purchased for use at Big Sandy Unit 1, but not used or stored.8 

• Establishment of 20-year service life for Big Sandy Unit 1 for depreciation 

rates.9 

• Establishment of a return on equity of 9.75 percent. 10 

• Agreement to lower the Kentucky Economic Development Surcharge rate 

(''Tariff K.E.D.S.") for residential customers and increase the rate for non-residential 

customers, with matching contribution by Kentucky Power. 11 

e /d. at paragraph 3. 

7 !d. at paragraph 4. 

e /d. at paragraph 6. 

9 /d. at paragraph 7. 

10 !d. at paragraph 8. 

11 /d. at paragraph 10. 
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• Agreement to continue Tariff K-12 School as a permanent customer class 

instead of a pilot rate. 12 

• .Agreement that Kentucky Power will not request a general adjustment of 

base rates for rates that would be effective prior to the January 2021 billing cycle.13 

• Increase Kentucky Powers customer charge for Residential Service 

customers to $14.00 per month.14 

CONTESTED REVENUE REQUIREMENT AND REVENUE ALLOCATION ISSUES 

Kentucky Power proposed an annual increase in its electric revenues of 

$60,397,438 in its August 7, 2017 supplemental filing. Through testimony, the Attorney 

General contended that Kentucky Power should be allowed to increase its electric 

revenues by $39.9 million.15 Through testimony, KCUC contended that the revenue 

allocation contained in the Settlement does not provide fair or reasonable treatment for 

customers in the Large General Service class (''Tariff LG.S."). Because the parties 

have not reached a unanimous settlement on the increase in revenues, the Commission 

must consider the evidentiary record on these issues as presented by Kentucky Power, 

the Attorney General, and KCUC, and render a decision based on a determination of 

Kentucky Powers capital , rate base, operating revenues, operating expenses, and 

revenue allocation, as would be done in a fully litigated rate case 

12 /d. at paragraphs 121 3. 

13 /d. at paragraph 5. 

14 /d. at paragraph 16. 

15 Direct Testimony of Ralph C. Smith ("Smith Testimony") at 12. 
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TEST PERIOD 

Kentucky Power proposed the 12-month period ending February 28, 2017, as the 

test period for determining the reasonableness of its proposed rates. None of the 

Intervenors contested the use of this period as the test period. The Commission finds it 

is reasonable to use the 12-month period ending February 28, 2017, as the test period 

in this case. Due to the timing of Kentucky Power's filing, the 12-month period ending 

February 28, 2017, is the most recent feasible period to use for setting rates and, 

except for the adjustments approved herein, the revenues and expenses incurred 

during that period are neither unusual nor extraordinary.16 In using this historic test 

period, the Commission has given full consideration to appropriate known and 

measurable changes. 

RATE BASE 

Jurisdictional Rate Base Ratio 

Kentucky Power proposed a test-year-end Kentucky jurisdictional rate base of 

$1,323,494,246.17 The Kentucky jurisdictional rate base is divided by Kentucky Power's 

test-year-end total company rate base to derive the Kentucky jurisdictional rate base 

ratio ("jurisdictional ratio") . This jurisdictional ratio is then applied to Kentucky Power's 

total company capitalization to derive the Kentucky jurisdictional capitalization. The 

jurisdictional ratio uses the test-year-end rate base before any ratemaking adjustments 

16 On May 22, 2017, Kentucky Power filed a motion to deviate from filing requirement 807 KAA 
5:001, Section 12(1 ){a), which requires the submission of a detailed financial exhibit for the 12-month test 
period ending not more than 90 days prior to the date of Its application. Kentucky Power requested to 
deviate by filing the required financial exhibit for 12-month period ending 120 days, rather than 90 days, 
prior to the date of its application. By Order, the Commission approved Kentucky Power's motion to 
deviate from 807 KAA 5:001 , Section 12(1)(a) (Ky. PSC May 24, 2017). 

17 Application, Section V, Exhibit 1, Schedule 4. 
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applicable to either Kentucky jurisdictional operations or other jurisdictional operations. 

Kentucky Power used a jurisdictional ratio of 98.3 percent.18 The Commission finds the 

calculation of Kentucky Power's test-year electric rate base reasonable for purposes of 

establishing the jurisdictional ratio. 

Pro Forma Jurisdictional Rate Base 

Kentucky Power calculated a pro forma jurisdictional rate base of 

$1,194,888,447,19 which reflects the types of adjustments made by the Commission in 

prior rate cases to determine the pro forma rate base. 

The Attorney General proposed one adjustment to Kentucky Power's proposed 

rate base for the Cash Working Capital ("CWC") allowance. The Attorney General 

proposed an allowance of $18,953,980, which is $740,459 lower than the $19,694,529 

proposed by Kentucky Power in its Application. While indicating a preference for using 

a lead-lag study, the Attorney General stated that if CWC is to be calculated using the 

Commission's long-standing 1/8th formula approach, then the proper level of CWC for 

ratemaking purposes should be based on the pro forma operations and maintenance 

expenses allowed by the Commission.20 The Attorney General also stated that since 

Kentucky Power's revenue requirement is calculated based upon its jurisdictional 

capitalization rather than its adjusted jurisdictional rate base, any adjustment to ewe 

would have no impact on the revenue requirement.21 

18 I d. The non-jurisdictional percentage of approximately 1. 7 percent Is due to the furnishing of 
electric service at wholesale to the City of Olive Hill and the City of Vanceburg. 

19 /d. 

20 Smith Testimony at 22. 

21 ld. at 23. 

-8- Case No. 201 7-00179 



While the Commission agrees with the methodology the Attorney General utilized 

for calculating the CWC, the Commission does not agree with the Attorney General's 

proposed CWC. The CWC allowance included in the rate base, as shown below, is 

based on the adjusted operation and maintenance ("O&M") expenses discussed in this 

Order, as approved by the Commission. The Commission has aete-rmined Kentucky 

Power's pro forma jurisdictional rate base for ratemaking purposes for the test year to 

be as follows: 

Total Utility Plant in Service 

Add: 
Materials & Supplies 
Prepayments 
Cash Working Capital Allowance 

Subtotal 

Deduct: 
Accumulated Depreciation 
Customer Advances 
Accumulated Deferred Income Taxes 
Contributions in Aid of Construction 

Subtotal 

Pro Forma Rate Base 

Reproduction Cost Rate Base 

KRS 278.290 (1) states, in relevant part, that: 

$2,264,648,845 

36,344,575 
49,905,719 
18,905,292 

$105.155.586 

764,544,392 
27,076,876 

384,084,1 08 

$1 1175,705,376 

$1 .194.099.055 

[T)he commission shall give due consideration to the history and 
development of the utility and its property, original cost, cost of 
reproduction as a going concern, capital structure, and other 
elements of value recognized by the law of the land for ratemaking 
purposes. 

Neither Kentucky Power, the Attorney General, nor KCUC provided information 

regarding Kentucky Power's proposed Kentucky jurisdictional reproduction cost rate 
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base. Therefore, the Commission finds that using Kentucky Power's historic costs for 

deriving its rate base is appropriate and consistent with Commission precedent 

involving Kentucky Power, as well as other Kentucky jurisdictional utilities. 

CAP IT ALIZA TION 
. 

Kentucky Power proposed an adjusted Kentucky jurisdictional capitalization of 

$1,191,785,493.22 This amount was derived through adjustments to exclude certain 

environmental compliance investments that remain part of the environmental rate base 

and are included in Kentucky Power's environmental surcharge mechanism. 

Kentucky Power determined its electric capitalization by multiplying its total 

company capitalization by the rate base jurisdictional allocation ratio described earlier in 

this Order. This is consistent with the approach used in previous Kentucky Power rate 

cases. 

The Attorney General did not recommend any adjustments to Kentucky Power's 

capitalization. The Attorney General proposed one adjustment to rate base for CWC, 

since it does not affect Kentucky Power's jurisdictional capitalization, but recommended 

no change to the amount proposed by Kentucky Power. 

The Commission finds the proposed amount of Kentucky Power's jurisdictional 

capitalization is reasonable. 

REVENUES AND EXPENSES 

For the test year, Kentucky Power reported actual net operating income from its 

electric operations of $85,033,742.23 Kentucky Power proposed 55 adjustments to 

22 Application, Section II, Exhibit L. 

23 Application, Section V, Exhibit 1, Supplemental Schedule 4 (filed Aug. 7, 2017) . 
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revenues and expenses to reflect more current and anticipated operating conditions, 

resulting in an adjusted net operating income of $43,690,670.24 With this level of net 

operating income, Kentucky Power reported an adjusted test year revenue deficiency of 

$60,397,438.25 

The Attorney General accepted 45 of Kentucky Power's proposed adjustments to 

its test-year revenues and expenses. 

A list of the non-contested adjustments is contained in Appendix B to this Order. 

The Attorney General proposed 14 additional adjustments to Kentucky Power's 

operating income relating to: 1) theft recovery revenue; 2) payroll expense - employee 

merit increase; 3) overtime payroll expense related to employee merit increase; 4) 

payroll tax expense; 5) incentive compensation expense; 6) stock-based compensation; 

7) savings plan expense; 8) supplemental executive retirement program expense; 9) 

affiliate charge for corporate aviation expense; 1 0) storm damage expense; 11) 

relocation expense; 12) gain on sale of utility property; 13) cash surrender value of life 

insurance policies; and 14) rate case expense. 

The Attorney General's proposed adjustments pertain solely to Kentucky Power's 

base rate revenue requirements. The Commission makes the following determinations 

regarding the Attorney General's proposed base rate adjustments. 

Theft Recovery Revenue 

The Attorney General proposed an adjustment to increase Kentucky Power's 

theft recovery revenue by $166,698 based upon Kentucky Power's estimate of 

24 /d. 

2s /d. at Schedule V, Supplemental Exhibit 2 (filed Aug. 7, 2017). 
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increased theft recovery revenue.26 Kentucky Power expects to increase theft recovery 

revenue due to the addition of a new administrative assistant who would allow Kentucky 

Power's field investigators to spend more time on suspected energy theft. 

The Commission finds that the Attorney General's proposed adjustment 

regarding theft recovery revenue is reasonable, and therefore the proposed adjustment 

for theft recovery revenue of $166,698 should be allowed for ratemaking purposes. 

Payroll Expenses: Employee Merit Increase. Overtime Payroll Expense, and Payroll 
Taxes 

The Attorney General proposed adjustments to payroll expense for employee 

merit increases for non-exempt salaried employees, overtime payroll expense related to 

employee merit increases, and associated payroll taxes in the amount of $57,205, 

$4,148, and $48,362, respectively. The Attorney General argued that Kentucky Power 

did not justify basing its proposed payroll expense adjustment on an annual merit 

increase of 3.5 percent. The Attorney General maintained that the payroll expense 

adjustment should be based upon a 3.0 percent merit increase.27 Limiting the merit 

increase to 3.0 percent results in corresponding adjustments to overtime and payroll tax 

expenses. The payroll tax adjustment includes the impact of limiting the merit increase 

to 3.0 percent and other adjustments to incentive compensation and stock-based 

compensation proposed by the Attorney General. 

Kentucky Power maintained that the test year wage increases are reasonable. A 

comparison of Kentucky Power's total target compensation with the 2016 EAPDIS 

26 Smith Testimony at 24; Kentucky Power's Response to the Attorney General's First Request 
· for Information ("Attorney General's First Request"), Item 319. 

27 ld. at 26-30. 
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Energy, Technical, Craft & Clerical Survey (Southeast region data) reveals that, on 

average, Kentucky Power's compensation was 5.4 percent below the average for the 

region.28 Kentucky Power claimed that, in light of the survey results, the test year wage 

increases were necessary to provide market competitive wages to target and retain 

employees. 

The Commission finds that Kentucky Power's test year wages are reasonable 

and that the Attorney General's proposed adjustments to payroll expense for employee 

merit increases for non-exempt salaried employees, overtime payroll expense related to 

employee merit increase and payroll taxes should be denied. 

Incentive Compensation and Stock Based Compensation 

Kentucky Power included $3,900,806 of incentive compensation plan ("ICP") 

costs29 and $1 ,758,874 in Long-Term Incentive Plan ("LTIP") costs in its Kentucky 

jurisdictional revenue requirement.30 These amounts reflect the adjustments made by 

Kentucky Power.31 In the Settlement, Kentucky Power and the Settling Intervenors 

agreed to reduce incentive compensation expenses by $3.15 million, which included 

incentive compensation and stock-based compensation. 

28 Application, Direct Testimony of Andrew J. Carlin ("Carlin Direct Testimony"), Exhibit ARC-4. 

29 Kentucky Power's Response to Commission Staff's Second Request for Information (Staff's 
Second Request"), Item 85; Kentucky Power's Response to KIUC's First Request for Information ("KIUC's 
First Request") , Item 31. 

30 Smith Testimony at 31 . This consists of Kentucky Power direct-charged jurisdictional O&M 
expense of $2,255,760, AEP allocated amount of $3,1 18,781 and charges from other affiliates of $51 ,300 
less $1 ,525,035 that was removed from the revenue requirement per the Application, Section V, Exhibit 2, 
Workpaper 32. 

31 Application, Direct Testimony of Tyler H. Ross ("Ross Direct Testimony") at 14. 
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The Attorney General recommended reducing incentive compensation expense 

by a total of $3,096,868. The Attorney General recommended an adjustment of ICP 

costs that decreased test year expense by $1 ,350,120 on a Kentucky jurisdictional 

basis, which represented the removal of the 25 percent of ICP costs that represent 

performance measures tied to increasing shareholder value.32 The Attorney General 

maintained that ratepayers should not be responsible tor those costs because Kentucky 

Power's shareholders are the main beneficiaries of the 25 percent performance 

measure for quantitative financial objectives, which include earnings per share.33 

Similarly, the Attorney General argued that $1 ,746,748 in stock-based compensation 

costs should be removed because ratepayers should not be required to pay 

management compensation based on the performance of Kentucky Power's stock price, 

which primarily benefits Kentucky Power's parent company.34 In support of his 

argument, the Attorney General pointed to previous cases in which the Commission 

held that ratepayers should not bear the cost of stock-based compensation programs 

unless there is clear a.nd definitive quantitative evidence demonstrating a benefit to 

ratepayers.35 

In response, Kentucky Power argued that the Attorney General's adjustment to 

the proposed incentive compensation expense was not warranted because the 

32 Smith Testimony at 35, Exhibit RCS-1, page 3 of 32; Smith Testimony at 30-31. The 2016 ICP 
was weighted 75 percent to AEP's earnings per share and 25 percent to other metrics 

33 /d. at 31. 

34 ld. at 39. 

35 Case No. 2014-00397, Final Order at 27-28; Case No. 2005-00042, An Adjustment of the Gas 
Rates of the Union Light, Heat and Power Company (Ky. PSC Feb. 2, 2006); Case No. 2010-00036, 
Application of Kentucky-American Water Company for an Adjustment of Rates Supported by a Fully 
Forecasted Test Year(Ky. PSC Dec. 14, 2010). 
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incentive compensation programs provide benefits to both Kentucky Power's customers 

and its shareholders.36 

The Commission finds that the Settlement provision that reduces incentive 

compensation by $3.1 5 million, which is a greater reduction than the adjustment 

recommended by the Attorney General, is reasonable and should be approved. 

Savings Plan Expense 

Kentucky Power included $1 ,662,975 in its jurisdictional revenue requirement for 

savings plan expense for employees who participate in a defined benefit plan and have 

matching 401 (k) contributions from Kentucky Power.37 

The Attorney General proposed a Kentucky jurisdictional adjustment of 

$1,102,496 for savings plan expense for employees who participate in a defined benefit 

plan and have matching 401 (k) contributions from Kentucky Power. 

In rebuttal, Kentucky Power explained that participation in the defined benefit 

plan ended in 2000 and benefits were frozen in 2010.38 Therefore, Kentucky Power 

does not contribute to a defined benefit plan and 401 (k) matching plan at the same time. 

The Commission has disallowed such matching contributions when both a defined 

be~efit plan and 401 (k) matching contribution exist concurrently. This is not the case 

with Kentucky Power. 

The Commission finds that Kentucky Power's savings plan expense is 

reasonable and should be allowed for ratemaking purposes. 

36 Rebuttal Testimony of Andrew R. Carlin ("Carlin Rebuttal Testimony") at 7. 

37 Kentucky Power's Response to Staff's Second Request, Item 56.h. and i. 

38 Dec. 7, 2017 H.V.T. at 4:50:20. 
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Supplemental Executive Retirement Plan ("SERP") 

The Attorney General proposed an adjustment of $52,453 for the expense 

associated with Kentucky Power's Supplemental Executive Retirement Plan ("SERP"). 

The Attorney General argued that such plans provide benefits to executives that exceed 

amounts limited in qualified retirement plans by the Internal Revenue Service.39 The 

Attorney General also maintained that the provision of additional retirement 

compensation to Kentucky Power's highest paid executives is not a reasonable 

expense that should be recovered in rates. 

In rebuttal, Kentucky Power stated that the total benefit it provides under both its 

qualified and non-qualified plan is equal to the benefit that would be produced by the 

formulas utilized under the qualified plans if these plans were not subject to the benefit 

limitations imposed on qualified plans.40 

The Commission finds the SERP expenses reasonable and, therefore, should be 

allowed for ratemaking purposes. 

Affiliate Charge for Corporate Aviation Expense 

The Attorney General proposed an adjustment of $382,769 to remove the cost of 

the AEP corporate aviation expense charged to Kentucky Power during the test year. 41 

The Attorney General argued that AEP corporate aviation is a perquisite for AEP 

executives and directors and, as such, shareholders should bear the cost, not 

ratepayers. 

39 Smith Testimony at 42. 

4o Carlin Rebuttal Testimony at R-32. 

41 Smith Testimony at 43-44. 
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The Commission disagrees with the Attorney General's proposed adjustment for 

corporate aviation expense. While private jet travel may appear to be an extravagance, 

legitimate travel expenses would have been incurred through commercial airlines. The 

Commissions finds that the aviation expense proposed by Kentucky Power is 

reasonable and should be approved. 

Storm Damage Expense 

Kentucky Power proposed an adjustment of $595,932 for storm damage expense 

based upon a three-year average of major storm expense. The Attorney General 

proposed an adjustment to reduce storm damage expense by $595,932, arguing that 

Kentucky Power had not demonstrated a compelling reason to increase test year storm 

damage expense.42 

Kentucky Power explained that it used a three-year average to normalize the 

level of costs to address the uncertainty regarding when, and how much, a major storm 

will affect Kentucky Power and because using only the test year amount in a base rate 

filing could lead to major swings in adjustments for storm damage expense.43 

The Commission finds that Kentucky Power's storm damage expense adjustment 

is reasonable and should be allowed for ratemaking purposes. 

Test Year Relocation Expense 

Kentucky Power included a $318,073 adjustment for relocation expense in its 

test year revenue requirement. 44 The Attorney General proposed an adjustment to 

42 /d. at 44. 

43 Rebuttal Testimony of Ranie K. Wohnhas ('Wohnhas Rebuttal Testimony'') at R-18 - R-19. 

« Kentucky Power's Response to the Attorney General's First Request, Item 251 . 
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normalize relocation expenses that reduced the test year operating expenses by 

$140,972 on a Kentucky jurisdictional basis.4s 

In response to Commission Staff's Post-Hearing Data Request, Item 14, 

Kentucky Power stated that its relocation expense for the eight-month period March 1, 

2017 to October 31 , 2017 totaled $125,736. Annualized over a twelve-month period 

ending February 28, 2018, relocation expenses are forecasted to total $188,604. On a 

Kentucky jurisdictional basis, relocation expenses for the twelve months ending 

February 28, 2018 amount to $185,964. 

The Commission finds that the relocation expense should be adjusted based 

upon the Kentucky jurisdictional relocation expenses for the twelve months ending 

February 28, 2018. This results in a decrease to the Kentucky jurisdictional relocation 

expense of $132,109. 

Gain on Sale of Utility Property 

The Attorney General proposed an adjustment to amortize a $996,669 gain on 

the sale of utility property ("Carrs Site") over three years for $327,240 per year on a 

Kentucky jurisdictional basis.48 The Attorney General maintained that the Kentucky 

jurisdictional gain on the sale of utility property should flow back to customers. 

In rebuttal , Kentucky Power argued that the gain on the sale of the property 

should not be adjusted to reduce its revenue requirement because the Carrs Site had 

not been included in rate base, and thus Kentucky Power had not received a return on 

45 Smith Testimony at 46. 

46 ld. at 47. 
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the Carrs Site for the last 33 years.47 Kentucky Power also noted that it removed 

$60,539 in property taxes from its cost of service in this case.48 

The Commission finds that, since Kentucky Power has not received a return on 

this investment and has excluded the property taxes from its cost of service, the 

proposed adjustment by the Attorney General is not reasonable and should be denied. 

Cash Surrender Value of Life Insurance 

Kentucky Power recorded expense in the test year associated with the cash 

surrender value of life insurance of former executives in a Kentucky jurisdictional 

amount of $26,941 .49 

The Attorney General asserted that Kentucky Power's ratepayers should not be 

responsible for paying the expenses for the cash surrender value of life insurance for 

former executives and recommended the $26,941 of expense be denied for ratemaking 

purposes.50 

In rebuttal, Kentucky Power explained that the expense is part of the total 

compensation/benefit package given to executives (current or former) that should be 

recovered whether or not the executive is a current or a former employee.51 

The Commission finds that the proposed expense is reasonable, and therefore 

the Attorney General's proposed adjustment should be denied. 

47 Wohnhas Rebuttal Testimony at R-20. 

48 /d. 

49 Smith Testimony at 48. 

50 /d. 
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Rate Case Expense 

The Attorney General proposed an adjustment to remove $458,333 in rate case 

expenses.52 The Attorney General proposed to remove certain rate case expenses 

billed by a consultant who conducted witness preparation but did not sponsor testimony 

on Kentucky Power's behalf. The Attorney General also proposed to remove remaining 

rate case expenses as a penalty for Kentucky Power not seeking a reduction in the 

Rockport UPA ROE, which was established by the Federal Energy Regulatory 

Commission ("FERC"). 

In rebuttal , Kentucky Power argued that witness preparation is a necessary part 

of litigating a base rate case and that, regardless of who performs the function, the cost 

should be recovered.53 Kentucky Power further argued that FERC's determination of 

the Rockport UPA ROE was fair, just, and reasonable, and that the decision was within 

FERC's exclusive jurisdiction. Kentucky Power asserted that the Attorney General's 

proposal to deny rate case expense as a penalty for the Rockport UPA ROE was an 

unlawful and unconstitutional attempt to overturn a FERC decision. 

The Commission finds that the Attorney General's adjustment to remove rate 

case expenses for witness preparation and as a penalty for the Rockport UPA ROE is 

unreasonable, and should be denied. Given the type of service provided, the Attorney 

General's argument to remove the witness preparation consultant's fees is not 

51 Wohnhas Rebuttal Testimony at 17. 

s2 Smith Testimony at 52. 

53 Wohnhas Rebuttal Testimony at R-20. 
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persuasive.54 In regard to adjusting the rate case expenses as a penalty not related to 

ratemaking, as set forth in South Central Bell v. Utility Reg. Comm'n, 637 S.W .2d 649, 

653 (Ky. 1982), the imposition of penalty that is not germane to the factors that go into 

the ratemaking process is arbitrary and subjective. If the Attorney General objects to 

the ROE awarded by FERC, the appropriate forum to address that issue is at FERC, 

and not the Commission. 

COMMISSION ADJUSTMENTS TO REVENUES AND EXPENSES 

Off System Sales ("OSS") Margins, System Sales Clause Tariff ("Tariff S.S.C.") 

During the test year, Kentucky Power included OSS margins in the amount of 

$7,163,948. Kentucky Power operated the converted Big Sandy Unit 1 for only nine 

months of the test period. While Kentucky Power annualized the plant maintenance 

expense for Big Sandy Unit 1,55 there was no adjustment or annualization to OSS 

margins. 

The Commission finds that OSS margins should be adjusted to reflect an 

annualized amount. For the 12-month period ending September 30, 2017, Kentucky 

Power had OSS margins of $7,650,360.58 Therefore, the Commission will utilize the 

OSS margins of $7,650,360 for the 12-month period ending September 30, 2017, rather 

than the test year amount, resulting in an increase in operating revenue of $486,412. 

Additionally, the amount of OSS margins to be collected in base rates is $7,650,360, 

rather than the $7,163,948 proposed in the application. 

54 See Kentucky Power Fifth Supplemental Response to Staff's First Request (filed Jan. 2, 20 18), 
Item 56. The witness preparation fees were $42,623; Kentucky Power's other legal fees were $677,547. 

ss Application, Section V, Exhibit 2, Workpaper 41 . 

56 Response to Commission Staff's Fourth Request for Information, Item 2. 
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Weather Normalized Commercial Sales 

Kentucky Power proposed an adjustment to increase revenues to reflect normal 

temperatures, but its adjustment applied only to residential customer sales. In 

discovery, Kentucky Power stated that commercial revenues would have been 

$914,000__ greater based on weather normalized temperatures.57 After the related 

variable expenses are removed from revenues, the rate increase is reduced by 

$400,000. 

The Commission finds this adjustment reasonable as temperatures affect the 

revenues in both the residential and commercial classes. Therefore, the Commission 

will reduce the rate increase by $400,000 to reflect this adjustment. 

Purchased Power Limitation and Forced Outage Purchase Power Limitation Expense 

Kentucky Power proposed adjustments to include the purchased power limitation 

and forced outage purchase power limitation expense in base rates in its application in 

the amount of $3,150,582 and $882,204, respectively. 

As discussed under the FAC Purchase Power Limitation section below, the 

Commission is denying Kentucky Power's proposal to recover such costs under Tariff 

P.P.A. Accordingly, the Commission finds these adjustments unreasonable and should 

be denied. 

Net Operating Income Summary 

After considering all pro forma adjustments and applicable income taxes, 

Kentucky Power's adjusted net operating income is as follows: 

57 Direct Testimony of Lane Kollen at 16-17. 
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Operating Revenues 

Operating Expenses 

Adjusted Net Operating Income 

RATE OF RETURN 

$568,163,551 

519,965,870 

$48.197.681 

Capital Structure and Cost of Debt 

Kentucky Power proposed an adjusted test-year-end capital structure consisting 

of 54.45 percent long-term debt at 5.32 percent; zero percent short-term debt at 0.80 

percent; 3.87 percent accounts receivable financing at 1.95 percent; and 41.68 percent 

common equity at a return of 10.31 percent. 58 On August 7, 2017, Kentucky Power filed 

a supplement to its Application reflecting the results of Kentucky Power's June 2017 

refinancing of $325 million 6.00 percent Senior Unsecured Notes, and $65 million 

WVEDA Mitchell Project, Series 2014A Variable Rate Demand Notes as authorized in 

Case No. 2016-00345.59 This refinancing reduced the annual cost of long-term debt to 

4.36 percent.60 The capital structure proposed by the Settlement downwardly adjusts 

the long-term debt by one percent and places this percent onto the short-term debt at 

an interest rate of 1.25 percent.61 

58 Application, Direct Testimony of Zachary C. Miller ("Miller Direct Testimony") at 3. 

59 Case No. 2016-00345 Electronic Application of Kentucky Power Company for Authority 
Pursuant to KRS 278.300 to Issue and Self Promissory Notes of One or More Series and for Other 
Authorizations (Ky. PSC Dec. 21, 2016). 

60 Supplemental Direct Testimony of Zachary C. Miller at 5. 

6 1 Settlement Testimony of Mattew J . Satterwhite (uSatterwhite Settlement Testimony") at Exhibit 
6a. 
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The Attorney General employed Kentucky Power's proposed capital structure 

and senior capital cost rates.62 KCUC was silent on this topic. 

Kentucky Power stated that it sells its receivabl~s to AEP for cost savings due to 

default risks and to improve cash flow.63 However, Kentucky Power's uncollectible 

accounts remain with Kentucky Power and are not sold with the accounts receivable.64 

The Commission notes that the cost of accounts receivable financing is higher than 

traditional short-term financing. The Commission believes that selling the receivables 

but maintaining the bad debt places an undue burden onto Kentucky Power's 

customers. Therefore, the Commission will blend the funds between short-term debt 

and accounts receivable financing so that the weighted average cost percentage of 

accounts receivable financing is decreased three basis points and placed on the short

term debt weighted average cost percentage. This reduces the percent of accounts 

receivable financing to 1.67 percent of the total capital structure and increases the 

percent of short-term debt to 3.20 percent of the total capital structure. The 

Commission finds that the cost of long-term debt and short-term debt of 4.36 percent 

and 1.25 percent, respectively, to be reasonable. 

Return on Equity 

In its Application, Kentucky Power developed its return on equity ("ROE") using 

the discounted cash flow method ("DCP'), the capital asset pricing model ("CAPM"), the 

empirical capital asset pricing model ("ECAPM"). and the utility risk premium ("RP"). In 

62 Direct Testimony of J . Randall Woolridge, Ph.D. ('Woolridge Testimony") at 3. 

63 Dec. 8, 2017 H.V.T. at 12:15:22. 

64 Dec. 6, 2017 H.V.T. at 5:43:36. 

-24- Case No. 2017-00179 



addition, Kentucky Power referenced the expected earnings approach.Gs Based on the 

results of the methods employed in its analysis, Kentucky-Power recommended an ROE 

range of 9.71 percent to 10.91 percent, including flotation cost.ae Kentucky Power 

recommended awarding the midpoint of this range, 10.31 percent, to maintain financial 

integrity and to support additional capital investment. 57 Kentucky Power further stressed 

that consideration of all models, not just the DCF model, is important as the DCF model 

results may reflect the impact from the recent recession and such financial inputs are 

not representative of what may prevail in the near future. 68 

Direct testimony and analysis regarding ROE was provided by the Attorney 

General. The Attorney General employed the DCF and CAPM models for his analysis 

and both models were evaluated using Kentucky Power's proxy group and the Attorney 

General's own proxy group. This was mostly for comparison purposes, as the Attorney 

General stated that, on balance, the two proxy groups were similar in risk.69 The 

Attorney General's DCF model results indicated equity cost rates of 8.25 percent and 

8.7 percent for the Attorney General and Kentucky Power proxy groups, respectively. 

The Attorney General disagreed with Kentucky Power's DCF analysis, specifically 

noting Kentucky Power's elimination of low-end DCF results and the use of growth 

forecasts that the Attorney General believes are overly optimistic and upwardly biased.70 

6s Application, Direct Testimony of Adrian M. McKenzie, CFA ("McKenzie Direct TestimonY') at 6. 

&e /d. at Exhibit AMM-2 at 1. 

67 ld. at 6. 

68 ld. at 7. 

69 /d. at 25. 

70 /d. at 65. 
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The Attorney General's CAPM results were 7.6 percent for both proxy groups. The 

Attorney General stated that Kentucky Power's CAPM analysis is flawed as the ECAPM 

version of the CAPM was used, which the Attorney General claims makes an 

inappropriate adjustment to the risk-free rate and the market risk premium.71 

Additionally, the Attorney General stated that Kentucky Power's CAPM analysis 

employed an inflated projected interest rate, an unwarranted size adjustment, and an 

excessive market or equity risk premium.72 

The Attorney General recommended relying primarily on the DCF model, 

determined the ROE range of the two proxy groups, 8.25 percent and 8.7 percent, to be 

reasonable, and recommended an ROE of 8.6 percent.73 In support of his 

recommendation, the Attorney General noted that: as investment risk, Kentucky 

Power's credit ratings are on par with the proxy groups; capital costs for utilities remain 

at historical low levels and are likely to remain at low levels; the risk associated with the 

electric utility industry is among the lowest and, as such, the cost of equity capital is 

amongst the lowest; and authorized ROEs have been gradually decreasing in recent 

years.74 

The Attorney General also disagreed with Kentucky Power's upward adjustment 

of 0.11 percent to the equity cost rate recommendation to account for flotation costs. 

The Attorney General argued that Kentucky Power did not identify any flotation costs 

71 td. at 68. 

72 ld. 

73 Woolridge Testimony at 58. 

74 /d. at 59. 
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that are specifically associated with Kentucky Power.75 The Attorney General stated 

that it is commonly argued that a flotation cost adjustment is necessary to recover 

issuance costs, but should not be recovered through the regulatory process, as these 

costs are already known to the investor upon buying the stockJs 

The parties to the Settlement agreed that the revenue requirement increases for 

Kentucky Power will reflect a 9.75 percent ROE as applied to Kentucky Power's 

capitalization and capital structure of the proposed revenue requirement increases as 

modified through discovery. As a result, use of a 9.75 percent ROE reduced Kentucky 

Power's proposed electric revenue requirement by $4.7 million.n In his post hearing 

brief, the Attorney General recognized the significant reduction from the original ROE, 

but still believes it is in excess of the return shareholders require.78 The Attorney 

General further argued that utilities seem to overstate necessary ROE, and does not 

support the 9.75 percent.79 For the reasons discussed below, the Commission finds a 

ROE of 9.75 percent to be unreasonable, and for the purpose of base rate revenues 

and certain tariffs, an ROE of 9.70 percent should be applied. 

In his testimony, the Attorney General noted that differing opinions between 

Kentucky Power and the Attorney General regarding capital market conditions result in 

differing HOE recommendations.80 Kentucky Power's analysis assumes higher interest 

75 ld. at 80. 

76 /d. at 81 . 

n Settlement at 4. 

78 Attorney General's Post Hearing Brief ("Attorney General's Brief") (filed Jan. 5, 2018) at 18. 

79 /d. at 19 and 20. 

so Woolridge Testimony at 5. 
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rates and capital costs whereas the Attorney General concludes that interest rates and 

capital costs are at low levels and likely to remain low for some time.81 The Commission 

agrees with the Attorney General that, although interest rates are increasing, they are 

doing so slowly and are still historically low. In fact, the Federal Reserve noted the 

following: 

The Committee expects that economic conditions will evolve in a manner 
that will warrant gradual increases in the federal funds rate; the federal 
funds rate is likely to remain, for some time, below levels that are 
expected to prevail in the longer run. However, the actual path of the 
federal funds rate will depend on the economic outlook as informed by 
incoming data.a2 

The Commission further agrees that models supporting the low interest rate 

environment should be given more weight than those supporting high interest rate 

expectations. 

The Commission also agrees with the Attorney General that flotation costs 

should be excluded from the analysis. The Commission believes that flotation costs are 

accounted for in the current stock prices, as the price includes the underwriting spread 

and adding the adjustment amounts to double counting. Removal of the flotation costs 

from Kentucky Power's initial cost of equity range lowers the range to 9.6 percent from 

1 0.8 percent.83 

The 2017 economic environment has shown signs of relative improvement. In 

response to low inflation and low unemployment, the Federal Reserve increased 

interest rates a quarter of a percent three times in 2017. Current outlooks for 2018 are 

81 /d. 

e2 Testimony of Richard A. Baudino at 8. 

83 McKenzie Direct Testimony, Exhibit AMM-2 at 1. 
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healthy, with gross domestic product growth rates expected to remain between two and 

three percent, unemployment forecasted to continue at the natural rate, and inflation 

expected to hover at around two percent.84 However, notwithstanding these 

improvements, the economy of Eastern Kentucky has lagged behind national and state 

trends. Employment trends have not recovered to pre-recession levels, earnings trends 

remain stagnant and lag behind the state trends, and poverty rates in the majority of 

Kentucky Power's service territory are 24.4 percent or higher.ss 

The Commission is cognizant of the risk inherent to Kentucky Power's service 

territory and load profile. The Commission notes the Attorney General's position that 

Eastern Kentucky has been economically depressed for the past decade and that the 

Commission should consider the economic conditions of the region in evaluating the 

overall rates and rate design.86 Therefore, given the adverse economic situation of the 

service territory of high unemployment, low earnings, and high poverty rates, the 

Commission finds a lower ROE will allow Kentucky Power to earn a fair return while 

reflecting the economic situation of its customers. 

For 2016, the median ROE of the utilities in the Attorney General's proxy group . 

was 9.3 percent; for Kentucky Power's proxy group, the median ROE was 9.4 percent.87 

In addition, the average authorized ROE reported by SNL Financial for 2017 is 

84 https://www.thebalance.com/us-economic-oullook-3305669. 

85 Attorney General's Brief at 12; Dismukes Testimony at 5-6; Dec. 6, 2017 H.V.T., PSC Exhibit 1. 

ae Dismukes Testimony at 6. 

87 Woolridge Testimony, Exhibit JRW-4 at 1. 
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approximately 9.7 percent. sa The Commission agrees with Kentucky Power that this is a 

benchmark worthy of consideration, but disagrees that a downward adjustment will be 

injurious to customers and the Kentucky economy.89 Based on the entire record 

developed in this proceeding, we find that an ROE of 9.7 falls within the range of the 

Attorney General's proposed 8.6 percent to the initial proposed ROE of 10.31 percent, 

and within Kentucky Power's original range of 9.6-10.8 percent, adjusted for flotation 

costs. Additionally, an ROE of 9.7 is within the range of the benchmarks provided by 

SNL, the proxy groups, and recent Commission Orders90 • 

Rate-of-Return Summary 

Applying the rates of 4.36 percent for long-term debt, 1 .25 percent for short-term 

debt, 1.95 percent for accounts receivable financing, and 9.70 percent for common 

equity to the Commission adjusted capital structure produces an overall cost of capital 

of 6.44 percent.91 The cost of capital produces a return on Kentucky Power's rate base 

of 6.42 percent. 

BASE RATE REVENUE REQUIREMENTS 

In the Settlement, Kentucky Power and the Settling Intervenors agreed to a base 

rate increase of $31 .8 million. The Attorney General's expert witness proposed a base 

8a Direct Testimony and Exhibits of Gregory W. Tillman on behalf of Wai-Mart Stores East, LP 
and Sam's East, Inc. at 11. 

89 Rebuttal Testimony of Adrian M. McKenzie, CFA at 73. 

9° Case No. 2016-00370 Electronic Application of Kentucky Utilities Company For An Adjustment 
Of Its Electric Rates and For Certificates of Public Convenience and Necessity (Ky. PSC Jun. 22, 2017) 
and Case No. 2016-00371 Electronic Application of Louisville Gas and Electric Company For An 
Adjustment Of Its Electric and Gas Rates and For Certificates Of Public Convenience and Necessity (Ky. 
PSC Jun. 22, 2017). 
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rate increase of $39.8 million. The Commission finds that, subject to the adjustments 

discussed in this Order, a base rate increase of $~ 2.35 million is reasonable, as is 

discussed in the Total Jurisdictional Revenue Requirement section below. 

REVENUE REQUIREMENT-RELATED RIDERS AND DEFERRALS 

Big Sandy Retirement Rider 

In its Application, Kentucky Power proposed to rename the Big Sandy Retirement 

Rider to the Decommissioning Rider to alleviate customer confusion regarding the 

purpose of the rider. Pursuant to the .settlement agreement approved in Case No. 

2014-00396, Kentucky Power recovers .the coal-related retirement costs of Big Sandy 

Unit 1, the retirement costs of Big Sandy Unit 2, and other site-related retirement costs 

through this rider. Only the rider name will change; the rider will continue to operate in 

the manner approved by the Commission in Case No. 2014-00396. 

The Commission finds the name change reasonable and that it should be 

approved. The Commission further finds that the carrying charges associated with this 

rider should be based on the weighted average cost of capital ('WACC,), after reflecting 

the impacts of the reduction in the federal corporate income tax rates approved in this 

Order, should become effective as of the date of this Order. However, the monthly 

amounts collected will not change until Kentucky Power makes its annual filing on or 

before August 15, 2018, to adjust the amounts collected under this rider. 

Big Sandy Unit 1 Operation Rider 

In its Application, Kentucky Power proposed to eliminate the Big Sandy Unit 1 

Operation Rider ("Tariff B.S.1.0.R.") and to recover through base rates the costs 

91 The Commission adjusted capital structure consists of 54.45 percent long-term debt, 3.2 
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currently recovered through Tariff B.S.1.0.R. Once new rates become effective in this 

case, Tariff B.S.1.0.R. will have an under- or over-recovery balance. Therefore, 

Kentucky Power also requested authority to establish a regulatory asset or liability that 

will allow Kentucky Power to track and defer any under- or over-recovery balance until 

its next rate case. 

In Case No. 2014-00396, the Commission approved Tariff B.S.1.0.R. to permit 

Kentucky Power to recover the non-fuel costs of operating Big Sandy Unit 1 as a coal 

burning unit until its conversion to natural gas, the non-fuel costs of its operation as a 

natural gas unit and capital investment required for its conversion to natural gas once it 

is placed in service. Tariff B.S.1.0.R. was designed to be in effect until the rates 

established in Kentucky Power's next base rate case were implemented. 

The Commission has previously approved regulatory assets for other 

jurisdictional utilities. Such approval has been granted when a utility has incurred: (1) 

an extraordinary, nonrecurring expense which could not have reasonably been 

anticipated or included in the utility's planning; (2) an expense resulting from a statutory 

or administrative directive; (3) an expense in relation to an industry-sponsored initiative; 

or (4) an extraordinary or nonrecurring expense that over time will result in a saving that 

fully offsets the cost.92 Since Tariff B.S.1.0.R. was approved by the Commission in 

Case No. 2014-00396, the establishment of a regulatory asset to address the under-

percent of short term debt, 1.67 percent of accounts receivable financing, and 41 .68 percent of common 
equity. 

92 Case No. 2008-00436, The Application of East Kentucky Power Cooperative, Inc. for an Order 
Approving Accounting Practices to Establish a Regulatory Asset Related to Certain Replacement Power 
Costs Resulting from Generation Forced Outages (Ky. PSC Dec. 23, 2008), at 4. See also Case No. 
2010-00449, Application of East Kentucky Power Cooperative, Inc. for an Order Approving the 
Establishment of a Regulatory Asset for the Amount Expended on Its Smith 1 Generating Unit (Ky. PSC 
Feb, 28, 2011 ), at 7. 
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recovery of Tariff B.S.1 .0 .R. is consistent with the second example listed above. 

Regarding a possibl~ regulatory liability, the Commission notes that it is appropriate that 

Kentucky Power customers be the beneficiaries of any over-recovery of Tariff 

B.S.1.0.R. 

The Commission finds the establishment of a regulatory asset or liability due to 

the elimination of Tariff B.S.1 .0.R. to be reasonable and that it should be approved. 

This approval is for accounting purposes only, and the appropriate ratemaking 

treatment for the regulatory asset or liability account will be addressed in Kentucky 

Power's next general rate case. 

Tariff A.T.R. 

In its Application, Kentucky Power . proposed to eliminate Tariff Asset Transfer 

Rider ("Tariff A.T .R.") . . Given that Kentucky Power has recovered the full amount that 

Tariff A.T.R. was designed to recover, the Commission finds the elimination of Tariff 

A.T.R. to be reasonable and that it should be approved. 

Tariff K.E.D.S. 

In its Application, Kentucky Power proposed to increase Tariff K.E.D.S. from 

$0.15 per meter per month to $0.25 per meter per month. In the Settlement, Kentucky 

Power and the Settling Intervenors agreed to a surcharge of $0.1 0 per meter for 

residential customers and $1 .00 per meter for non-residential customers. KCUC did not 

provide testimony regarding Tariff K.E.D.S. 

Tariff K.E.D.S. imposes an economic development surcharge, which was 

approved in Kentucky Power's last rate case,93 to fund economic development initiatives 

93 Case No. 2014-00396, Final Order at 49-51. 
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in Kentucky Power's service territory, with funds collected through the surcharge 

matched equally by Kentucky Power from AEP shareholder funds. As a basis for the 

increase, Kentucky Power argued that additional economic development funds were 

needed to grow its load and customer base. One of the reasons for Kentucky Power's 

proposed rate increase is a significant decline in load and customers since the 

economic downturn in 2008.11~ A decrease in customers and load concentrates costs 

among a smaller customer base, which results in fewer customers paying a larger share 

of the cost. Correspondingly, a growth in load and customer base spreads costs among 

a greater number of customers. 

The Attorney General recommended that the economic development surcharge 

be eliminated.95 The Attorney General asserted that Kentucky Power failed to provide 

evidence of a direct tie between Kentucky Power's economic development efforts and 

increased jobs and electricity sales.96 The Attorney General further asserted that the 

economic development surcharge simply redistributes ratepayer dollars without 

evidence of an identifiable benefit for ratepayers. 

In rebuttal, Kentucky Power countered that it maintains economic development 

metrics, including job counts, investments, and grants, which it uses to evaluate the 

94 Application, Direct Testimony of Brad N. Hall ("Hall Direct Testimony") at 5. Between 2008 and 
2016, Kentucky Power lost 6,931 customers, and its total annual sales declined from 7.24 GWh to 5.80 
GWh. 

95 Direct Testimony of David E. Dismukes ("Dismukes Testimony") at 4; Direct Testimony of 
Roger McCann ("McCann Testimony") at 6, 17. 

96 Dismukes Testimony at 4, 41 . 
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success of its economic development program.97 In a subsequent discovery response, 

Kentucky ~ower provided its written economic development action plan with strategic 

goals and metrics set forth In specific detail. 98 Kentucky Power contended that its 

economic development program achieves identifiable goals, and that Kentucky Power's 

customers receive benefits from the economic development surcharge. As an example, 

Kentucky Power asserted that its economic development efforts are projected to create 

1,705 new full-time positions, with an additional1,000 construction jobs.99 

The Commission recognizes the importance of economic development efforts, 

especially given the economic needs of Kentucky Power's service area. However, the 

Commission also recognizes that 26 percent, or 35,756, of Kentucky Power's residential 

customers are at or below the poverty level. 100 In 2016, Kentucky Power disconnected 

more than 11,000 residential customers who could not pay their electric bill. 101 In the 

course of this proceeding, the Commission received a large number of public comments 

from residential customers who questioned why they are charged for Kentucky Power's 

economic development efforts, particularly given the difficulty that residential customers 

have in paying their electric bills. Residential customers, especially those on fixed 

incomes, cannot pass along their costs; to a certain extent, non-residential customers 

97 Dec. 8, 2017 H.V.T. at 10:44:56. 

98 Kentucky Power Response to KCUC's Post Hearing Data Request (uResponse to KCUC Post 
Hearing Request"), Item No. 1, Attachment 1. 

99 Hall Direct Testimony at 12; Dec. 8, 2017 H.V.T. at 10:31:23. On December 7, 2017, there 
was an announcement that 875 jobs would result from a business locating in Pikeville, Kentucky. Prier to 
that announcement, there were 830 projected new jobs created from Kentucky Power economic 
development efforts. 

1oo Dec. 8, 2017 H.V.T. at 11:58:01 and 5:33:49. 

101 /d. at 11:58:1 9. 
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can pass along their costs to their customers. The Commission finds that the residential 

customer economic development surcharge of $0.10 per meter per month, as set forth 

in the Settlement, is unreasonable and therefore should be denied. The Commission 

further finds that the residential customer economic development surcharge should be 

eliminated. However, the Commission finds that the economic development surcharge 

on non-residential customers of $1.00 per meter per month, as set forth in the 

Settlement, is reasonable. Therefore, the Commission approves the portion of the 

Settlement applicable to the economic development surcharge for non-residential 

customers only. 

Home Enerav Assistance Program Surcharge 

In its Application, Kentucky Power proposed to increase the HEAP surcharge 

from $0.15 per residential meter per month to $0.20 per residential meter per month. 

Similar to the economic development surcharge, funds collected through the HEAP 

surcharge are matched equally by Kentucky Power from AEP shareholder funds. 

HEAP funds provide subsidies to assist eligible low-income customers in 

Kentucky Power's service territory to pay electric bills during seven peak heating and 

cooling months.102 There is a waiting list of eligible customers because there are not 

sufficient HEAP funds available to assist all eligible customers.103 

The Attorney General supported the. five-cent increase to $0.20 per residential 

meter per month, but argued that the increase was inadequate to keep pace with 

102 McCann Testimony at 5-6, 14. Subsidies are available in January, February, March, July, 
August, September, and December. 

103 /d. at 15. As of Sept. 20, 2017, there were 1,475 eligible customers on a wait-list for HEAP 
subsidies. 
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Kentucky Power's rate increases. The Attorney General proposed that the Commission 

approve the HEAP surcharge increase and, if the Commission discontinued the 

economic development surcharge, that the HEAP surcharge be increased in the same 

amount by which the economic development is reduced.10• 

Kentucky Power's President, Matthew J. Satterwhite, testified that, if the 

Commission modified the Settlement to eliminate the $0.1 0 per meter per month 

economic development surcharge for residential customers, Kentucky Power could 

agree to a commensurate increase in the HEAP surcharge by $0.10 per residential 

meter per month, with matching shareholder funds.105 

The Settlement is silent as to the HEAP surcharge. 

The Commission finds that the proposed increase in the HEAP surcharge is 

insufficient to address the demonstrable need to assist eligible low-income customers 

with their electric bills. The Commission further finds that the HEAP surcharge should 

be increased by the corresponding amount that the economic development surcharge 

for residential customers is r~duced. Therefore, the Commission rejects Kentucky 

Power's proposed increase in the HEAP surcharge to $0.20 per residential meter per 

month. The Commission finds an increase of the HEAP surcharge to $0.30 per 

residential meter per month is reasonable and should be approved. 

Rockport Deferral Mechanism 

In the Settlement, Kentucky Power and the Settling Intervenors agreed to defer 

$50 million of non-fuel and non-environmental lease expenses from Rockport Unit 2 

10• McCann Testimony at 6, 17; Dismukes Testimony at 4. 
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over five years, with the establishment of a regulatory asset for later recovery 

("Rockport Deferral Regulatory Asset'') of these expenses. This Rockport Deferral 

Regulatory Asset, plus a carrying charge based on a WACC of 9.11 percent, will be 

recovered through Kentucky Power's Tariff P.P.A. over five-years starting in December 

of 2022. The dates of the end of the deferral period and the start of the f ive-year 

amortization period coincide with the anticipated end of the Rockport UPA lease 

agreement.1oe 

The Settlement proposed a deferral of $15 million in 2018 and 2019, $10 million 

in 2020, and $5 million in 2021 and 2022. The Settlement's annual revenue 

requirement reflects a decrease to base rates of the 2018 $15 million adjustment. In 

2020, 2021 and 2022 the decrease in the deferral will be offset with an increase in the 

amount recovered through Tariff P.P.A. Additionally, in 2022, the increase in the 

amount recovered through Tariff P.P.A. will be prorated through December 8, 2022, as 

the Rockport UPA will terminate on that date. By utilizing Tariff P.P.A., Kentucky Power 

is able to reduce the annual deferral amount and concurrently keep base rates 

unchanged. Beginning in December 2022, the five-year deferral period will end and the 

recovery of the Rockport Deferral Regulatory Asset will begin. The Rockport Deferral 

Regulatory Asset will be amortized through 2027 and be subject to carrying charges 

until it is fully recovered. Kentucky Power estimates that the Rockport Deferral 

1os Dec. 7, 2017 H.V.T. at 10:53:09. 

10& Satterwhite Settlement Testimony at S-1 0. 
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Regulatory Asset will total approximately $59 million in December 2022. That amount 

will decrease incrementally until fully collected over the five-year amortization period. 107 

Neither the Attorney General nor KCUC offered testimony concerning the 

Rockport Deferral. However, during the hearing and in his post-hearing brief, the 

Attorney General expressed his concerns about the "very large financing costs" 

associated with the deferrals, stating that the "$50M over the entire deferral period is 

going to have financing costs piled on top of it. .. [t]hese financing costs are at the 

weighted average cost of capital including the 9.75 percent return of equity which then 

gets a tax gross up on top of it."108 The Attorney General further stated that a concern 

that the costs of the deferral will eventually require rate recovery in future rate 

proceedings.109 The Attorney General recommended that the carrying charge be 

reduced to 4.36 percent for Kentucky P9wer's current long term debt.110 

In response, Kentucky Power argued that the 9.11 percent WACC made 

Kentucky Power financially whole because of its need to finance the deferral through a 

combination of debt and equity, and therefore was appropriate.11 1 

The recovery period of the proposed Rockport Deferral Mechanism is contingent 

upon Kentucky Power not renewing the Rockport UPA.11 2 If the lease is not renewed, 

1o7 See Appendix A, paragraph 3 for details of the Rockport UPA Expense Deferral. 

1os Dec. 6, 2017 H.V.T. at 04:01:19; See also Attorney General's Brief at 31 . 

1o9 Dec. 6, 2017 H.V.T. at 04:01:19 

11o Attorney General's Brief at 31. 

111 Kentucky Power's Post Hearing Brief ("Kentucky Power's Brief") (filed Jan. 5, 2018) at 48. 

112 Kentucky Power stated that it is unlikely that the Rockport lease will be renewed. Dec. 6, 2017 
H.V.T. at 5:47:44; Kentucky Power Response to Staff's Second Request, Item 72. 
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the expenses associated with the Rockport UPA will be removed from rate base, which 

allows the regulatory asset to be funded without a change in rate base. However, if the 

lease is renewed, the deferred expenses will have to be recovered from future 

ratepayers, and possibly through an increase in rate base.113 The Commission 

recognizes that there are inherent risks associated with any deferral mechanism, 

especially since the deferral recovery is contingent upon not renewing the Rockport 

UPA. Given Kentucky Power's excess capacity and slow load growth, the Commission 

believes the benefits of the deferral outweigh the associated risks, and approves the 

Rockport Deferral Mechanism and the associated $15 million decrease to !ate base. 

The carrying charges associated with this rider shall be based on the WACC approved 

in this Order and are effective as of the date of this Order. This approval is for 

accounting purposes only, and the appropriate ratemaking treatment for this regulatory 

asset account will be addressed in Kentucky Power's next general rate case. 

Environmental Surcharge Tariff E.S. 

Kentucky Power proposed an addition to its Environmental Compliance Plan to 

recover the cost of installing Selective Catalytic Reduction ("SCR") technology at 

Rockport Unit 1, affecting the amounts collected under Tariff E.S The project is 

discussed later in the Environmental Compliance Plan section of this Order. Kentucky 

Power estimated the revenue requirement for the SCR project to be $3,903,065.114 The 

Commission finds the Rockport Unit 1 revenue requirement to be reasonable. 

113 Satterwhite Settlement Testimony at S-13. 

114 Elliott Testimony, Exhibit AJE-5. 

-40- Case No. 2017-00179 



TOTAL JURISDICTIONAL REVENUE REQUIREMENTS 

The Commission has found that Kentucky Power's required ROE falls within a 

range of 8.60 percent to 10.31 percent, and approves an ROE of 9.70 percent. The 

Settlement proposed a base rate increase of $31 .8 million and environmental surcharge 

revenues of $3.9 million, for a total of $35.7 million. The environmental surcharge is 

discussed farther below. Because Kentucky Power recovers the costs associated with 

the decommissioning of coal-related assets at Big Sandy through the Decommissioning 

Rider, those costs are not included for recovery in the base rates. However, for the 

twelve months ending September 30, 2018, Kentucky Power will recover approximately 

$20.2 million through the Decommissioning Rider, 

Due to the modifications the Commission makes to the Settlement and the 

provision for the reduction in the federal corporate income tax rate from 35 percent to 21 

percent in the Tax Cuts and Jobs Act, the Commission finds that an increase in base 

rate revenues of $12.35 million, as shown in Appendix F to this Order, exclusive of the 

environmental surcharge, will result in fair, just, and reasonable electric rates for 

Kentucky Power and its ratepayers. The Commission utilized Kentucky Power's equity 

gross up revenue conversion factor ("GRCP'), as provided in Kentucky Power's revised 

Environmental Surcharge forms filed on January 3, 2018, to reflect the reduction in the 

federal corporation income tax rate effective with the date of this Order. Additionally, 

the adjustments the Commission makes to the test year operating income and expense 

items reflect the income tax rate reduction and change in the GRCF. The excess 

accumulated deferred income tax ("ADIT') impacts resulting from the reduction federal 

corporate income tax rate will be addressed in Case No. 2017-00477. The Commission 
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also finds that Kentucky Power should establish a mechanism to track the over/under

collection of federal income taxes, and that a true-up of any over/under-collections be 

addressed in Case No. 2017-00477. 

Due to the economic conditions in Kentucky Power's service territory, the 

Commission believes that the impact of the federal corporate income tax reduction on 

rates should be put into place effective with the date of this Order. In addition, the lower 

rates should serve as an impetus for economic development through recruiting new 

businesses as well as maintaining existing business customers. 

NONREVENUE REQUIREMENT RIDERS AND TARIFFS 

The following sections address riders and a tariff that have no direct impact on 

Kentucky Power's revenue requirement. The discussion covers both those that have 

been contested, and those that are included in the Settlement. 

Non-Utility Generator Tariff 

In its Application, Kentucky Power proposed to revise the Non-Utility Generator 

Tariff ("Tariff N.U.G.") to eliminate a provision that requires ~ 30-day written notice to 

customers taking service under Tariff N.U.G. if a transmission provider implements 

charges for transmission congestion. Kentucky Power asserted that this clause is no 

longer necessary because PJM has already created transmission congestion 

charges.115 Kentucky Power also proposed to revise language in the special terms and 

conditions section of Tariff N.U.G. to clarify the requirement to take service for remote 

115 Application, Vaughan Direct Testimony at 25. 
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self-supply.118 The Settlement is silent as to Tariff N.U.G. Neither KCUC nor the 

Attorney General contested the proposed revisions to Tariff N.U.G. 

The Commission finds the revisions to Tariff N.U.G. to be reasonable and that 

they should be approved. 

Systems Sales Clause 

In its Application, Kentucky Power proposed to reduce monthly bill volatility by 

revising its Tariff S.S.C. to change from a monthly system sales adjustment factor to an 

annual sales adjustment factor. Kentucky Power further proposed to set the Tariff 

S.S.C. rate to $0, with the difference between actual off-system sales m~rgins and a 

base amount of $7,163,948 deferred based on the current 75/25 customer sharing 

mechanism approved in Case No. 2014-00396.117 The net deferred credit or charge to 

customers would then be the base for the annual Tariff S.S.C. rate update.118 Kentucky 

Power proposed to file the required true-up information no later than August 15 of each 

year, with rates to be effective with Cycle 1 of October. The first filing would be made 

by August 15, 2018. The Settlement is silent as to Tariff S.S.C. Neither the Attorney 

General nor KCUC contested the proposed revisions to Tariff S.S.C. 

The Commission finds the revisions to Tariff S.S.C., as adjusted to include 

$7,650,350 in base rates, to be reasonable and should be approved. 

116 Sharp Direct Testimony at 28. 

117 Kentucky Power credits 75 percent of the difference between base and actual off system sales 
margins amounts to customers and retains 25 percent. 

11s Vaughan Direct Testimony at 36-37. 
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PJM Billing Line Items 

In the Application, Kentucky Power proposed to include additional PJM Billing 

Line Items ("BUs") for recovery through its FAC. Kentucky Power stated that these 

BUs represent items that either require generation resources to be running and online, 

or are associated with other BUs that require generation resources to qe runni!}g and 

online. Kentucky Power stated that all of the service functions represented by the BUs 

are related to fuel-related services previously received by Kentucky Power when it was 

a member of the AEP East Pool, and that those amounts were previously included in 

Kentucky Power's base fuel cost. The Settlement is silent as to the BUs. Neither the 

Attorney General nor KCUC contested this proposal. 

The Commission has reviewed the additional BUs and finds that they are 

appropriate for inclusion in the FAC, as these BUs represent charges and credits that 

relate to fuel consumed by resources that are running and online. Furthermore, the 

Commission finds that when Kentucky Power files its compliance tariff, it should amend 

its Tariff F.A.C to include PJM BUs 2211, 2215, and 2415, as those BUs have replaced 

BU2210. 

MODIFICATIONS TO TERMS AND CONDITIONS OF SERVICE TARIFFS 

In its Application, Kentucky Power proposed certain revisions to its terms and 

conditions for service. The revisions include: verification of a customer's identity and 

proof of ownership or lease of property where service is requested at the time an 

application for service is filed; information to be considered when evaluating whether to 

waive a deposit; payment arrangements; mobile alerts; elimination of the employee 

discount; modifying the equal payment plan; and denial or discontinuance of service. 
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Kentucky Power also requested a deviation from 807 KAR 5:006, Section 14(2)(a) to 

amend when a customer can sign up for the Equal Payment Plan, and the annual settle-

up month for certain customers. 

Neither the Attorney General nor KCUC contested the revisions. 

The Commission finds that the proposed revisions to the terms and conditions of 

service as contained in the Application are reasonable, with the exception of the denial 

or discontinuance of service, and should be approved. The Commission further finds 

that Kentucky Power establ ished good cause to deviate from 807 KAR 5:006, Section 

14(2)(a), and that its request for a deviation should be granted. 

As to the denial or discontinuance of service, the Commission finds that the 

proposed revisions as contained in the Application are overbroad and do not comply 

with Commission precedent.119 In response to Commission Staff's Post Hearing Data 

Request, Kentucky Power revised the terms for denial or discontinuance of service as 

follows: 

The Company reserves the right to refuse or discontinue 
service to any customer if the customer is indebted to the 
Company for any service theretofore rendered at any 
location. Service will not be supplied or continued to any 
premises if at the time of application for service the Applicant 
is merely acting as an agent of a person or former customer 
who is indebted to the Company for service previously 
supplied at the same, or other premises, until payment of 
such indebtedness shall have been made; 

The Commission finds that the revised language regarding denial or 

discontinuance of service as filed on in the Supplemental Response on December 21 , 

2017, is reasonable and should be approved. 

119 See H.V.T., PSC Exhibits 2, 3, 4, and 6. 
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RATE DESIGN, TARIFFS AND OTHER ISSUES 

Rate Design 

Kentucky Power filed a fully allocated jurisdictional cost-of-service study 

("COSS") to determine the cost to service each customer class as well as the rate of 

return on rate base for each class during the test year. The results of the COSS 

illustrate the amount of cross-subsidization between the rate classes and show that all 

non-residential rate classes subsidize the residential class. In its Application, Kentucky 

Power proposed to reduce these subsidies by five percent in its proposed rates. The 

Settlement modifies this proposed revenue allocation and proposes to use the first $5.8 

million of any Commission-authorized revenue increase to the Industrial General 

Service ("IGS") rate class to fully eliminate the subsidy Rate IGS would have paid under 

the rate increase as originally proposed by Kentucky Power.120 The remaining revenue 

increase is spread uniformly among the rate classes, further reducing interclass 

subsides.12, 

The Attorney General did not offer any testimony concerning the allocation of any 

proposed revenue increase, aside from recommending limiting any revenue increase, 

and stating that Kentucky Power's customers are unable to afford a rate increase and 

that a large increase would set the entire economy of Eastern Kentucky back, 

counteracting any economic expansion.122 

120 Satterwhite Settlement Testimony at S-9; Dec. 8, 2017 H.V.T. at 2:59:20; Direct Testimony of 
Stephen J. Baron (•Baron Testimony") at 15 and Table 2. 

12 1 Satterwhite Settlement Testimony at S-9. 

122 Dismukes Testimony at 3. 
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The KCUC does not support the revenue allocation as set forth in the Settlement, 

contending that the Settlement does not provide fair or reasonable treatment of the 

Tariff L.G.S. customer class. KCUC stated that in addition to bearing a subsidy burden 

associated with the overall rate structure, the L.G.S. class must also absorb an 

additional $500,000 subsidy resulting from the Public and Private School service ("PS") 

tariff. 123 To remedy this, the KCUC proposes that the first $500,000 of any additional 

Commission-directed decrease in the revenue requirement be applied to the Tariff 

L.G.S. customer class and any revenue reduction beyond $500,000 be uniformly spread 

among all the rate classes in proportion to each class's revenue requirement. 124 

Residential Customer Charge 

In its Application, Kentucky Power proposed an increase in the residential 

customer charge from $11 .00 to $17.50, an increase of 59 percent. The cost-of-service 

study filed by Kentucky Power in this proceeding supports a customer charge of 

$37.88.125 The Settlement allows for an increase in the residential customer charge to 

$14.00, an increase of 27 percent. 

The Attorney General objected to any increase on the residential customer 

charge.126 The Attorney General contended that shifts towards fixed cost recovery 

disproportionally hurt low-income customers and Kentucky Power did not provide 

123 Settlement Testimony of Kevin Higgins ("H iggins Settlement Testimony") at 2. 

124 /d. at 4. 

125 Vaughan Direct Testimony, Exhibit AEV-2 at 1. 

126 Dismukes Testimony at 6. 
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sufficient evidence to justify an increase.127 The Attorney General argued that Kentucky 

Power's fixed cost calculation of almost $38.00 is flawed because a portion of demand

related costs are assigned as fixed costs, which the Attorney General argued is 

fundamentally incorrect.128 The Attorney General noted that none of the parties to the 

proposed Settlement represent the interests of residential ratepayers, and the proposed 

$14 would recover too much of any potential revenue increase through the customer 

charge and undermine future incentives for efficiency, resulting in an erosion of LIHEAP 

funds. 129 

The Commission believes an increase to the Residential Basic Service Charge is 

warranted, and finds that the Settlement's increase to $14.00 is reasonable. The 

proposed 27 percent increase is consistent with the principle of gradualism that the 

Commission has long employed. Consistent with this change, the Commission also 

approves the customer charges of $14.00 as set forth in the Settlement for the three 

optional residential tariffs: 1) Residential Service Load Management Time-of-Day; 2) 

Residential Service Time-of-Day; 3) and Experimental Residential Service Time-of-Day 

2. The Commission also approves a customer charge of $14.50 for the new optional 

Residential Demand Metered Electric Service ("Tariff R.S.D.").130 

127 /d. 

128 ld. at 20. 

129 Attorney General's Brief at 32-33. 

130 The Settlement and supporting testimony state that Kentucky Power and the Settling 
Intervenors agreed to a residential customer charge of $14.00. Settlement at paragraph 16(a); 
Satterwhite Settlement Testimony at S-22. The proposed Settlement Tariff R.S.D. filed on Dec. 1, 2017, 
inadvertently conta1ns a monthly customer charge of $17.50. 
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General Service Rate Class 

Kentucky Power proposed to combine the Small General Service ("S.G.S.") and 

Medium General Service ("M.G.S.") rate classes into a single General Service ("G.S.") 

rate class under which all general service customers with average dem.ands up to 100 

kilowatts ("kW") will take service. Kentucky Power stated that both the S.G.S. and 

M.G.S. rate classes currently incur a monthly service charge and a blocked energy 

charge. Additionally, the M.G.S. rate class incurs a demand charge. Due to this current 

tariff structure, there is movement between the S.G.S. and M.G.S. rate classes as load 

characteristics vary month to month for many commercial customers. Kentucky Power 

stated that combining the S.G.S. and M.G.S. into a single tariff allows for administration 

efficiencies by eliminating this movement between the two rate classes.131 The new 

G.S. tariff combines rate design features from the S.G.S. and M.G.S. tariffs, and will 

include a monthly service charge, two blocked energy charges, and a demand charge 

for monthly billing demand greater than 10 kW. The blocked energy charge transition 

point is 4,450 kilowatt hours ("kWh"). Kentucky Power stated that setting the kWh block 

at 4,450 kWh ensures that almost all usage that was billed under the current S.G.S. 

tariff will continue to be billed on an energy charge only and such a rate design will 

minimize bill impact on current S.G.S. and M.G.S. customers.132 

Although the proposed rate design minimizes the impact on an average 

commercial customer, due to the proposed increase in the demand charge from $1.91 

131 Vaughan Direct Testimony at 21. 

132 /d. at 21 . 
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for all kW to $7.95 for all kW greater than 10 kW, it negatively affects customers whose 

load characteristics include low usage coupled with high demand.133 The Commission 

believes that Kentucky Power's proposed increase in the demand charge of over 300 

percent is excessive. For this reason, the Commission will minimize the impact on high 

demand commercial customers, apply a 2-step phase-in increase of demand rates, and 

limit the increase in year 2 to $6.00 per kW. In addition, Kentucky Power must identify 

and contact G.S. class customers whose average monthly demand is 25 kW or greater 

to meet to discuss the impacts of the rate increase on those customers' bills and 

analyze other tariff options, such as time-of-day rates, that may offer rel ief to these 

customers. Last, Kentucky Power should file with the Commission, within twelve 

months of this Order, a report listing the commercial customers who meet this load 

profile and the results of each meeting. 

Rate Adjustment 

In setting the rates shown in Appendix C, the Commission maintained the basic 

service charge for each class that was included in the Settlement. The reduction of 

Kentucky Power's revenue increase was allocated to the energy charges of those 

customer classes for which revenue increases were proposed. The reduction to each 

class's proposed revenue increase was approximately in proportion to the increase set 

forth in the Settlement. 

133 Dec. 8, 2017 H.V.T. at 4:53:40. 
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Tariff Purchased Power Adjustment 

In its Application, Kentucky Power proposed to include the following additional 

cost of service items to be tracked and recovered through Tariff P.P.A.: (1) PJM OATI 

charges and credits that it incurs or receives from its participation as a LSE in the 

organized wholesale power markets of PJM; (2) purchased power costs excluded from 

recovery through the FAC as a result of the purchased power limitation; and (3) gains 

and losses from incidental gas sales. In addition, Kentucky Power proposed to change 

Tariff P.P.A. from a monthly adjusting surcharge to an annually updated surcharge. 

The Attorney General filed testimony stating that these cost-of-service items 

should continue to be collected through base rates as Kentucky Power has not 

demonstrated a compelling reason to have these items tracked and recovered through 

Tariff P.P.A.134 

1. PJM LSE OATI Charges and Credits 

Kentucky Power proposed to include the following PJM LSE transmission 

charges and credits to costs recoverable through Tariff P.P.A.: network integration 

transmission service ("NITS"); transmission owner scheduling system control and 

dispatch service ("TO"); regional transmission expansion plan ("RTEP"); point-to-point 

transmission service; and RTO start-up cost recovery. An adjusted level of the net 

OA n charges and credits in the amount of $7 4,3n ,364 will be included in base 

rates.13s The amount above or below the base rate level would be tracked monthly and 

the annual net over- or under-collection would then be collected from or credited to 

customers through the operation of Tariff P.P.A. 

134 Smith Testimony at 70. 

-51- Case No. 2017-00179 



Kentucky Power stated that the proposed tracking mechanism for PJM OATT 

LSE Charges is necessary due to the volatility of these PJM charges and credits, which 

Kentucky Power claimed are largely out of its control. Kentucky Power estimated that 

its PJM OATT LSE expenses will increase in 2018 by approximately $14 million, or 19 

percent over the test year amount.138 Kentucky Power expects increasing investment in 

the transmission grid by PJM member transmission owners, which will increase 

transmission charges allocated to LSEs in PJM. Kentucky Power stated that tracking 

the PJM LSE charges and credits via Tariff P.P.A. could preclude it from seeking more 

frequent rate cases. l37 

Finally, two proceedings currently before the FERC may affect the level of PJM 

LSE OATI charges incurred by Kentucky Power. One proceeding is a challenge to the 

ROE included in the AEP Zone formula, which determines the PJM transmission costs 

of service for the AEP Transmission Zone. Kentucky Power stated that at this time, any 

change resulting from this proceeding is not known and measurable. Therefore, an 

adjustment in this case is not possible. The second proceeding is a pending non

unanimous settlement regarding the cost allocation methodology historically . used by 

PJM to allocate costs of transmission enhancement projects to the LSEs in its footprint. 

If approved, the proposed stipulation is expected to result in lower PJM LSE OATT 

135 Vaughan Direct Testimony at 29. 

138 Satterwhite Settlement Testimony at 8-14-S-15. 

137 Vaughan Direct Testimony at 27-28. 
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charges. However, the timing or magnitude of the possible cost allocation changes are 

not currently known.138 

The Settlement revised the proposal regarding the PJM OA TT LSE charges and 

credits as follows: 

• Kentucky Power will recover and collect 80 percent of the annual over- or 

under-collection of PJM OATT LSE charges, as compared to the annual amount 

included in base rates, (11Annual PJM OATT LSE Recovery") through Tariff P.P.A. 

• Kentucky Power will credit against the Annual PJM OATT LSE Recovery 

1 00 percent of the difference between the return on its incremental transmission 

investments calculated using the FERC approved PJM OATT return on equity, and the 

return on its incremental transmission investments calculated using the 9.75 percent 

return on equity provided for in the settlement. 

• The changes to Tariff P.P.A. to allow for the Annual PJM OATT LSE 

Recovery will terminate on the effective date when base rates are reset in the next base 

rate proceeding unless otherwise extended by the Commission. 

Due to the volatility of the OATT charges and credits, the Commission finds the 

proposal to include the PJM LSE transmission charges and credits to the costs 

recoverable through Tariff P.P.A. , as modified in the Settlement, reasonable with one 

modification. When calculating the credit against the Annual PJM OATT LSE Recovery, 

the return on equity amounts used to calculate the incremental transmission 

investments shall be 9.7 percent, the Commission-approved ROE amount. 

138 /d. at 28-29. 
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In conjunction with approving the PJM OA TT LSE tracker, the Commission finds 

that the three-year stay-out provision in the Settlement is reasonable and should be 

accepted. In approving the tracker, the Commission addresses Kentucky Power's 

primary concern, raised in the last rate case and in this case, that an increase in major 

expenses not directly under Kentucky Power's control would result in more frequent rate 

cases. 

Regarding proposed transmission projects at PJM, the Commission expects 

Kentucky Power to work through the PJM stakeholder process to protect its customer 

interests. 

2. FAC Purchased Power Limitations. 

Kentucky Power proposed to track, on a monthly basis, the amount of purchased 

power costs excluded for recovery through the FAC over or above the base rate level 

using deferral accounting. The annual net over- or under-collection of these purchase 

power costs would be collected from or credited to customers through Tariff P.P.A. 139 

The FAC Purchase Power Limitation is a calculation that caps the amount of 

purchase power expense to be recovered through the monthly FAC surcharge. The 

calculation compares the cost of actual purchased power on an hourly basis to the cost 

of Kentucky Power's highest cost unit or the theoretical peaking unit equivalent, and 

caps the FAG-recoverable purchase power expense at the cost ($/MWh) of the highest 

generating unit (Kentucky Power owned or peaking unit equivalent). Kentucky Power 

claims that, because it relie~ on factors outside of its control, the FAC Purchase Power 

Limitation and the peaking unit equivalent calculation promote variability and volatility. 

139 /d. at 29. 
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The Commission is not convinced that this issue requires special ratemaking 

treatment. The Commission has long held that any purchased power costs not 

recoverable through the FAC are eligible for recovery through base rates. The 

Commission finds Kentucky Power's proposal to include an estimated amount of FAC 

Purchased Power Limitation Expense in base rates, and to subsequently true up that 

amount through Tariff P.P.A., is unreasonable, and therefore should be denied. The 

Commission notes that Kentucky Power filed this case using a historic test period. The 

Commission will allow recovery of the test year amount of purchased power reasonably 

incurred, but excluded from the FAC. To the extent that Kentucky Power incurs any 

expense due to purchased power that is appropriately incurred after the test year, but 

excluded from the FAC, it can file a base rate case seeking recovery of those expenses. 

For the foregoing reasons, adjustments W26 and W27, which total $4,032,786, are 

unreasonable and should be removed from the revenue requirement. 

3. Peaking Unit Equivalent Calculation 

Kentucky Power proposed to change the methodology for calculating the peaking 

unit equivalent ("PUE") used in determining the FAC Purchased Power Limitation. In its 

Application, Kentucky Power proposes to include the cost of firm gas service as an 

expense in the calculation of its PUE. Kentucky Power stated that since the 

hypothetical combustion turbine ("Cr') could be dispatched any day of the year, it 

requires firm gas service. The Commission disagrees. While firm gas service would 

certainly allow the CT to be dispatched any day of the year, the Commission is unaware 

of any jurisdictional utility utilizing firm gas service for a CT. Because CTs typically 

operate at low capacity factors and are primarily utilized during the summer peaking 
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months, when pipeline capacity would typically not be constrained, the Commission 

finds the inclusion of firm gas service in the calculation of the PUE to be unreasonable, 

and therefore, th is change in the PUE calculation should be denied. Kentucky Power's 

proposal to include startup costs and variable O&M expense is reasonable and should 

be approved. 

4. Gains and Losses from Incidental Gas Sales. 

Kentucky Power proposed to recover gains and losses from incidental sales of 

natural gas through Tariff P.P.A. Kentucky Power nominates Big Sandy Unit 1 in the 

PJM day-ahead electric power market based in part on the price of natural gas 

purchased for delivery the next day. If the Big Sandy Unit 1 Day Ahead nomination 

price is higher than the PJM electric power market clearing price, Big Sandy Unit 1 is 

not selected to run in the Real Time Market. In such a case, the natural gas purchased 

must either be stored by Columbia Gas or be sold. Kentucky Power stated that in 

August. September, and November of 2016, there were days that it was required to sell 

natural gas that had been purchased for delivery because Big Sandy Unit 1 was not 

selected by PJM to run. 140 

In Case No. 2014-00078, Duke Energy Kentucky ("Duke Energy") proposed 

similar treatment of gains and losses it experienced in January and February of 2014 

from incidental sales of natural gas. 141 Duke Energy amended its request to apply to 

similar losses or gains occurring in the future. The Commission approved the treatment 

of the January and February 2014 gains and losses. However, the Commission found 

140 Application, Direct Testimony of John A. Rogness at 26-27 

141 Case No. 2014-00078, An Investigation of Duke Energy Kentucky, Inc. 's Accounting Sale of 
Natural Gas Not Used in Its Combustion Turbines (Ky. PSC Nov. 25, 2014). 
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Duke Energy's proposal to apply such treatment to similar losses or gains in the future 

to be overly broad and did not approve such treatment, finding that such gains and 

losses should be investigated on a case-by-case basis. 

In this case, the Commission finds, as it did in Case No. 2014-00078, that gains 

and losses from the incidental sale of natural gas should be investigated on a case-by

case basis. If such gains or losses occur in the future, Kentucky Power should notify 

the Commission so those matters may be addressed in a formal proceeding. For 

purposes of this case, the Commission finds that the gain on the incidental sale of 

natural gas of $13,982 should be utilized to reduce Kentucky Power's revenue 

requirement. 

Tariff K-12 School 

In its Application, Kentucky Power proposed to discontinue the pilot Tariff K-12 

School under which public schools in Kentucky Power's service territory took service 

under discounted rates. Kentucky Power stated that its load research and class cost of 

service study demonstrated that Tariff K-12 School customers would be better off in the 

Tariff L.G.S. customer class than they were previously a part of prior to the pilot Tariff K-

12. 

Tariff Pilot K-12 School was approved as part of the settlement agreement in 

Case No. 2014-00396. In Case No. 2014-00396, KSBA argued, as it does in this 

proceeding, that public school load characteristics were sufficiently unique to justify a 

distinct rate class for K-12 schools. Because school load data did not exist, Kentucky 

Power agreed to establish a pilot tariff with load research meters at 30 K-12 schools. 
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Kentucky Power further agreed to evaluate whether to continue Tariff K-12 School in its 

next base rate case using the load research data. 

Tariff K-12 School rates were designed to produce an annual revenue 

requirement that was $500,000 less than would be produced under the L.G.S. rates 

from customers eligible to take service under Tariff K-12 School.142 Tariff L.G.S. and 

Tariff M.G.S. customers rates were designed to include the $500,000 subsidy to Tariff 

K-12 Schools.143 

Under the Settlement, Tariff K-12 School would cease to be a pilot, and would 

continue as a separate rate class. The tariff would be available to all K-12 schools, 

public and private, in Kentucky Power's service territory with normal maximum demands 

greater than 100 kW. Tariff K-12 School rates continue to be designed with a $500,000 

subsidy absorbed by Tariff L.G.S. customers. 

In its Settlement Testimony, KCUC asserted that the Settlement is unfair and 

unreasonable because L.G.S. customers had to absorb the subsidy to provide a 

$500,000 benefit for Tariff K-12 School customers, in addition to a significant inter-class 

subsidy burden as part of the overall rate structure.144 KCUC stated that it did not object 

to the $500,000 discount to Tariff K-12 School customers, but instead objected that the 

discount is funded by L.G.S. customers, and not spread out among all customer 

classes. As a remedy, KCUC proposed that, if the Commission reduced the revenue 

requirement, that the first $500,000 of any reduction be applied first to reduce the 

revenue requirement of the L.G.S. class. 

142 Case No. 2014-00396, Final Order, at 19. 

143fd. 
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The Commission finds that load research data collected and analyzed by 

Kentucky Power demonstrates that a separate, discounted K-12 schools tariff is not 

justified and that public school usage characteristics do not support the discounted rates 

paid by Tariff K-12 School customers relative to the L.G.S. class. The Commission 

finds that it is unreasonable to continue Tariff K-12 School, and therefore rejects this 

portion of the Settlement. 

Green Pricing Option Rider/Renewable Power Option Rider 

Kentucky Power proposed to revise its Green Pricing Option Rider to expand the 

categories of renewable energy credits available, to allow participating customers to 

purchase their full requirements from renewable energy generators, and to change the 

name of the rider to the Renewable Power Option Rider ("Rider R.P.O"). The 

Commission finds that the Rider R.P.O. provision in the Settlement is reasonable and 

should be approved. 

Tariff C.A.T.V. 

In its Application, Kentucky Power proposed to increase Tariff C.A.T.V. rates for 

pole attachments on a two-user po.le from $7.21 per year to $11 .97 per year, and for 

pole attachments on a three-user pole from $4.47 per year to $7.52 per year. In the 

Settlement, Kentucky Power and the Settling Intervenors agreed to a rate of $10.82 per 

year for attachments on a two-user pole, and $6.71 per year for attachments on a three

user pole. 

The Commission finds that the rates for Tariff C.A.T.V. as set forth fn the 

Settlement are reasonable and should be approved. 

1"" Higgins Settlement Testimony at 2. 
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Temporary Service Tariff 

In its Application, Kentucky Power proposed to revise its Temporary Service 

Tariff ("Tariff T.S.") to limit service provided under Tariff T.S. to ensure that customers 

do not continue to take service under Tariff T.S. even after construction is complete and 

the facility is occupied. The Commission finds these changes to be reasonable and that 

they should be approved. 

Optional Residential Demand Charge Tariff 

Kentucky Power proposed a new optional residential rate schedule ("Tariff 

R.S.D.") that will be available to up to 1 ,000 residential customers. The rate structure 

will consist of a monthly service charge, on-peak and off-peak kWh energy charges, and 

an on-peak kW demand charge. Kentucky Power stated that the goal of Tariff R.S.D. is 

to send targeted price signals that will reward customers for shifting usage away from 

the peak time periods that cause Kentucky Power to incur higher costs. Kentucky 

Power also stated that certain electric heating customers may benefit from Tariff R.S.D. 

due to their potentially higher load factor usage characteristics, and that the rate design 

is revenue neutral to the standard residential tariff.145 

The Commission finds the proposed Tariff R.S.D. to be reasonable, that it should 

be approved, and that the rates included in Appendix C of this Order should be 

approved. 

Tariff C.S.-Coal. Tariff C.S.-I.R.P. and Tariff E.D.R. 

The Settlement extends through December 31 , 2018, Tariff C.S.-Coal and the 

amendments to Tariff C.S.-I.R.P. and Tariff E.D.A., which were due to expire December 

145 Vaughan Direct Testimony at 19 
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31, 2017. The Commission finds the extension of the tariffs reasonable and that they 

should be approved. Any financial loss incurred in connection with these tariffs will be 

deferred for review and recovery in Kentucky Power's next base rate proceeding. 

ENVIRONMENTAL COMPLIANCE PLAN 

In its Application, Kentucky Power requested Commission approval of an 

amended environmental Compliance Plan ("2017 Plan") and an amended 

Environmental Surcharge tariff ("Tariff E.S."). 

The 2017 Environmental Compliance Plan 

The 2017 Plan includes previously approved projects and two new projects, 

Project 19 and Project 20. The 20 projects included in the 2017 Plan are listed in 

Appendix D to this Order. 

Project 19 will install SCR technology at Rockport Unit 1 ("Rockport Unit 1 SCR 

Projecf'). The Rockport Unit 1 SCR project will reduce the plant's nitrogen oxide 

emissions, and is required under terms of a 2007 Consent Decree ("Consent Decree") 

among several AEP entities Including Kentucky Power and I&M, and the Environmental 

Protection Agency and several environmental plaintiffs. 

Project 20 seeks to include a return on inventories for consumables used in 

conjunction with approved projects through Tariff E.S. Kentucky Power currently 

recovers the cost of the consumption of consumables through Tariff E.S. The return on 

consumable inventories is currently part of the general rate base. Kentucky Power 

proposed that the return on consumable inventories be recovered through Tariff E.S. to 

align that cost with the cost recovery of items consumed. 
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Kentucky Power stated that the pollution control projects included in the 2017 

Plan amendment are necessary to comply with the Federal Clean Air Act ("CAA'') and 

other federal, state, and locaJ regulations that apply to coal combustion wastes and by

products from facilities utilized for the production of energy from coal. Kentucky Power 

asserted that the costs associated with its 2017 Plan are reasonable, and that the 

projects are a reasonable and cost-effective means to comply with environmental 

requirements. 

The Attorney General argued that Kentucky Power should not be permitted to 

recover the cost of the Rockport Unit 1 SCR Project.148 The Attorney General asserted 

that Kentucky Power's customers have been paying increasing amounts for 

environmental costs resulting from the Consent Decree because AEP voluntarily made 

environmental upgrades at generating stations, including the Rockport generating units, 

that were not identified in the original EPA litigation that led to the Consent Decree. 

Because Rockport was not part of the original litigation, the Attorney General asserts 

Kentucky Power should not recover the costs for the Rockport Unit 1 SCR project from 

its ratepayers. 

In rebuttal, Kentucky Power stated that the decision to include Rockport in the 

Consent Decree settlement was a way to remove the significant risk of additional 
. . 

litigation at those units not named in any pending complaints, as well as to provide a 

more favorable outcome than would be expected on an individual basis.147 Kentucky 

Power further stated that the Consent Decree provided certainty regarding the timing of 

148 Smith Testimony at 59. 
147 Rebuttal Testimony of John McManus at 3. 
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additional control installations across the AEP fleet. At the time of the settlement, 

Kentucky Power was still participating in the AEP Pool, which meant that the outcome of 

litigation involving all units across the AEP fleet contributing to the pool was in the best 

interest of Kentucky Power and its customers. 

The Settlement was silent on the 2017 Environmental Compliance Plan. 

The Commission finds that the 2017 Plan is reasonable as set forth in the 

Application and should be approved. 

ENVIRONMENTAL SURCHARGE TARIFF MODIFICATIONS 

Kentucky Power updated its Tariff E.S. to reflect the changes proposed in its 

Application and the Settlement. Kentucky Power updated the list of projects in the tariff 

to match the projects included in the 2017 Plan as noted previously in this Order. 

Kentucky Power updated Tariff ES to reflect the rate of return included in the Settlement 

to this case. Kentucky Power also updated the tariff to reflect the new monthly base 

environmental costs based on that rate of return. Kentucky Power determined the 

annual base revenue requirement level for environmental cost recovery to be 

$47,513,461.148 The Commission has determined that the correct annual base revenue 

requirement is $44,379,316, which reflects the Commission authorized return on equity, 

capital structure changes, reduction of the federal corporate income tax rate from 35 

percent to 21 percent and the depreciation rates set forth in Exhibit 5 of the 

148 In the Tariff E.S. filed December 1, 2017, Kentucky Power reflected an annual base revenue 
requirement of $47,811,215. Kentucky Power updated this amount to $47,513,461 to reflect the 
depreciation rates included in Exhibit 5 to the Settlement Agreement. See Response to Commission 
Staff's Post-Hearing Request for Information ("Staff's Post-Hearing Request"), Item 20 attachment 
KPCO _R_KPSC _PH_20 _Attachment1 .xls. 
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Settlement.1
'
9 Kentucky Power shall file a revised Tariff ES to reflect the Commission 

authorized return on equity and capitalization discussed in th is Order, and the annual 

base revenue requirement as shown on Appendix E attached to this order. Per the 

settlement agreement in Case No. 2012-00578,150 all costs associated with the Mitchell 

FGD equipment are excluded from base rates and therefore are not included in the 

base revenue requirement noted above, but will be included as part of the current 

period environmental revenue requirement. The Commission finds that Tariff E.S. as 

discussed and modified in this Order should become effective for service rendered on 

and after the date of this Order. 

Costs Associated with the 2015 Plan 

Tariff E.S. revenue. requirement is determined by comparing the base period 

revenue requirement with the current period revenue requirement. Kentucky Power 

proposed to incorporate the costs associated with the 2017 Plan into the existing 

surcharge mechanism used for previous compliance plans. Kentucky Power identified 

the environmental compliance costs for the 2017 Plan projects, which Kentucky Power 

proposed to recover through its environmental surcharge. Kentucky Power proposed to 

apply a gross-up factor to environmental expenses to account for uncollectible accounts 

and the Comm!ssion assessment fee. The factor will be applied to the incremental 

change in operating, maintenance, and other expenses from the base period. The 

149 Response to Staff's Post-Hearing Request, Item 20. 

1so Case No. 2012-00578, Application of Kentucky Power Company for (1) a Certificate of Public 
Convenience and Necessity Authorizing the Transfer to the Company of an Undivided Fifty Percent 
Interest in the Mitchell Generating Station and Associated Assets; (2) Approval of the Assumption by 
Kentucky Power Company of Certain Liabilities in Connection with the Transfer of the Mitchell Generaung 
Station; (3) Declaratory Rulings; (4) Deferral of Costs Incurred in Connection wirh the Company's Efforts 
to Meet Federal Clean Air Act and Related Requirements; and (5) All Other Required Approvals and 
Relief (Ky. PSC Oct. 7, 2013). 
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costs identified by Kentucky Power are eligible for surcharge recovery if they are shown 

to be reasonable and cost-effective for complying with the environmental requirements 

specified in KRS 278.183. The Commission finds that the costs identified for the 2017 

Plan projects have been shown to be reasonable and cost-effective for environmental 

compliance. Thus, they are reasonable, and should be approved for recovery through 

Kentucky Power's environmental surcharge. 

Qualifying Costs 

As stated previously, the qualifying costs included in Kentucky Power's annual 

baseline level for environmental cost recovery under the tariff shall be $44,379,316. 

The qualifying costs included in 'the current period revenue requirement will reflect the 

Commission-approved environmental projects from Kentucky Power's 1997, 2005, 

2007, 2015 and 2017 Plans. Per the settlement agreement in Case No 2012-00578, all 

costs associated with Mitchell Units 1 and 2 FGD equipment have been excluded from 

base rates and the environmental baseline level and shall be recovered exclusively 

through Tariff E.S. Should Kentucky Power desire to include other environmental 

projects in the future, it will have to apply for an amendment to its approved compliance 

plans. 

Rate of Return 

Paragraph 8(a) of the Settlement authorizes Kentucky Power to use a 9.75 

percent ROE to be utilized in Tariff E.S. to determine the WACC for non-Rockport 

environmental projects. However as previously noted, the Commission has authorized 

a 9.70 percent ROE that should be used for all non-Rockport environmental projects. 
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Kentucky Powers ROE for environmental projects at the Rockport Plant is 12.1 6 

percent as established by the FERC-approved Rockport Unit Power Agreement. 

Capitalization and Gross Revenue Conversion Factor 

Paragraph 3(c) and Exhibit 6 of the Settlement provide that Kentucky Power shall 

utilize a WACC of 6.48 percent and a gross revenue conversion factor ("GRCF") of 

1 .6433 to determine a rate of return of 9.11 percent to be used in the monthly 

environmental surcharge filings. As a result of the reduction of the federal corporate tax 

rate from 35 percent to 21 percent, the Commission has determined that Kentucky 

Power should use a GRCF of 1.352116. Because of the change in the authorized ROE, 

capitalization, and the GRCF, the WACC to be used for non-Rockport environmental 

projects is 6.44 percent. Utilizing a WACC of 6.44 percent and a GRCF produces a rate 

of return of 7.88 percent to be used in the monthly environmental surcharge filings. The 

WACC and GRCF shall remain constant until the Commission sets base rates in 

Kentucky Powers next base rate case proceeding. 

Surcharge Formulas 

The inclusion of the 2017 Plan into Kentucky Powers existing surcharge 

mechanism will not result in changes to the surcharge formulas. The costs associated 

with the Mitchell FGD will be excluded from base rates and the base rate revenue 

requirement of the environmental surcharge at least until June 30, 2020, but will be 

included in the current period revenue requirement for the environmental surcharge. 

The Commission finds that the formulas used to determine the environmental surcharge 

revenue requirement as proposed by Kentucky Power should be approved. 

Surcharge Allocation 
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The retail share of the revenue requirement will be allocated between residential 

and non-residential customers based upon their respective total revenue during the 

previous calendar year. The environmental surcharge will be implemented as a 

percentage of total revenues for the residential class and as a percentage of non-fuel 

revenues for all other customers. 

Monthly Reporting Forms 

The inclusion of the 2017 Plan into the existing surcharge mechanism will 

require modifications to the monthly environmental surcharge reporting forms. 

Kentucky Power provided its proposed revised forms to be used in the monthly 

environmental reports. The revised forms include the changes necessary to reflect the 

proposed 2017 Plan , as well as changes necessitated by the application of a gross-up 

factor to the incremental operating, maintenance and other expenses. The Commission 

finds that Kentucky Power's proposed monthly environmental surcharge reporting forms 

as revised should be approved. 

FINDINGS ON SETTLEMENT AGREEMENT 

Based upon a review of all the provisions in the Settlement, an examination of 

the entire record, and being otherwise sufficiently advised, the Commission finds that 

the provisions of the Settlement are in the public interest and should be approved, 

subject to the modifications as discussed in this Order. Our approval of the Settlement 

as modified is based solely on its reasonableness and does not constitute· precedent on 

any issue except as specifically provided for in th is Order. 

OTHER ISSUES 

Vegetation Management 
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Kentucky Power's current Vegetation Management Plan ("2015 Vegetation 

Management Plan") was modified from its 2010 Vegetation Management Plan in 

Kentucky Power's last rate case, Case No. 2014-D0396. In Case No. 2014-00396, it 

was determined that funding for the 2010 Vegetation Management Plan, which was 

scheduled to move to a four-year cycle within seven years of initial circuit clearing, 

needed modification. However, the work required to transition to a ·four-year cycle was 

significantly greater than initially estimated, and Kentucky Power could not wait until all 

circuits had an initial clearing ("Task 1") to begin re-clearing the circuits. Thus, the 

modification was approved allowing the continuation of Task 1 and a simultaneous 

undertaking of interim re-clearing ("Task 2"). Under this schedule, Task 1 would be 

completed by December 31, 2018, Task 2 would be completed by June 30, 2019, and 

on July 1, 2019, Kentucky Power's entire distribution system would commence to be re

cleared on a five-year cycle ("Task 3"), rather than a four-year cycle. Funding was 

approved for the 2015 Vegetation Management Plan, as well as a provision requiring 

Kentucky Power to obtain Commission approval prior to modifying its annual projected 

vegetation management spending on both an aggregate and a district basis if the 

change is more than 10 percent of the budget. 

Kentucky Power is on pace to exceed the December 31, 2018 target for Task 1, 

and expects to complete Task 1 circuit clearing in the first quarter of 2018. In addition, 

Task 2 circuit re-clearing is expected to be completed by December 31, 2018, six 

months sooner than projected. To date, Kentucky Power has exceeded targets on 

budget as total expenditures are 101 percent of target level.151 Reliability has increased 

151 Application, Direct Testimony of Everett G. Phillips ("Phillips Testimony") at 35. 
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and Kentucky Power customers have seen a 60 percent decrease in interruptions 

related to rights-of-way trees and vegetation.152 Task 3 is estimated to begin in January 

2019. 

Embedded in Kentucky Power's current base rates are annual vegetation 

management O&M expenses of $27.661 million. Due to early completion of Tasks 1 

and 2, Kentucky Power estimates a reduction of O&M expenses related to Tasks 1 and 

2 from $27.661 million in 2017 to $21 .639 million 2018. According to the 2015 

Vegetation Management Plan, at the start of Task 3, O&M expenses are projected to 

decrease, resulting in a decrease of O&M expenses of $11.780 million. However, 

Kentucky Power has determined that the estimates of the annual O&M expenditures for 

Task 3 as estimated in the 2015 Vegetation Management Plan are undervalued and 

need to be increased.153 Due to the re-clearing in Task 2, Kentucky Power now has a 

better grasp on regrowth, the effect of higher-than-average , rainfall, and growing 

customer demand to remove tree debris, and proposes to increase the annual O&M 

expenses for Task 3. This re-estimation calculates costs for Task 3 to increase from the 

original $15.880 million to $21.284 million in 2019, and $21 .473 in 2020.154 Kentucky 

Power proposes the amount of vegetation management O&M expenses to be recovered 

through base rates for the instant case to be equal to the average of the revised 

estimated annual vegetation management plan O&M spending over 2018-2020, or 

$21.465 million.155 

152 /dat 40. 

153 /d. 
154 /d. at 46 
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Kentucky Power also proposes two changes to its current vegetation 

management reporting requirements. First, Kentucky Power proposes to modify the 

pre-approval requirement for deviation of 1 0 or more percent from projected annual 

vegetation management O&M expenditures to eliminate the district-specific threshold 

and retain only the requirement for pre-approval if overall Kentucky Power vegetation 

management expenditures deviate more than 10 percent. Second, Kentucky Power 

proposes to manage its vegetation work and expenditures on a calendar year basis, as 

opposed to managing its vegetation work on a fiscal year and expenditures on a 

calendar year. Kentucky Power stresses that neither modification will change their 

overall vegetation management obligation, but provides for more flexibility to manage its 

obligations.156 

The 2015 Vegetation Management Plan included a one-way balancing account. 

In this balancing account, any annual shortfall or excess in vegetation management 

O&M expenditures that is over the amount in base rates is added to or subtracted from 

future expenditures over four years. At the end of the four-year period, Kentucky Power 

will record a cumulative shortfall as a regulatory liability that will either be refunded to 

the customers or used to reduce the revenue requirement in its next filed base-rate 

case. If Kentucky Power has overspent on a cumulative basis during the four-year 

period, it will not seek recovery of such costs in a future base-rate proceeding. As of 

the end of November 2017, Kentucky Power testified that cumulative expenditures were 

slightly over the budgeted amount.157 

ts5 Application, Section V, Exhibit 2, page 59. 

156 /d. at 43. 
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The Commission finds that the one-way balancing adjustment should be 

continued; however due to the change in the annual revenue requirement as noted in 

the Application, it shoulo be adjusted accordingly. All expenses will be recorded against 

the annual budget. The annual shortfall or excess will be applied to the balance 

account. Through 2023, or until Kentucky Power's next base rate application, 

whichever occurs first, the expenditures will be balanced against the annual projected 

expenditures as found in the Application.158 

The Commission approves the proposed modifications allowing Kentucky Power 

to request Commission approval for any spending deviation greater than 10 percent on 

an aggregate level as opposed to a district level. The Commission also approves 

Kentucky Power's request to manage its vegetation management program on a 

calendar year basis to coincide with the budgetary year. The Commission notes that 

Kentucky Power has exceeded the goals of the 2015 Vegetation Management Plan 

resulting in a reduction of O&M expenses 24 months earlier than estimated. The 

Commission approves Kentucky Power's proposed revenue requirement of $21.465 

million. All other provisions of the 2015 Vegetative Management Plan are to remain 

unchanged. 

The Commission will continue to review closely the vegetation management 

annual work plans and expenditures filed by Kentucky Power. In addition, the 

Commission will monitor the progress of the five-year maintenance cycle. 

Bill Redesign 

157 Dec. 8, 2017 H.V.T. at 2:09:38. 

15a Phillips Testimony, Table 9 at 46. 
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On June 12, 2017, Kentucky Power filed an Application requesting approval to 

implement new bill formats that change the bill layout and composition, which is being 

implemented concurrently for all AEP operating companies, and to combine certain 

billing line items. That Application was docketed as Case No. 2017-00231. 159 By Order 

dated July 17, 2017, that case was consolidated into this proceeding. By further Order 

dated September 12, 2017, the Commission approved Kentucky Power's request to 

redesign the appearance of its bills, but stated that a decision on the proposed 

substantive changes to consolidate billing line items would be determined in the final 

Order in this proceeding. 

Kentucky Power proposed to consolidate eight residential bill ing line items, 160 and 

seven commercial and industrial billing line items 161 into a single "Rate Billing'' line item. 

Kentucky Power explained that customer satisfaction regarding billing correspondence 

was below the industry average according to a survey commissioned by Kentucky 

Power.162 Kentucky Power asserted that its customers found the number of billing line 

159 Case No. 2017-00231, Electronic Applic~tion of Kentucky Power Company for (1) Approval of 
Its Revised Terms and conditions of Service Implementing New Bill Formats; (2) An Order Granting All 
other Required Approvals and Relief (filed June 12, 2017). 

160 The residential billing line items Kentucky Power proposes to consolidate into a single line 
items are Rate Billing, Residential Home Energy Assistance Program Charge, Kentucky Economic 
Development Surcharge, Capacity charge, Big Sandy 1 Operation Aider, Big _Sandy Retirement Rider, 
Purchased Power Adjustment, and Green Pricing Option. The residential charges that Kentucky Power 
proposes to continue to display as individual billing line items are the Fuel Adjustment Charge, Demand
Side Management Factor, Environmental Surcharge, School Tax, Franchise Fee, State Sales tax, and 
HomeServe Warranty. 

161 The commercial and Industrial billing line items Kentucky Power proposes to consolidate Into a 
single line items are Rate Billing, Kentucky Economic Development Surcharge, Capacity charge, Big 
Sandy 1 Operation Alder, Big Sandy Retirement Aider, Purchased Power Adjustment, and Green Pricing 
Option. The commercial and Industrial charges that Kentucky Power proposes to continue to display as 
individual billing line items are the Fuel Adjustment Charge, Demand-Side Management Factor, 
Environmental Surcharge, School Tax, Franchise Fee, and State Sales tax. 

162 Case No. 2017-00231 , Direct Testimony of Stephen L. Snarp, Jr. (filed June 12, 2017) at 2. 
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items were "unhelpful," made the bills "difficult to understand," and obscured the 

information customers most wanted to know, which was the total amount owed and 

payment due date.163 Kentucky Power further asserted that customers requested that 

line items be consolidated in order to simplify the bills. Customers who want detailed 

billing information could contact a Kentucky Power customer service center. 

In the Settlement, the Settling Intervenors agreed to Kentucky Power's proposed 

consolidation of billing line items. 

Neither KCUC nor the Attorney General filed testimony in this proceeding 

regarding the consolidation of billing line items. However, in a motion filed in Case No. 

2017-00231 before it was incorporated into this proceeding, the Attorney General 

argued that consolidating the billing line items would result in a lack of transparency that 

impeded customers' understanding of how rates and their bills are calculated.164 

The Commission finds that Kentucky Power's proposed consolidation of billing 

line items is unreasonable and should be denied. The Commission concurs with the 

Attorney GeneraJ that displaying discrete billing line items on customer bills promotes 

transparency and customer understanding of their billing amounts. Further, it is not 

reasonable to require customers to take additional steps in order to obtain a detailed 

accounting for their bills. This is especially so given that the billing line items that 

Kentucky Power wishes to consolidate represent charges in addition to the base rate 

charge for utility service. 

Analysis of Kentucky Power's Participation in PJM 

183 /d. at 3; /d. at Application, paragraph 11 . 

-73- Case No. 2017-00179 



Kentucky Power currently elects to self-supply its PJM .capacity requirements 

under the Fixed Resource Requirement ("FAR") alternative. As discussed in testimony 

at the hearing, AEP conducts regular evaluations to determine whether its operating 

companies in PJM should elect to participate in the Reliability Pricing Model ("RPM") 

capacity market, or to self-supply under FRR.165 

The Commission finds that Kentucky Power should file an annual update of the 

FRR/RPM election analysis. The Commission recognizes that this information is 

deemed confidential during the AEP internal decision-making process. However, once 

PJM is notified of the election, the information becomes public and ceases to be 

confidential. Kentucky Power should fi le the annual update after the information 

becomes public. 

Further, the Commission recognizes that Kentucky Power's interests may not be 

aligned with the interests of other AEP operating companies. The Commission is aware 

that PJM bills AEP based on a one-coincident peak methodology, and that AEP 

subsequently allocates those costs to its operating companies using a twelve-coincident 

peak methodology. The Commission finds that Kentucky Power should file an annual 

report with the supporting calculations used by AEP to allocate these costs. 

Last, the Commission strongly encourages Kentucky Power to recognize that it 

must make a determination regarding its participation in PJM that aligns with the 

interests of Kentucky Power and its ratepayers. 

Reduction in Corporate Tax Rates 

164 Case No. 2017-00231, Attorney General's Motion to Consolidate Cases (filed July 13, 2017) 
paragraphs 4·5. 

165 Dec. 7, 2017 H.V.T. at 10:43:18, and Kentucky Power Exhibit 9. 
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Effective January 1, 2018, the federal corporate income tax rate was reduced 

from 35 percent to 21 percent. Consistent with Kentucky Power's revised gross-up 

factor calculation in certain riders, the Commission finds that it is reasonable to utilize 

the 21 percent corporate income tax rate in the gross-up factor calculation. The 

Commission will address the impact of the recently enacted tax cuts on the excess 

ADIT and the rates of all investor-owned utilities, including Kentucky Power, on a 

prospective basis in pending cases that were opened on December 27, 2017.168 

Based on the evidence of record and the findings contained herein, HEREBY 

ORDERS that: 

1. The rates and charges proposed by Kentucky Power are denied. 

2. The provisions in the Settlement, as set forth in Appendix A to this Order, 

are approved, subject to the modifications and deletions set forth in this Order. 

3. The rates and charges for Kentucky Power, as set forth in Appendix C to 

this Order, are the fair, just, and reasonable rates for Kentucky Power, and these rates 

are approved for service rendered on and after January 19, 2018. 

4. Kentucky Power's request to deviate from 807 KAR 5:006, Section 

1 4(2)(a) by limiting enrollment in its Equal Payment Plan to the months of April through 

December is granted. 

5. Kentucky Power's proposed depreciation rates, with the exception of the 

changes proposed in the Settlement are approved. 

188 Case No. 2017-00477, Kentucky Industrial Utility Customers, Inc. v. Kentucky Utilities 
Company, Louisville Gas and Electric Company, Kentucky Power Company, and Duke Energy Kentucky, 
Inc. (Ky PSC Dec. 27, 2017); Case No. 2017-00481, An Investigation of the Impact of the Tax Cuts and 
Job Act on the Rates of Atmos Energy Corporation, Delta Natural Gas Company, Inc., Columbia Gas of 
Kentucky, Inc., Kentucky-American Water Company, and Water Service Corporation of Kentucky (Ky. 
PSC Dec. 27, 2017). 
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6. The regulatory asset or liability account established by under- or over-

recovery from the elimination of Tariff B.S.1.0 .R. is approved for accounting purposes 

only. 

7. The regulatory asset account established by the deferral of Rockport UPA 

expenses is approved for accounting purposes only. 

8. Kentucky Power's 2017 Environmental Compliance Plan is approved. 

9. Kentucky Power's environmental surcharge tariff is approved for service 

rendered on and after the date of this Order. 

10. The base period and current period revenue requirements for the 

environmental surcharge shall be calculated as described in this Order. 

11 . The environmental reporting formats described in this Order shall be used 

for the monthly environmental surcharge filings. Previous reporting formats shall no 

longer be submitted. 

12. The Commission approves the sample forms that were filed by Kentucky 

Power on January 3, 2018. 

13. Within three months of the date of this Order, Kentucky Power shall 

identify and contact GS class customers whose average monthly demand is 25 kW or 

greater for the purpose of meeting to discuss the impact of the rate increase on their 

bills and analyze other available tariff options, such as time-of-day rates. 

14. Within twelve months of the date of this Order, Kentucky Power shall file a 

report listing the names of each GS class customers whose average monthly demand is 

25 kW or greater, and stating the date and method of contact with the customer, 

whether Kentucky Power has met with the customer, and the results of each meeting. 
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15. Kentucky Power's request to revise its billing format to consolidate billing 

line items, as set forth in the appl ication, is denied. 

16. Kentucky Power's Vegetation Management Plan, as set forth in the 

Application, is approved. 

17. Kentucky Power's request to obtain Commission approval for any 

spending deviation from its Vegetation Management Plan greater than 10 percent on an 

aggregate level as opposed to a district level is approved. 

18. Kentucky Power's request to manage its Vegetation Management Plan on 

a calendar year basis is approved. 

19. Kentucky Power shall file an annual update of the FAR/RPM election 

analysis conducted by AEP and its operating companies within 30 days of notifying PJM 

of the election. 

20. Kentucky Power shall file annually the supporting calculations for 

allocating PJM bills, which are based on a one-coincident peak methodology, AEP's 

operating companies using a twelve-coincident-peak methodology. 

21 . Within 20 days of the date of this Order, Kentucky Power shall, using the 

Commission's electronic Tariff Filing System, fi le its revised tariffs setting out the rates 

authorized herein and reflecting that they were approved pursuant to this Order. 
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ATTEST: 

~'f2.-f~ 
Executive Director 

By the Commission 

ENTERED 

JAN 1 8 2018 
KENTUCKY PUBLIC 

SERVICE COMMISSION 

Case No. 2017-00179 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLlC SERVICE COMMisSION 

In the Matter of: 

Electronic A,PP~cation Of Kentucky Power ) : 
Co~y Fot (1) f!,. ~~Adjustment Of I~ ) 
Rates-For Electrie>-Semee; (2}An Order ) 
Approvirig I~ 2017 EnvuOnmetj~ Compliance ) 
~l;a;n.i (3) An·Otder APJ?royitlg Its Tariffs And ) 

· Riders; (4) An Order Approving Accounting ) 
Praiitices To ~tab~sh Regmatory Assets Or · ) 
Liabiliy.es; A¢ "(5) An Order Granting All Other ) 
Required Apprqvals Md Relief .. ) 

SETTLEMENT AGREEMENT 

Case No. 2017-00179 

This Settlement Agreement, made and entered into this 22nd day ofNovember, 2017, by 

ahd mp.ong K~ Power C9mpany C'Ken~ Powet, ot "Company'); Kentucky Industrial 

Utility Customers, Inc. (''KIUC"); Ken~cky School Board~ Association ( .. KSBA.,); K.entuclcy 

Le~ of Cities \'KLC''); Wal-Mart Stores East, LP and Sam's East, Inc. (''Wal-Marf'); and 

.~etitucky Cable Tctlecommtmications Association tKCTAt?); (collectively Kentucky Power, 

KIUC, KS~A, KLC, Wal-Mart, SI)d KCTA, are .. Signatory Parties''). 

RECITALS 

I. On June 28,2017 Kentucky Power filed an application pursuant to·KRS 278.190, 

KRS 278.183, and the rules and regulations of the Public Service Commission of Kentucky 

e·commission"), se¢king an annual increase in retail e~~tric rates and charges totaling 

$69,575,934. seeking appJOval of its 2017 Environmental Compliance Pian, an order approving 

accounting practices to establish regulatory assets or liabilities, and further seeking authority to 

implement or amend certain tariffs ("June 2017 Application''). 
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2. On August 8, 2017, Kentucky Power supplemented its filing to reflect the~ 

of subsequent refinancing activities on the Company's Application ("August 2017 Refinancing 

Upd.atej. The refinancing activities teduced the Company's requested annual increase in remil 

eleCtric rates and chafges from $69,575,934 to $60,397,438. 

3. KITJC, KSBA, KLC, Wal-Mart, and KCTA filed motions for full intervention in 

Case No. 2017-00179. The Commission granted the iotervention moti'_lDS. Collectively KIUC, 

KSBA, KLC, Wal-M~ and KCTA are referred to in this Settlement Agreement as the "Settling 

Intervenors. •• 

4. The Attorney General of the Commonwealth of Kentucky C'Attomey General') 

and Kentucky Commercial Utility Customers, Inc. C'KCUCj also filed motions to intervene. The 

Attorney General and KCUC, who are not parties to this agreement, 'Wel'C granted leave to 

intervene. 

5. Certaiii of the Settling Intervenors, KCUC, and the Attorney General filed written 

testimony in Case No. 2017-00179 raising issues regarding Kentucky Power's Rate Application. 

6. Kentucky Power, KCUC, the Attorney General, and the Settling Intervenors have 

~a full opportunity for discovery, including the filing of written data requests and :responses. 

1. Kentucky Power offeted the Settling Intervenors, KCUC, and the Attorney 

General, along with CommissionS~ the opportunity to meet and review the issues presented by 

Kentucky Power's application in this proceeding and for purposes of settlement 

8. lbe Signatory Parties execute this Settlement Agreement for purposes of 

submitting it to the Kentucky Public Service Commission for approval pursuant to KRS 278.190 

and KRS 278.183 and for further approval by the Commission of the rate increase, rate structure, 

and tariffiJ as described herein. 
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9. The Signatory Parties believe that this Settlement Agreement provides for fair, just, 

and reasonable rates. 

NOW, THEREFORE, for and in consideration of the mutual promises set forth above, 

and the agreemen1s and covenants s~ forth herein, KentuckY Power and the Settling Intervenom 

here~y agree as follows· 

AGREEMENT 

1. Kentucky Power's Awlication 

(a) Except as ~ed in this Settlement Agreemeil~ Kentucky Power's June 2017 

Application as updated by the August 2017 Refinancing Update is approved. 

2. Revenue R.ement 

(a) Effective for service rend¢red on or after Jan~ 19, 2018, Kentucky Power shall 

implement a base rate adjustment sufficient to generate additional annual retail revenues of 

$11,780,734. This annual retail revenue amount represents a $28,~16, 704 million reduction from 

the $60,397,438 sought in the Company' I? August 2017 Refinancing Update. 

(b) The $28,616,704million reduction was the result of the following adjustments to 

the Company's reques.t in the June 2017 Rate Application as modified in the August 2017 

Refinancing Update: 

.... .. ~:. 4' .. 
.t~~/ ), ~edo,¢.0~ ·~~~~e. ... .. . . . .. . . . ' . . 

.. A.~·1;1;5tmeni' R_eq~ment . .. ... .. . 
ls~illlolUJ_l .. . . "" ..... .. ... '""1' .. 

Defer a portion of Rockport UP A non-fuel, non-environmental 
expenses 15.0 

Increase revenues to Apply Weather Normalization to Commercial 
0.40 

Sales Net ofVariable O&M 

Reduce Incentive Compensation 3.15 

Reduce Amortization &pense to Recalibrate Stonn Damage 
1.22 

Amortization 
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Reduce DepRclatiOn Expense by Extending Service Life ofBS 1 to 20 
years -·- ... - .......... -·- - .. 

~Depreciation Expense by Removing Terminal Net Salvage for 
BSUl .... ·--·-=---------------· . .. 

Reduce Depreciation Expense by Removing Terminal Net Salvage for 
MitcheU 

Increase Short Tcnn Debt to 1% aod Set Debt Rate at 1.25% 

ChangeirlRetumonEquity ~ 10.31% to9.7S% 
.· ' .:;; ' ' 

.oj' .,} ~.·. ;3 ...... Li., .. ·.,, . "-:.....l'j, .·:=-._...~... Total Ad!~ea~ 

2.84 
-

0.37 
--

0.57 

0.36 

4.70 
K~ ' 

28.6 .... 

(c) Kentucky Power agrees to allocate the $31,780,734 in additional annual revenue as 

illustrated on EXBJBrr 1. The Company will design rates and tariffs consistent with this allocation 

of additional reVellue. 
. . 

(i) As part of the Commission's consideration of the reasonableness of this 

Settlement Agreement. the tariffs designed in accordance with this subparagraph shall be filed with 

the Commission and served on counsel for all parties to this case no later than December 1, 2017. 

(ii) Within ten days of the entry of the Commission's Order approving without 

modification this Settlement Agreement and the rates thereunder, Kentucky Power shall file with 

the Commission signed copies of the tariffs in confomrity with 807 KAR 5:011. 

3. Rockport UPA Expense Deferral 

(a) Kentucky Power is a party to a FERC-approved Unit Power Agreement with AEP 

Generating Company for capacity and energy produced at the Rockport Plant eRockport UP A,). 

The Rockport UP A expires on December 8, 2022. 

(b) Kentucky Power will defer a total of $50 million in non-fue~ non-environmental 

Rockport UP A Expense for later recovery as follows: 

(i) Kentucky Power will defer S 15M annually of Rockport UP A Expense in 

2018 and 2019 for later recovery. 
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(ii) Kentucky Power will defer $10M ofRockport UPA Expense in 2020 for 

later recovery. 

(iii) .K.entu.cky Power will defer $5M annually of Rockport UPA Expense in 

years 2021 and 2022 fotlater recovery. 

(c) The Rockport UPA Expense of$50 million described in Paragraph 3(b) above will 

be defmed into a regulatory asset ("the Rockport Deferral Regulatory Asset") and will be subject 

t9.carrying charges based on a weighted average cost of capital \'WACC") of 9.1 I%1 until the 

Regulatory Asset is fully r~vered. From January 1, 2018 thtougb. December 8, 2022, the W ACC 

will be applied to the monthly Rockport Deferral Regulaoo:ry Asset principal balance net of 

accumulated deferred income taxes \'ADIT"). From December 9. ~022 until the Rockport 

Deferral Regulatory ~et is fully recovered, the W ACC will be applied to the monthly Rockport 

Deferral Regulatory Asset balance including deferred carrying charges net of ADIT. The Rockport 

Deferral Regulatory Asset shall be recovered on a levelized basis through the demand component 

ofTari.ffP.P .A. and amortized over five years begjnning on December 9, 2022. Kentucky Power 

estimates that the regulatory asset balance will total approximately $59 million on December 8, 

2022. 

(d) Additional expenses reflecting the declining deferral amount in years 2020 through 

2022 will be recovered through the demand component ofTariffP.P.A. as follows: 

(i) Kentucky Power will recover $5 million through Tariff P .P .A. in 2020 

(ii) Kentucky Power will recover ~ 10 million through Tariff P .P A in 2021 

1 6.41% grossed up for applicable State and Federal taxes, uncollectible accountJ expense. and the KPSC 
mainteoam:o reo 
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(ill:) Kentucky Power will recover $10 million through Tariff P.P.A. in 2022, 

prorated through December 8, 2022. 

(e) The Signatory Parties acknowledge that the Company's decision whether to seek 

.Go'!'mission approval to extend the Rockport UP A will be nwle at a later date. Whether or not 

the Company seeks to extend the Rockport UPA, beginning December 9, 2022, the Capacity 

Charge recovered through Tariff C. C., approved in Case No. 2004-00420, will end. Any final 

over- or under-recovery balance will be included in the subsequent calculation of the purchase 

poWer adjustment Under Tariff P.P.A. In the event that Kentuc~ Power elects not to extend the 

Rockport UP A, it will experience a reduction in Rockport UPA fixed costs ("Rockport Fixed Costs 

Savings"). 

(f) If Kentucky Power elects not to extend the Rockport UP A. it will, beginning 

December 9, 2022, credit the Rockport Fixed Cost Savings through the demand component of 

Tariff P.P.A. until new base rates arc set However, for 2023 only', the Rockport Fixed Cost 

Savings credit will be oftSet by the amount, if any, necessary for the Company to eam its Kentucky 

Commission-authorized return on equity (ROE) for 2023 C'Rockport Offset"). An example of the 

calculation of the Rockport Offset is included as EXHIBIT 2. 

(g) For the purposes of implementing the Rockport Fixed Costs Savings credit 

described in Paragraph 3(t) above. the following definitions apply: 

(i) "Rockport Fixed Costs Savings" shall mean the a.ntmal ammmt of norrfuel, 

non-environmental Rockport UPA expense included in base rates for rates effective in November 

2022. 

(ii) "Estimated Rockport Offset, shall mean the amount of additional annual 

revenue the Company estimates would be necessary for it to earn the Commission-authorized 
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rettim on equity for 2023 considering the termination of the Rockport UP A and the Rockport Fixed 

C~st Savings. 

(iii) "Actual Rockport Offset" shall mean the amount of additional annual 

rev~nue that would ~ve been necessary for the Company to eam the Commission-authorized 

return on equity for 2023 considering the termination of the Rockport UPA and the Rockport Fixed 

Cost Savings. The Company shall calculate the Actual Rockport Offset using a comparison of the 

per boob return. on equity for 2023 to the Commission-approved return on equity. The Actual 

Rockport Offset cannot exceed the RockPort Fixed Costs Savings. 

(iv) "Rockport Offset True-Up" shall mean the difference between the 

Estimated Rockport Offset and the Actual Rockport Offset. · 

(h) The Company shall implement the Rockport Fixed Costs Savings credit described 

in Paragraph 3(£) above as follows: 

(i) By November 15, 2022, the Company shall file an updated pwchase power 

adjustment factor under TariffP.P A for {3tes effective ~her 9, 2022. This filing shall reflect 

the impact of the Rockport Fixed Cost Savings and the Estimated Rockport Offset on the purchase 

power adjustment factor. This filing shall also reflect the commencement of recovery of the 

Rockport Deferral Regulatory Asset. 

(ii) The Company shall make its noi'IIU\1 August 15, 2023 Tariff P .P .A. filing 

for rates effective in October 2023. The Rockport Fixed Cost Savin~ and the Estimated Rockport 

Offset will continue to be factored into the calculation of the purchase power adjustment factor 

through the end of2023. Beginning in January 2024, the Estimated Rockport Offset will not be 

factored into the calculation of the purchase power adjustment factor. 
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(iji) By February 1, 2024, the Company shall file an updated purchase power 

~tJstment factor tuider: Tariff P.P .A. for rates effective March 1, 2024. This filing shall only 

reflect the impact of the Rockport Offset True--Up on the purchase power adjustment factor. The 

~chase power adjustment factor shall be established to recover or credit the Rockport Offset 

T~Up amount in three ptonths. 

(iv) Beginning with the August 15, 2024 TiuiffP.P .A filing, the Company will 

incorporate the Roclqxnt Fixed Cost Savings in its annual calculation of the purchase power 

adjUstment factor. 

4. PJM OATI' LSEExpense Recovery 

(a) · As descn'b¢ in the testimony of Company Witn~ V augban, Kentucky Power bas 

included an adjusted-test year amount ofn~ PJM OATI LSE charges and credits in base rates. 

Kentucky Power will track, on a monthly basis, the amount of OATT LSE charges and credits 

above or below the base rate level using deferral accounting. Kentucky Power will recover and 

collect 800/o of the annual over or under collection ofPJM OATI LSE charges, as compared to the 

annual amount included in base rates, (14 Annual P 1M OATI LSE Recovezy") through the operation 

ofTarifiP.P.A. 

(b) Kentucky Power will credit against the Annual PJM OATI LSE Recovery 100% 

of the difference between the return on its incremental transmission inves1ments calculated using 

the FERC~approve4 PJM OATT retmn on equity and the return on its incremental transmission 

investments calculated using the 9.75% return on equity provided for in this settlement (the 

"Transmission Return Difference"). Kentucky Power shaU calculate the Transmission Return 

Difference as shown in EXBIBrr 3. 
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(c) These changes to Tariff P .P .A. to allow for the Annual PJM OA TT LSE Recovery 

will tenninate on the effective date when base rates are reset in the next base .rate proceeding unless 

otherwise specifically extended by the Commission. Nothing in this Paragraph 4(c) prohibits 

Kentucky Power or aiiy other Signatory P~ from taking any position reg~. the extension of 

tlun\.nn~ual PJMOAIT LSE Recovery mechanism or-any other tJ:eatl:neilrofthe Companrs PJM

OATT LSE expenses. 

5. Rate Case Strf.Out 

(a) Ke~ky Power will not file an application for a general adjustment of base rates 

for rates that ~uld be effective prior to the first day of the January 2021 billing cycle. This rate 

case ustay out" is expressly conditioned on Commission approval of this Settlement Agreement 

witlwut modifi~on. including the recovery of the Roclqx>rt Deferral Regulatory Asset as 

described in Section 3 above and the incremental PJM OATI LSE expense through Tariff P .P.A. 

as described in ~ection 4 above. 

(b) This stay out will not apply if a change in law occurs that will result in a material 

adverse effect on the Company's financial condition_ 

(c) Nothing in this stay out provision should be interpreted as prohibiting the 

Commi.ssion from altering the Company's rates upon its own investigation, or upon complaint, 

including to reflect changes in the tax code, including the federal corporate income tax rate, 

depreciation provistons, or upon a request by the Company to seek leave to address an emergency 

that could adversely impact Kentucky Power or its customers. In the event the Commission 

initiates an investigation or a complaint is filed with the Commission regarding the Company's 

rates, the Company retains the right to defend the reasonableness of its rates in such proceedings. 
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6. TariffP.P .A. 

(a) Kentucky Power's proposed changes to TariffP.P.A, as set forth in the testimony 

of Company Witness Vaughan and modified by S~ons 2 and 3 above. are approved. 

(b) A revised vemon of Tariff P.P.A. ~rating the modifications described in 

Sections 2 and 3 above is included as EXHIBIT 4. 

7. DepreciationRates 

(a) Ken~ky Power and the Settling Intervenors agree that Big Sandy Unit J has an 

expected life of20 years folloWing its conversion from a coal-fired to a natural gas-fired generating 

unit The depreciation rates for Big Sandy Unit 1 have been adjusted to reflect the 20 year expected 

life. Kentucky Power and the Signatory Parties retain the right to propose updated depreciation 

rates for Big Sandy Unit 1 in future proceedings to reflect updates to the expected life. 

(b) Kentucky Power has adjlJSted depreciation rates for Big Sandy Unit 1 and for the 

Mitchell Plant to remove terminal net salvage costs. Kentucky Power retains the right to propose 

updated depreciation rates for Big Sandy Unit 1 and for the Mitchell Plant in future proceedings 

to include terminal net salvage costs, and the Settling lntervenors retain the right to challenge the 

inclusion of such co$ in future proceedings. 

(c) Kentucky Power's updated depreciation rates are included as EXHIBIT 5. 

8. Return on Equity. Capitalization. WACC. and GRCF 

(a) Kentucky Power shall be authorized a 9.75% return on equity. The authorized 

return on equity of 9.75% will be used in the calculation of the Company,s Environmental 

Surcharge factor (for non-Rockport environmental projects) and the carrying charges for the 

Rockport Deferral and Decomnrlssioning Rider regulatory assets. 
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(b) Kentucky Power will update its capitalization to reflect short term debt as 1% of 

the Company's total capital structure. The annual intcnst rate for the short tenn debt will be set 

at 1.25%. 

(c) Kentucq Power shall utilize a weighted average cost of capital \'WACC") of 

9.11% including a gross revenue conversion factor C'GRCF,) of-1.6433%. The GRCP does not 

include a Section 199 deduction. This W ACC and GRCF shall remain constant (includU;g for Cbe 

riders and surcharg~ descnbed in Paragraph 8(a) above) tmtil such time as the Commission sets 

base rates in the Company's next base rate case proceeding. The calculations of the W ACC and 

GRCF are shown on EXJDBIT 6. 

9. Storm Damage Expense Amortization 

(a) Kentucky Power will recover and amo~ the remaining unamortized balance of 

its deferred storm expense regUlatory asset authorized in Case No. 2012-00445 over a period of 

five years beginning January 1, 2018, consistent with the recommendation of KIUC. The 

unamortized balance of the regulatory asset authoriud in Case No. 2012-00445 will total 

$6,087,000 on December 31, 2017 and will be amortized over five years at an annual amatmt of 

$1,217,400. 

(b) Kentucky Power wiU recover and amortize the deferred storm expense regulatory 

asset authorized in Case No. 2016-00L80 over a period of S years beginning January 1, 2018 

consistent with the testimony of Company Witness Wohnllas. The balance of the regulatory asset 

authorized in Case No. 2016-00180 totals $4,377,336 and will be amortized over five years at an 

annual am.olD11 of$875,467. 

(c) 'Ibe combined balance of the Kentucky Power's deferred storm expense regulatory 

assets (the remaining unamortized balance authorized in Case No. 2012-00445 and the amount 
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authorized in Case No. 2016-00180) will total $10,464,336 on December 31, 2017 and will be 

a~_ortized over five years at an annual amount of $2,092,867. 

10. Kmtucky Economic Development Surcharge 

(a) Kentucky Power's new Kentucky Economic Development St,JICbargc Tariff 

("TariffK.E.D.S.") shall be approved with rates amended as follows: 

(i) The KEDS mte for residential customers will be set at $0.10 per meter 

instead of$0.25 as proposed by the Company. 

(ii) The KEDS rate for non-residential customers for which the KEDS applies 

will be set at $1.00 per meter instead of $.0.2.5 as proposed by ~he Company. 

(b) All KEDS funds collected by Kentucky Power shall be m.atcbcd dollar-for-dollar 

by Kentucky Power fr9m shareholder funds. The procee4s of KEDS and Kentucky Power's 

shareholder ~ntribution shall be used by Kentucky Power for economic development projects, 

including the training of local economic development officialS, in the Company's service territory. 

The KJIDS, and the p1atching shareholder con1ribution, shall remain in effi:ct wrtil changed by 

order of the Commission. 

(c) Kent®ky Power will continue to file on or before March 31st of each year a report 

with the Commission describing: (i) the amount collected through the Economic Development 

Surcharge; and (ti) tb:e matching amount contributed by Kentucky Power from shareholder funds. 

The annual report to be filed by the Company shall also describe the amount, recipients, and 

purposes of its expenditure of the funds collected through the Economic Development Surcharge 

and shareholder contribution. 

(d) Kentucky Power shall serve a copy of the annual report to be filed with the 

Commission in accotdance with subparagraph (c) on counsel for all parties to this proceeding. 
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11·. Backup and Maintenance Service 

(a) In order for Marathon Petroleum L.P (''M~on") to evaluate the econom.ics of 

self or co-generation, Kentucky Power and Marathon will begin negotiations regarding the terms, 

conditions and pricing for backup and majntenance service wi.thin 30 days of a Commission Order 

approving this provision and will complete negotiations within die next 120 days. Prior to tfie st8rf' 

of the 120 day negotiation period, Marathon will provide Kentucky Power with specific 

il?formation regarding the MW size of a potential self or co-generation facility and the type of 
. . 

generation technology being considered. 

(b) If Kentucky Power and Marathon cannot ~han agreement on backup and 

· maintenance service within 120 days, Kentucky Power and Marathon agree to submit the issue to 

the Commission for resolution. 

12. School Energy Manager Prognun 

(a) Kentucky Power shall seek leave from the Commission to include up to $200,000 

for the School Energy Manager Program in its each of its 2018 and 2019 DSM Program offerings. 

(b) Kentucky Power and KSBA both expressly acknowledge that there is in Case No. 

2017-00097 a currently-pending Collll1li.ssion investigation of the Company's DSM programs and 

funding and that the outcome of that investigation could impact the School Energy Manager 

Program. 

13_ TaritfK-12 School 

(a) Kentucky Power shall continue its cunent Pilot Tariff K-12 School but shall 

remove the Pilot designation as set forth in EXHIBIT 7. TariffK-12 School shall be available for 

general service to all K-12 schools in the Company' s service territory, public and private, with 

noiDJal maximum demands greater than 100 kW. Tariff K-12 School shall reflect rates for 
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·cUstomers taking service under the tariff deSigned to produce annually in the aggregate $500,000 

less from TariffK-12 School customers tP.ari would be pr6.dooed under the new"L.O.S. rates to be 

establtshed under this S~ement Agreement from customers eligible to take service under Tariff 

.K .. Ii School. 'J1le ~ate total reven~ ~o be produced by TariffK-12 Schoo~ lpld TariffL.G.S. 

shall be eqtia,l to the revenues that would be produced in the aggregate by the new rates in the 

absence of TariffK-12 SchooL Service under Tariff K-12 School shall be optional. 

14. Bill Format Changes 

(a) The bill formatting chaxigesproposedbytheCompanyinCaseNo. 2017-00231 and 

qonsolidated into tbi~ case by Commission Order dated July 17, 2017, to the. e~tent not already · • 

approved, are ~oved. 

(b) With.41 180 days of a Commission ~ approving this Settlement, Kentucky 

Power will conduct a training session wi1h 'representatives from its municipal clients and KLC to 

eJCplain the new bill format and tools available to clients to evaluate their electric .usage. 

15. Renewable Power Option Rider 

(a) The proposed changes to the Companyis Green Pricing Option Rider, including 

renaming the rider tQ· the Renewable Power Option Rider (''Rider R.P.O.j, are approved except 

that the availability of service provision for Opti~n B will state the following: 

"Customers who wish to directly purchase 1he electrical output and all 
associated envir!IDlllental attributes from a renewable ~ generator may 
contract bilatemlly with the Company under Op1ion B. Option B is available 
to customers taking mete~d service un~ the Company's I.G.S., and C.S.
I.RP. tariffs, orDlll;ltiple L.G.S. tariffaccoun:ts \Vnhcom.monown:ership under 
a single parent company that can aggregate multiple accounts to ex.ceed 1000 
kW of peak demand!' 

A revised version of Rider R.P.O. incorporating the modifications described above is included as 

EXHIBIT 8. Bills for customers receiving service under ~der R.P.O. will include a separate line item 

for Rider R.P. 0 . charges. 
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(b) Beginning no later than March 31, 2018, and no later than each March 31 thereafter, 

Kentucky Power will file a report with the Commission describing the previous year's activity 

under Rider R.P.O. This annual report will replace the semi-annual reports filed in Case No. 2008-

00151. 

16. MOOifications-To Kentucky Power's Rate Tariffs 

In addition to the rate and tariff changes described and agreed to above, Kentucky Power 

and the Settling Intervenors agree that the following t.ari:ffs shall be modified ot implemented as 

described below: . 

(a) The Customer charge for the Residential Class ("Tari:ffRS.") shall be increased to 

$14.00 per month instead of the $17.50 per month proposed by the Company in its filing in this 

case. 

(b) The Company is extending the termination date for Tariff C.S. - Coal and the 

amendments to Tariff C.S. - LRP. and Tariff E.D.R. approved in Case No. 2017-00099 from 

December 31, 2017 to December 31, 2018. 

(c) The pole attachment rate under TariffC.A. T.V. shall be $10.82 for attachments 

on two-user poles and $6.71 for attachments on three-user poles for all attachments instead of the 

$11 .97 for attachments on t'WO-user poles and $7.42 for attachments on ~user poles proposed 

by the Company in its filing in this case. 

17. Filing Of Settlement Agreement With The Commission And Request For Approval 

Following the execution of this Settlement Agreement, Kentucky Power and the Settling 

Intervenors shall file this Settlement Agreement with the Commission along with a joint request 

to the Commission for consideration and approval of this Settlement Agreement so that Kentucky 
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Power may begin billing undet the approved adjusted rates for service rendered on or before 

January 19. 20 ts. 

18. Good Faith And Best Efforts To Seek Approya), 

(a) This· .Settlement Agreen)ent is subject to approval by th~ : ~blic Service 

.Com:missiQn. 

(b) Kentucky Pow.er and the Settling Intervenors shall act in good faith and use their 

best efforts to recommend to the Commission that this SettlC:=JIIent Agieement be approved in its 

entirety and without modifi~on and that the rates and charges set forth hereiD. be implemented. 

(c) Kentuplcy Power and the S'ettling Intervenors filed testimony in this case. Kentucky 

Power also .filed testimony in support of the Settlement Agreement. For purposes of any hearing~ 

the Settling Intervenors and Kentucky P<;>wer waive all cross--examination of the other Signatory 

Pa¢es' witnesses ~xcept fur purposes . of supporting this Settlemetit Agreement unless the 

Commission disapproves this Settlement Agreement Each further stipulates and recommends that 

th~ Notice of Intent, Application, testimony, pleadings, and responses to data requests filed in this 

proceeding be admitted into the record. 

(d) The Signatory Parties further agree to support the reasonableness of1his Settlement 

Agreement before the Commission, and to cause their counsel to do the same, including in 

co)lllection with any appeal from the Commission's adoption or enforcement of this Settlement 

Agreement 

(e) No party to this Settlement Agreement shall challenge any Order of the 

Commission approving the Settlement Agreement in its entirety and without modification. 
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19. Failme Of Commission To Approve Settlement Agreement 

If the Commission does not accept and approve this Stipulation in its entirety, then any 

advemely affected Party may withdraw from the Stipulation within the statutory periods provided 

for rehearing and appeal of the Commission's order by (1) giving notice of withdrawal to all other 

Parties-and-(2) timely-filing for rehearing or appeal.- Upon the~ latter of(l) the expiration-of the 

statutory periods provided for rehearing and appeal of the Commission's order and (2) the 

conclusion of all rehearing's and appeals, all Parties that have not witlidrawn will coliinue to be 

bound by the terms of the Stipolation as modified by the Commission's order. 

20. Continuing Commission Jurisdiction 

Th:is Settlement Agreement shall in no way be deemed to divest the Commission of 

j~ction under Chapter 278 of the Kentucky Revised Statutes. 

21. Effect of Settlement Agreement 

This Sei:tlement Agreement shall inure to the benefit of, and be bipding upon, the parties 

to ~ Settlement Agreem.ent, their successors, and assigns. 

22. Complete Agreement 

This Settlement Agreement constitutes the complete agreement and understanding among 

the parties to this Settlement Agreement, and any and all oral statements, representations, or 

agn:ements. Any and all such oral statements, representations, or agreements made prior hereto or 

contained contemporaneously herewith shall be null and void and shall be deemed to have been 

merged into this Settlement Agreement. 

23. Inckpen<ient Analysis 

The terms of this Settlement Agreement are based upon the independent analysis of the 

parties to this Settlement Agreement, are the product of compromise and negotiation, and reflect 
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a fair, just, and reasonable resolution of the issues herein. Notwithstanding anything contained in 

this Settlement Agreement, Kentucky Power and the Settling Intervenors recognize and agree that 

the effects, if any, of any future events upon the income of Kentucky Powa are unknown and this 

Settlement Agreement :dlall be implemented as written. 

24. Settlement Agreem~t And Negotiations Me Not An Admission 

(a) This Settl~ent Agreement shall not be deemed to constitute an admission by any 

party to this Settlement Agreement that any computation, formula. allegatio~ &Ssertion, or 

contention made by any other J)tlity in these proceedings is true or valid NQthiilg in this Settlement 

Agreement shall be used or construed for any pmpose to imply, suggest or otherwise indicate that 

the results produced through the compromise reflected herein represent fully the objectives of the 

Sigilatory Parties. 

(b) Neither the terms of this Settlement Agreement nor any statements made or matters 

raised during the settlement negotiations shall be admissible in any proc~ or binding on any 

of the parties to this Settlement Agreement, or be construed against any of the parties to this 

Settlement Agreement, except that in the event of litigation or proceedings involving the approval, 

implementation ~r enforcement of this Agreement, the terms of this Settlement Agreement shall 

be admissible. This Settlement Agreement shall not have any precedent:ial value in this or any 

other jurisdiction. 

25. Consultation With Counsel 

The parties to this Settlement Agreement warrant that they have infonned, advised, and 

consulted with their respective counsel with regard to the contents and significance of this 

Settlement Agreement and are relying upon such advice iti entering into this agreement 

18 



26. Authority To Bind 

Each oftbc signatories to this Settlement Agreementh~rebywarrant they are authorized to 

sign this agreement upon behalf o( and bind, their respective parties. 

27. Construction Of Agreement 

This Settlement Agreeiilcnt is a produc{ of negotiation among air parties to this Settlement 

Agreement, and no provision of this' Settlement Agreement shall be construed in favor of or against 

~y party hereto. This Settlement Agreem~t is submitted for p~ses of this case only and is not 

to be deemed binding upon the parties hereto in any other proceeding, nor is it to be offered or 

relied upon in any other proceeding involving Kentucky Power or any other utility. 

28. COuntemarts 

This Settlement Agreement may ~executed in multiple counterparts. 

29. FutureRate Proceedini! 

Nothing in this Settlement Agreement shall preclude, prevent. or prejudice any party to this 

Settlement Agreement from raising any argument or issue, or challenging any adjustment, in any 

future rate proceeding of Kentucky Power. 

IN Wl1NESS WHEREOF, this Settlement Agreeme:qt has been agreed to as of this 22ad 

day ofNovember2017. 
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APPENDIXB 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

Adjustments Amounts 
Capacity Charge Revenues Removal ($6 396,832) 
Removal of Effects of Decommissioning Rider Revenue and ($1 8,512,331) 
Expenses 
Eliminate Mitchell FGD Operating Expenses _($13,308,197) 
Remove Mitchell plant FGD and Consumable inventory from Rate ($1,61 0, 192) 
Base 
Removal of Mitchell FGD Environmental Surcharge Rider ($538,41 7) 
Revenues 
Remove Big Sandy Unit 1 Operation Rider Deferrals ($4 333 902) 
Fuel Under (Over) Revenues $4,574,472 
Reset OSS Margin Baseline to 2016 Test Year OSS Margins ($8 BOO 856) 
PPA Rider Synchronization Adjustment $372,542 
Remove DSM Revenue ExQ_ense {$5,503 380) 
Remove HEAP Revenue and Expense ($246,772) 
Remove Economic Development Surcharge Revenue and Expense ($303,011) 
Tariff Miaration Adjustment $1 026,263 
Customer Annualization Revenue Adjustment ($1 ,342,364) 
Weather Normal Load Revenue Adjustment $4 080,748 
O&M EXPense Interest on Customer Deoosit $67,254 
Amortization of Major Storm Cost Deferral $874,592 
Postage Rate Decrease Adjustment ($6 656) 
Eliminate Advertising EXQense $100,444 
Adjust Pension and OPEB Expense $148,679 
Employee Related Group Benefit Expense $429,241 
Remove PJM BUs From Base for FAC Inclusions ($516,659) 
Adjustment to Include Purchase Power Limitation Expense in Rate $3,150,582 
Base 
Adjustment to Include Forced Outage Purchase Power Limitation in $882,204 
Base Rates 
Annualize NITS/PJM LSE OATT Expense $3,825 858 
Annualize PJM Admin Charges $118,606 
Amortization of NERC Cost Deferral $14 275 
Severance Expense Adjustment $2,363 
Annualization of Payroll Expense Adjustment $244,837 
Social Security Tax Base Adjustment $26,009 
Eliminate Non-Recoverable Business Expenses $14,91 4 
Plant Maintenance Normalization ($274 334) 
Depreciation Annualization Adjustment Electric Plant in Service $2,037,359 
Decrease ARO Depreciation Expense to an Annualized Level ($3,818) 
Decrease ARO Accretion Expense to an Annualized Level ($109,495) 
Annuallzation of Cable Pole Attachment Revenue $532,369 
KPSC Maintenance Assessment ($1 801) 
State Gross Receipts Tax Adjustment $78,n6 

Case No. 2017-00179 



Interest Synchronization Adjustment (Per 8/7/2017 Amendment) $6,449,828 
AFUDC Offset Adiustment (Per 8/17/2017 Amendment) $28,197 
Adjustment to Recognize Accrued Surcharge Revenug Differences ($62,588) 
Mitchell Plant ADSIT Amortization $'tt292_~_491 
Decrease O&M for Vegetation Management Tree Trimming ($6, 794,282) 
Annualizatlon of Property Taxes $595,507 

--------- --- ----- ----- ------

Case No. 2017-00179 



APPENDIXC 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

The following rates and charges are prescribed for the customers in the area 

served by Kentucky Power Company. All other rates and charges not specifically 

mentioned herein shall remain the same as those in effect under authority of this 

Commission prior to the effective date of this Order. 

Service Charge per month 
Energy Charge per kWh 

TARIFF R.S. 
RESIDENTIAL SERVICE 

Storage Water Heating Provision - Per kWh 
Load Management Water Heating Provision - Per kWh 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF R.S.-L.M.-T.O.D. 

$ 14.00 
$ .09660 
$ .06072 
$ .06072 

$ .30 

RESIDENTIAL SERVICE LOAD MANAGEMENT TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during on-peak billing period 
All kWh used during off-peak billing period 
Separate Metering Provision Per Month 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF R.S.-T.O.D. 
RESIDENTIAL SERVICE TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during on-peak billing period 
All kWh used during off-peak billing period 

Home Energy Assistance Program Charge 
Per meter per month 

$ 16.00 

$ . .14346 
$ .06072 
$ 3.75 

$ .30 

$ 16.00 

$ .14386 
$ .06072 

$ .30 
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TARIFF R.S.-T.O.D. 2 
EXPERIMENTAL RESIDENTIAL SERVICE TIME-OF-DAY 2 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during summer on-peak billing period 
All kWh used during winter on-peak billing period 
All kWh used during off-peak billing period 

Rome Energy Assistance Program Charge 
Per meter per month 

TARIFF R.S.D. 

$ 16.00 

$ .17832 
$ .15342 
$ .08094 

$ .30 

RESIDENTIAL DEMAND-METERED ELECTRIC SERVICE 

Service Charge per month 
Energy Charge per kWh: 
All kWh used during on-peak billing period 
All kWh used during off-peak billing period 
Demand Charge per kW 

Home Energy Assistance Program Charge 
Per meter per month 

TARIFF G.S. 
GENERAL SERVICE 

Secondary Service: 
Service Charge per month 
Energy Charge per kWh: 

Phase 1 
First 4,450 kWh per month 
Over ct,450 kWh per month 

Phase 2 
First 4,450 kWh per month 
Over 4,450 kWh per month 

Demand Charge per kW greater than 10 kW 
Phase 1 
Phase 2 

Primary Service: 
Service Charge per month 
Energy Charge per kWh: 

First 4,450 kWh per month 
Over 4,450 kWh per month 

Demand Charge per kW greater than 1 0 kW 

$ 17.50 

$ .09738 
$ .07029 
$ 4.02 

$ .30 

$ 22.50 

$ .1 0198 
$ .1 0188 

$ .09807 
$ .09798 

$ 4.00 
$ 6.00 

$ 75.00 

$ .08629 
$ .08659 

$ 7.18 
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Subtransmission Service: 
Service Charge per month 
Energy Charge per kWh: 

First 4,450 kWh per month 
Over 4,450 kWh per month 

Demand Charge per kW greater than 1 0 kW 

TARIFFG.S. 

$ 364.00 

$ .07822 
$ .07855 
$ 5.74 

GENERAL SERVICE 
RECREATIONAL LIGHTING SERVICE PROVISION 

Service Charge per month 
Energy Charge per kWh 

TARIFFG.S. 
GENERAL SERVICE 

$ 22.50 
$ .09968 

LOAD MANAGEMENT TIME-OF-DAY PROVISION 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during on-peak billing period 
All kWh used during off-peak billing period 

TARIFFG.S. 
GENERAL SERVICE 

$ 22.50 

$ .14423 
$ .06072 

OPTIONAL UNMETERED SERVICE PROVISION 

Service Charge per month 
Energy Charge per kWh: 

Phase 1 
First 4,450 kWh per month 
Over 4,450 kWh per month 

Phase 2 
First 4,450 kWh per month 
Over 4,450 kWh per month 

TARIFF S.G.S.-T.O.D. 

$ 14.00 

$ .10198 
$ .10188 

$ .09807 
$ .09798 

SMALL GENERAL SERVICE TIME-OF-DAY 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during summer on-peak billing period 
All kWh used during winter on-peak billing period 
All kWh used during off-peak billing period 

$ 22.50 

$ .17034 
$ .14372 
$ .07511 

Case No. 2017·00179 



TARIFF M.G.S.-T.O.D. 
MEDIUM GENERAL SERVICE TIME-OF-DAY 

Service Charge per month $ 22.50 
Energy Charge per kWh: 

All kWh used during on-peak billing period $ .16747 
All kWh used during off-peak billing period $ .06072 

TARIFF L.G.S. 
LARGE GENERAL SERVICE 

Secondary Service Voltage: 
Service Charge per month $ 85.00 
Energy Charge per kWh $ .07712 
Demand Charge per kW $ 7.97 

Primary Service Voltage: 
Service Charge per month $ 127.50 
Energy Charge per kWh $ .06711 
Demand Charge per kW $ 7.18 

Sub-lransmission SerVice Voltage: 
Service Charge per month $ 660.00 
Energy Charge per kWh $ .05112 
Demand Charge per kW $ 5.74 

Transmission Service Voltage: 
Service Charge per month $ 660.00 
Energy Charge per kWh $ .04997 
Demand Charge per kW $ 5.60 

All Service Voltages: 
Excess Reactive Charge per KVA $ 3.46 

TARIFF L.G.S. 
LARGE GENERAL SERVICE 

LOAD MANAGEMENT TIME-OF-DAY PROVISION 

Service Charge per month 
Energy Charge per kWh: 

All kWh used during on-peak billing period 
All kWh used during off-peak billing period 

$ 85.00 

$ .14063 
$ .06088 
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TARIFF L.G.S.- T.O.D. 
LARGE GENERAL SERVICE TIME-OF-DAY 

Secondary Service Voltage: 
Service Charge per month $ 85.00 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09670 
Off-Peak Energy Charge per kWh $ .04132 

Demand Charge per kW $ 10.87 

Primary Service Voltage: 
Service Charge per month $ 127.50 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09300 
Off-Peak Energy Charge per kWh $ .04010 

Demand Charge per kW $ 7.84 

Sub-transmission Service Voltage: 
Service Charge per month $ 660.00 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09176 
Off-Peak Energy Charge per kWh $ .03970 

Demand Charge per kW $ 1.52 

Transmission Service Voltage: 
Service Charge per month $ 660.00 
Energy Charge: 

On-Peak Energy Charge per kWh $ .09049 
Off-Peak Energy Charge per kWh $ .03928 

Demand Charge per kW $ 1.49 

All Service Voltages: 
Excess Reactive Charge per KV A $ 3.46 

TARIFF I.G.S. 
INDUSTRIAL GENERAL SERVICE 

Secondary Service Voltage: 
Service Charge per month $ 276.00 
Energy Charge per kWh $ .02663 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand $ 24.13 
Of Monthly Off-Peak Billing Demand $ 1.60 
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Primary Service Voltage: 
Service Charge per month $ 276.00 
Energy Charge per kWh $ .02553 
Demand Charge per kW 

· Of Monthly On-Peak Billing Demand $ 20.57 

Sub-transmi§§iQn §~rvi~e VQI1§g~: 
Service Charge per month $ 794.00 
Energy Charge per kWh $ .02793 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand $ 13.69 
Of Monthly Off-Peak Billing Demand $ 1.51 

Transmission Service Voltage: 
Service Charge per month $1,353.00 
Energy Charge per kWh $ .02792 
Demand Charge per kW 

Of Monthly On-Peak Billing Demand $ 13.26 
Of Monthly Off-Peak Billing Demand $ 1.49 

All Service Voltages: 
Reactive demand charge for each kilovar of maximum leading or lagging reactive 
demand in excess of 50 percent of the kW of monthly metered demand is $.69 per 
KVAR. 

Minimum Demand Charge 
The minimum demand charge shall be equal to the minimum billing demand times the 
following minimum demand rates per kW: 

Secondary 
Primary 
Subtransmission 
Transmission 

TARIFF M.W. 
MUNICIPAL WATERWORKS 

Service Charge per month 
Energy Charge - All kWh per kWh 

$ 25.83 
$ 22.21 
$ 15.30 
$ 14.86 

$ 22.90 
$ .09135 

Subject to a minimum monthly charge equal to the sum of the service charge plus $8.89 
per kW as determined from customer's total connected load. 

Case No. 2017-00179 
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TARIFF O.L. 
OUTDOOR LIGHTING 

OVERHEAD LIGHTING SERVICE 

High Pressure Sodium per Lamp: 
100 Watts (9,500 Lumens) $ 8.50 
150 Watts (16,000 Lumens) $ 9.30 
200 Watts (22,000 Lumens) $ 10.90 
250 Watts (28,000 Lumens) $ 15.04 
400 Watts (50,000 Lumens) $ 16.01 

Mercury Vapor per Lamp: 
175 Watts (7,000 Lumens) $ 9.04 
400 Watts (20,000 Lumens) $ 14.64 

POST-TOP LIGHTING SERVICE 

High Pressure Sodium per Lamp: 
100 Watts (9,500 Lumens) $ 14.05 
150 Watts (16,000 Lumens) $ 23.30 
100 Watts Shoe Box (9,500 Lumens) $ 29.50 
250 Watts Shoe Box (28,000 Lumens) $ 24.99 
400 Watts Shoe Box (50,000 Lumens) $ 36.16 

Mercury Vapor per Lamp: 
175 Watts (7,000 Lumens) $ 10.59 

FLOOD LIGHTING SERVICE 

High Pressure Sodium per Lamp: 
200 Watts (22,000 Lumens) $ 13.10 
400 Watts (50,000 Lumens) $ 17.06 

Metal Halide 
250 Watts (20,500 Lumens} $ 15.27 
400 Watts (36,000 Lumens} $ 18.39 
1 ,000 Watts (11 0,000 Lumens) $ 30.94 
250 Watts Mongoose (19,000 Lumens) $ 20.57 
400 Watts Mongoose (40,000 Lumens) $ 23.59 

Per Month: 
Wood Pole $ 3.40 
Overhead Wire Span not over 150 Feet $ 2.00 
Underground Wire Lateral not over 50 Feet $ 7.40 

Per Lamp plus $0.02725 x kWh in Sheet No. 14-3 in Company's tariff 
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TARIFF S.L. 
STREET LIGHtiNG 

Rate per Lamp: 
Overhead Service on Existing Distribution Poles 

High Pressure Sodium 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (~2,000 Lumens) 
400 Watts (50,000 Lumens) 

Service on New Wood Distribution Poles 
High Pressure. Sodium 
100 Watts (9,500 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (22,000 Lumens) 
400 yYatts (50,000 Lumens) 

Service on New Metal or Concrete Poles 
High Pressure Sodium · 
100 Watts (9,5.00 Lumens) 
150 Watts (16,000 Lumens) 
200 Watts (22,000 Lumens) 
400 Watts (50,000 Lumens) 

$ 7.02 
$ 7.55 
$ 8.95 
$ 11 .71 

$ 10.80 
$ 11.55 
$ 12.95 
$ 16.61 

$ 27.45 
$ 28.15 
$ 26.70 
$ 27.11 

Per Lamp plus $0.02725 x kWh in Sheet No. 15-2 in Company's tariff 

TARIFF C.A.T.V. 
CABLE TELEVISION POLE ATTACHMENT 

Charge for attachments 
On a two-user pole 
On a three-user pole 

TARIFF COGEN/SPP I 

$ 10.82 
$ 6.71 

COGNERATION AND/OR SMALL POWER PRODUCTION 
100 KW OR LESS 

Monthly Metering Charges: 
Single Phase: 

Standard Measurement 
Time-of-Day Measurement 

$ 9.25 
$ 9.85 

Case No. 2017-00179 



•• 

Polyphase: 
Standard Measurement $ 12.10 
Time-of-Day Measurement $ 12.40 

En~rgy Credit per kWh: 
Standard Meter- All kWh $ .03240 
Time-of-Day Meter: 

On-Peak kWh $ .03860 
Off-Peak kWh $ .02790 

Capacity Credit: 
Standard Meter per kW $ 3.11 
Time-of-Day Meter per kW $ 7.47 

TARIFF COGEN/SPP II 
COGNERATION AND/OR SMALL POWER PRODUCTION 

OVER 1 00 'r().N 

Metering Charges: 
Single Phase: 

Standard Measurement $ 9.25 
Time-of-Day Measurement $ 9.85 

Polyphase: 
Standard Measurement $ 12.10 
Time-of-Day Measurement $ 12.40 

Energy Credit per kWh: 
Standard Meter - All kWh $ .03240 
Time-of-Day Meter: 

On-Peak kWh $ .03860 
Off-Peak kWh $ .02790 

Capacity Credit: 
Standard Meter per kW $ 3.11 
Time-of-Day Meter per kW $ 7.47 

TARIFF K.E.D.S. 
KENTUCKY ECONOMIC DEVELOPMENT SURCHARGE 

Per month per account: 
Residential 
All Other 

$ .00 
$ 1.00 

Case No. 2017-00179 



TARIFFC.C. 
CAPACITY CHARGE 

Energy Charge per kWh: 
Service Tariff 

I.G.S. 
All Other 

Solar REGs: 

RIDER R.P.O. 
RENEWABLE POWER OPTION RIDER 

OPTION A 

Block Purchase per 100 kWh per month 
All Usage Purchase per kWh consumed 

Wind REGs: 
Block Purchase per 1 00 kWh per month 
All Usage per kWh consumed 

Hydro & Other RECs: 
Block Purchase per 1 00 kWh per month 
All Usage per kWh consumed · 

RIDER A.F.S. 
ALTERNATE FEED SERVICE RIDER 

$ 
$ 

$ 
$ 

$ 
$ 

$ 
$ 

.000749 

.001435 

1.00 
.01000 

1.00 
.01000 

.30 

.00300 

Monthly Rate for Annual Test of Transfer Switch/Control Module $ 14.67 
Monthly Capacity Reservation Demand Charge per kW $ 6.29 

Case No. 2017-00179 
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APPENDIX D 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017·00179 DATED JAN 1 8 2018 

Plant 

Mitchell 

Ml1chell 

Rockport 

Rockport 

Mitchell & 
Rockport 

Big Sandy, 
Mitchell & 
Rockport 

Big Sandy, 
Mitchell & 
Rockport 

Big Sandy, 
Mitchell & 
Rockport 

Mitchell 

Mitchell 

Mitchell 

Mitchell 

Mitchell 

Mitchell 

Rockport 

Rockport 

ENVIRONMENTAL COMPLIANCE PLAN 

Pollutant Description 

Prev!ously Aooroved Environmental Comollance Pro!ects 

NOx, S02, 
and S03 

S02, NOx 
and Gypsum 

S02 / NOx 

NOx, Ay Ash, & 
Bottom Ash 

S02, NOx, 
Particulates & 
VOCand etc. 

NOx 

S02 

502/NOx 

Particulates 

Particulates 

Mercury 

Selenium 

Fly Ash, Bottom Ash, 
Gypsum & 
WNTP5ollds 

Particulates 

Particulates 

Mercury 

Mitchell Unl1s 1 & 2, Water Injection, Low NOx Burners, 
Low NOx Burner Modification, SCR, FGD, landfill, 
Coal Blending Facilities & S03 Mitigation 

Mitchell Plant Common CEMS, Replace Burner 
Barrier Valves & Gypsum Material Handling Facilities 

Continuous Emission Monitors ("CEMS") 

Rockport Units 1 & 2 Low NOx Burners, Over Are Air 
& Landfill 

Title V Air Emissions Fees at Mitchell and 
Rockport Plants 

Costs Associated wfth NOx Allowances 

Costs Associated wfth 502 Allowances 

Costs Associated wfth the CSAPR Allowances 

Mitchell Units 1 & 2- Precipitator Modifications 

Mitchell Units 1 & 2 - Bottom Ash & Fly Ash Handling 

Mitchell Units 1 & 2- Mercury Monitoring ("MATS") 

Mitchell Units 1 & 2 - Dry Fly Ash Handling Conversion 

Mitchell Units 1 & 2- Coal Combustion Waste Landfill 

Mitchell Unit 2 - Electrostatic Precipitator Upgrade 

Rockport Units 1 & 2 - Precipitator Modifications 

Rockport Units 1 & 2 -Activated Carbon Injection 
("ACI") & Mercury Monitoring 

In-Service 
Year 

1993-1994-
2002-2007 

1993-1994-
2007 

1994 

2003-2008 

Annual 

As Needed 

As Needed 

As Needed 

2007-2013 

2008-2010 

2014 

2014 

2014 

2015 

2004-2009 

2009-2010 

Case No. 2017-00179 



17 Rockport Hazardous Air Rockport Units 1 & 2 · Dry Sorbent Injection 201$ 
Pollutants ("HAPS•) 

18 Rockport Fly Ash&. Rockport Plant Common • Coal Combustion Waste 2013 & 
Bottom Ash Landfill Upgrade to Accept Type 1 Ash 2015 

Prooos&d Enylronmeotal Compliance Protects 

19 Rockport NOx Rockport Unit 1 • Selective Catalytic Reduction equipment 2017 

20 Mitchell S02/ NOx. Mercury, Cost of consumable& used In conjunction with approved ECP As Needed 
Rockport Particulates; Hazardous projects including the cost of the consumables used and a 

Air Pollutants ("HAPS") return on consumable Inventories. Consumables Include, but 
are not limited to sodium blcartonate, activated carbon, 
anhydrous ammonia, trona, limf3 hydrate, limestone, polymer, 
and urea. 

Case No. 2017-00179 
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APPENDIX E 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00179 DATED JAN 1 8 2018 

MONTHLY BASE PERIOD REVENUE REQUIREMENT 

Billing Month Base Period Cost 

January $ 3,664,681 

February 3,581 ,017 

March 3,353,024 

April . 3,661 ,574 

May 3,595,145 

June 3,827,332 

July 3,747,320 

August 3,888,262 

September 3,636,247 

October 3,824,697 

November 3,717,340 

December 3.882.677 

$ 44,379,316 

Case No. 2017-00179 



APPENDIX F 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SEJAW'\E:e 2018 
COMMISSION. IN CASE NO. 2017-00179 DATED 

Commlllfon Stlltf Adjullmentll to the Revenue Requirement In the Settlement Agreement 
ea. No. :!01Hl0179 

lncree• Per Settlement 

Operating Income l.ues 

OSS Rider A~uslment 
1hoft Reco.el'f Rewnua 
Purchased P~ A~ f#P 26&27) 
Relocallon Expense 

CollofCspltJoll..uee 
Total Change In ROE and capitalization 
Change In GCRF 

Tollll Adjuatmentll to the Settlement Agreement 

Recommended Change In Ba• Ratae 

Kentucky Power Com~ny (Kentucky Jurfmlctlon) 

Pre-Tax 
Operating Income NOI 

.Amount Amount GRCF 

(486,412) (381,693) 1.352116 
(166,198) (123,584) 1.352116 

(4 ,002, 786) (2,998,755) 1.352116 

(132,109) (98,235} 1.352116 

(476,714) 1.352116 

StlltfRR 
Amount 

31,780,734 

$ (489,051) 
$ (167,100) 
$ (4,054,664) 

$ (132,826) 

$ (644,573) 
(13,943,890) 

$ (19,432, 104) 

$ 12,348,630 

Case No. 2017-00179 
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TIMEUNESS 4 Lowered I?Jllnl 

SAFETY 2 Raised9/11.cJ8 

TECHNICAL 4 Lowered 11n0111 

4.1% 4.4% 

CAPITAL STRUCTURE as of 9130/17 

AG 

Total Debt $36734 mill. Due in 5 Yrs $15323 milL 
LT Debt S30886 mill. LT Interest $1226 mill. 
(l T interest earned: 2.9x) 

Leases, Uncapitalized Annual rentals S72 mHL 

Pension Assets-12/16 S7016 mill 

Pfd Stock None 

Common Stock 643,529,769 shs. 
as of 10/13/17 
MARKET CAP: $52 billion 

ELECTRIC OPERATING STATISTICS 
201 4 2015 
+1.6 +.7 

13847 13433 
6.12 6.17 
NA NA 
NA NA 
NA NA 

+1.0 +.9 

20J~ ~B'"'U""SI-:-:N':-Es=-=s=-: -=Dom....Li--,nion---:E::"n-er-gy-.-:-ln.J..c __ (::-form_e.Lrty-=-Dom---:-inLio-n-=R=-e-soLur-ce_s_, __,__,de-n...,tia-I,.J..4.,.6%,.,;_co_m.Lme_r...,cia..,.I,L3.,.2',.,Yo;...,ln...Jd_us-tn.,.._a.,..l,,.7',.,14;-o-th-e-r,-15_% __ .LG-en-e-ra--l
NA Inc.) is a holding company for Virginia Power & North Carolina ting sources: nudear, 31%; gas, 31%; coal, 24%; other, 6%; purch., 
NA Power, which serve 2.6 mill. customers in VA & northeastern NC. 8%. Fuel costs: 25% of revs. '16 reported depr. rates: 2.3%-4.1%. 
~~ Serves 2.3 mill. gas customers in OH, WV, & UT. Nonublity ops. Has 16,200 employees. Chairman, Pres. & CEO: Thomas F. Farrell 
NA ind. independent power production. Owns 70 9% of Dominion Mid- II. Inc.: VA. Address: 120 Tredegar SL, P.O. Box 26532, Richmond, 
NA ~su_~_m_P_am_e_rs_. ~~-·d_O_~_s_ta_r_9_11_6._E_I~_r_~_-_~_~_k_d_~_:_re_s~ __ V_A_2326 __ 1~_~_2._T_el_.: _~ __ 1~_2_ooo_._ln_te_me_L _~_-_d~_com_._~ 

266 352 310 Dominion E n e r gy h as r evised its divi- from an import to an expon facility w il l 
r:A:::NN;.:;U=:.A<:..:L ::::RA.>.:.:TE'-S-P-as-t _.:::.:P-as-t ..:::E::::st-'d-.1..::.4_:..:.16-l d e n d policy. The company intends to add an estima ted $0.40-$0.45 a s hare to 
otchange(persh) 10Yrs. sYrs. to '20-'22 raise its d isburseme n t by I 0% a year the bottom line. We t hink our previous 
Revenues -1.5% -5.0% 2.0% t h roug h 2020. Previous ly, it had expected forecast for 20 18 was too conservative, so 

gW~~:w" H:! H~ H~ ~~/'fo~er~eq~~~~~~n~f ~0 18!: ~~~~~d 1~~ ~~r:;~~ ~o~e$rO.i~0 bauth:{~g t~ ~~~?fired 
Book Value 2.5% 1.5% 2.5% directors hiked the quarterly payou t by plant. This w ill add 1.588 megawatts of 
Cal- mill.) Full $0. 15 a share (2%), and we look for a capacity at an estimated cost of $1.3 bil-

endar Dec.31 Year $0.06-a-share boos t in the first period of lion . The plant is expected to achieve com -
2014 2943 12436 20 18. Growi ng (22% a year) ca sh dis t ri bu- mercia ! opera tion in December of 2018. 
201 5 2556 116a3 t ions from Domin ion E nergy's stake in Do- T h e c ompany h as o t h er opportunities 
2016 3086 11737 minion M ids t ream Partners, a natural gas to invest capitaL Virg inia Power plans to 
2011 3074 12450 m aster limited par tners h ip, g ive the com- spend $800 mi llion a year on electr ic 
2018 3150 12800 pany the wherewithal to provide signifi- transmission fo r at least the next decade. 
Cal- EARNINGS Full cant dividend gr owth. This also enables The utility is a lso building solar projects. 

endar Mar.31 Year Dominion E nergy to have a hig he r payou t Dominion Energy is a 48% owner of a gas 

2014 1.03 3_05 ratio than most u t il ities. pipe line that is expected to be comple ted 
2015 .91 3.20 We estimate earnings wi ll advan ce in mid-2019. Fina lly, Lhe company is scek-
201 6 .88 3.44 just s lig htly this year, but a muc h ing regulatory approval for a program to 
2011 1.01 3.50 greater increa se is like ly i n 2018. modernize its gas transponalion infra-
2018 1.10 4.00 Several factors have combined to hold structure (about $250 million annua lly). 
Cal- Full down profit growth: integration expenses T his sto c k is untime ly, but h as a div i-

endar Year from the purchase of Questar last yea r·; a d e nd yiel d a nd 3- to 5-year total r e -

~m .562 :~2 .563 .563 2.25 ~~~l~~e p~~e~0~~r~~~s;cr;~~ts~n10~~iti~~~~ ~~~~e ~~t~:~:'ut~t~~es~';ht:'s~~~~~~ui~~ 
201 5 :~7 .647 :~a :~a ~ :~~ refueling outage at the MiJiston e nuclear has some appeal fo r accounts seeking in-
2016 .70 .70 .70 .70 2.80 plant. Next year. t he conversion of the come and di vidend growth. 
2017 .755 .755 .755 .n Cove Point liquefied natural gas terminal Paul E. Debbas. CPA November 17. 2017 

(A) Oil. egs. Exd. nonr~ gains (losses): '01, '06, 26¢; '07, 1¢; '10, 26¢, '12, 4¢; '13, 16¢. '14 avail. (C) Ind. intang. In '16: S15.12/sh. (D) In Company's Financial Strength 
(42¢); '03, ($1.46); '04 , (22¢); '06, (18¢); '07, & '15 EPS don't add due to roundrng. Next e~s . mm .. adJ for spliL (E) Rate base: Net orig. cost, Stock's Price Stability 
$1 .67; '08, 12¢; '09, (47¢); '10, S2.18: '11, (7¢); due early Feb. (B) Div'ds histor. paid in mrd- adj. Rate an'd on com. eq. in '11: 10 9%: earn Price Growth Persistence 
'12, ($1.70): '14, (76¢); losses from disc. ops.: Mar., June, Sept , & Dec. • Div'd reinvest plan on avg. com. eq., '16: 15.8%. Reg. Clim.: Avg.liiiiiii'lll!!lil 
o 2011 Value Line. Ire. AI riQI1s resefVed. Facrual material is obtained ~om SOO'ces believed to be reliable and is provided v.ithout warra00e5 of any kild 
THE PUBLiSHER IS NOT RESPONSIBLE FOR AllY ERRORS OR OMISSIONS HEREIN This put)lication is Slrictly foe subsaiber's ONn. non-commercia~ irtemal use. No pan 
ci ' may be reproduced, resold. Slocod oc tr3nSIIUd ., any Jlirted, electtono: cr oflel lcrm. oc used lcr generatmg cr Mtll1g any pri1ed oc ele<:lrooic puhiutJon. serw:e cr prociJcl. 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington. D.C. 20549 

FORM 10-K 
( ;\lark One) 

00 ANN AL REPORT PURSUANT TO ECT'ION 13 OR I 5(d) OF T HE ECURITlE EXCHANGE ACT' OF 1934 
f o r the ns.:al year ended December 3 1, 201 7 

OR 
0 TRA SITION RE PORT P RSUANTTO ECT' IO 13 OR 15(d) OF THE ECURITIES EXCIIANGEACT' OF 1934 

for the transition 11criod from 

Commission File Number 
00 1-08489 
000-55337 
001-37591 

RtJIUrtal 
DOML'IION E.'IERGY, I~C. 

DOMINION ENERGY GA HOU>I. G , LLC 

to 

Eu er n•me of registrants u spe<in t d in their chaners 
DOMlNIO E E RGY, INC. 

VIRGINIA ELECT'RJC ND POWE R COMPAI'\'Y 
DO~UNI0:-1 E E RGY G HOLDING , LLC 

VLRG L'I IA 
(Stat~ or other jurisdictimJ ofmcmporotwn or organizatwn) 

120 TREDEGAR TREET 
ll lC BI\10 ' 0 , lRG INIA 

(Address of pri11capnl ~x~cuuve offices) 
(804) 8 19-2000 

(RegiSirallls' t~l~pilo11~ 11umber) 

eeurltles registered p ursuant to urion ll(b) of the Act: 

TideorEu:lt Clu1 
Common Stock, no par value 

2016 Series A 6. 75•. Corporate Units 
2016 Series A 5.25~. Enhanced Junaor Subordinated No res 

2014 Series C 4 6% Senior Nores 
ecur irlu r~isrered pursuanl ro ecrlon ll(g) of the Act: 

VIRG IN IA ELECfRIC A D POWER COMPA Y 
Common Stock, no par value 

DOi\II.NION ENERGY GA HOLDI GS, LLC 
Lamaled Laabiliry Company Membershap lnrerests 

I.R .. F.:mployer 
Identification Number 

54-12 297 15 
54-0418825 
46-3639580 

23219 
(Zap Cede) 

Namt of Each Eu hu ge 
on Whida Rglu rnd 

'ew York Srock Exchange 
New York Srock Exchange 
New York Srock Exchange 
New York Srock Exchange 

lndicare by check mark whether the regisrranl is a well-known seasoned issuer as defined an Rule 405 of the Securiues Acr. 

Domanaon Energy, Inc Yes Ill No 0 Varganaa Electric and Power Company Ye. It 'o 0 Doman ion Energy Gas Holdings, LLC Yes It 'lo 0 

lndacate by check mar~ af the registrant is nor requared to file reports pursuanrro Secuon 13 or Secuon I 5(d) of the Acr 
Dominion Energy, Inc Yes 0 No Ill Varguua Electric and Power Company Yes 0 o Ill Dominion Energy Gas Holdings, LLC Yes 0 No Ill 

lndtcare by check marl. whether the regisuanr ( I ) has filed all reports required ro be filed b) Secuon 13 or I 5(d) of the Secunues Exchange Acr of 1934 durrng the 
precedang 12 months (or for such shoner period thar the regiSIIanl was required ro file such reports), and (2) has been subJect to such fihng requarements for the pasr90 days. 

Dominion Energy, Inc. Yes Ill No 0 Vargilua Electrtc and Power Company Ye; Ill No 0 Dominaon Energy Gas llold angs, LLC Yes Ill No 0 

lndicare by check mark whether the registranr has submiued electronically and posted on its corporale Web sire, if any, every lnreractive Dara File requtred robe submiued 
and posted pursuant to Rule 405 of Regularion S.. T (§232.405 of tlus chapter) durang the precedang 11 months (or for such siJoner penod rhar rhe regrstrant was requared ro 
subm11 and post such files) . 

Dominion Energy, Inc Yes Ill No o Varguua Elecrnc and Power Company Yes Ill No 0 Doma01on Energy Gas Holdings, LLC Yes IJl No 0 

Indicate by check marl. af d isclosure of delinquenl filers pursuanrro Item 405 of Regulauon S..K (§229.405 of this chapter) as not contained herem, and wall nor be 
conraaned, ro the bes1 of regastranr's knowledge, an defin tUH proxy or anformauon srarement> ancorporared by reference an Part Ill of thas Form I 0-K or any amendment 10 this 
form 10-K. 

Dominion Energy, Inc. 0 Vargania Elecrr ic and Power Company Ill Domin ton Energy Gas Holdings, LLC Ill 

lndicare by check mark whether !he regisrranr as a large accelerated filer, au accelerared filer, a non-accelerated filer, smaller reponang company, or an emergang growth 
company. See !he definauons of .. large accelerated filer," .. accelerated filer," .. smaller reponang company," and "emergang growth company" in Rule 12b-2 of !he Exchange 
Acl. 

Dominion Energy, Inc. 

Large accelerated filer Ill 

Varganaa Electric and Power Company 

Lasge accelerared filer 0 

Dominion Energy Gas Boldangs. LLC 

Large acceleured filer 0 

Accelerared filer 0 

Accclerared filer 0 

Non-accelerared filer 0 
(Do nor check af a smaller 
reponing company) 

Non-aceelerared filer Ill 
(Do nor check af a smaller 
reportang company) 

Non-aceelcrared filer til 
(Do nor chock if a smalier 
reponing company) 

Smaller reporung company 0 
Emergang growth company 0 

Smaller reponang company 0 
Emergmg growlh company 0 

Smaller reporrang company 0 
Emerging growth company 0 

If an emerging growth company, andicarc by check mark af rhe regastranr has e lecred norco use !he <"ended rransauon period for complying wath any new or revased 
financial accounring srandards provided pursuanrro Secrion IJ(a) of the Exchange Acl 0 

lndicare by check mark whether !he registrant is a shell company (as defined by Rule 12b-2 of !he Act). 
Dominion Energy, Inc. Yes 0 o Ill Varganaa Electrac and Power Company Yes 0 '-:o til Domanaon Energy Gas Boldangs, LLC Ye> 0 '<o Ill 

The aggregare marker value of Dominion Energy, Inc. common stock held by non-affilaares of Dominion Energy was appro•imarely $48.1 billion based on !he closang 
price of Dominion Energy'• common stock as reponed on !he New York Srock E.change a:. of !he lru.t day of Doman ion Cnergy's most recenrly completed second fiscal 
quarter. Dominion Energy as !he sole holder of Virginia Electrac and Power Company common srock. AI February I 5, 2018. Domanaon Energy had 651,524.668 shares of 
common srock ouasranding and Varganaa Power had 274 .723 shares of common srock oursrandrng. Dominion Energy. Inc. holds all ofrhc membership inrcresrs of Doman ion 
Energy Gas Hold ings. LLC. 



DOCUl\IEl\I INCORPORATE.D BY RLFERENCE. 

Portions of Dominion Energy's 2018 Proxy Slalcmenl are incorporated by reference in Part Ill . 
This combined Form 10-K reprtuoU separate fi lings by Dominion Energy, Inc., Virginia Electric a nd Power Company and Dontinion Energy Gu l·loldings, 
LLC. Information contained herein rtlating to an individual registrant is nted by that registrant on its own behat.r. Virginia Electric a nd Po .. er Compan) and Dominion 
Energy Gas Holdings, LLC make no representations as to the information rela ting to Dominion Energy, inc. 's o ther opera tions. 
VrRG INIA ELECTRIC Al'ID POWER COMPANY A ' 0 00\11 ' ION F .. NERGY GA HOLDIJ'IG , LLC 1EETTHECONDmONS ET FORTH IN GE.,''IERAL 
l'\'STRUCTIO ' l( i )(a) A>'\'0 (b) OF FORM 10-K A DARE FILING Hit FOR.\1 10-K U ' DE.R Til E. REDUCED 0 1 CLO URE FORM>\T, 
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Glossary of Terms 

The following abbreviations or acronyms used in this Form I 0-K arc defined below: 

Abbreviation or Acronym 

2013 Equity Units 
2014 Equity Units 

2015 Biennial Review Order 
2016 Equity Units 
2017 Tax Reform Act 

2018 Proxy Statement 
ABO 
AFUDC 
AMI 
AMR 
AOCI 
APCo 
ARO 
Atlantic Coast Pipeline 

Atlantic Coast Pipeline Project 

BACT 
bcf 
bcfe 
Bear Garden 
BGEPA 
Blue Racer 
BP 
Brayton Point 
BREDL 
Brunswick County 
CAA 
Caiman 
CAISO 
CAO 
CCR 
CEO 
CERCLA 
CFO 
CGN Committee 
Clean Power Plan 

CNG 
C02 
COL 
Companies 
coo 
Cooling degree days 

Corporate Unit 
Cove Point 
Cove Point Holdings 
CPCN 
CWA 
DECG 
DES 
DETI 
DGI 

Definition 

Dominion Energy's 2013 Series A Equity Uni ts and 2013 Series B Equity Units issued in June 2013 
Dominion Energy's 2014 Series A Equity Units Issued in July 2014 
Order issued by the Virginia Commission In November 2015 concluding the 2013-201 4 biennial review of Virginia 

Power's base rates, terms and conditions 
Dominion Energy's 2016 Series A Equity Units Issued In August 2016 
An Act to Provide for Reconciliation Pursuant to Titles II and V of the Concurrent Resolution on the Budget for Fiscal 

Year 2018 (previously known as The Tax Cuts and Jobs Act) enacted on December 22, 2017 
Dominion Energy 2018 Proxy Statement, File No. 001-08489 
Accumulated benefit obligation 
Allowance for funds used during construcbon 
Advanced Metering Infrastructure 
Automated meter read1ng program deployed by East Ohio 
Accumulated other comprehensive income (loss) 
Appalachian Power Company 
Asset retirement obligation 
AUantic Coast Pipeline, LLC, a limited liability company owned by Dominion Energy, Duke and South em Company 

Gas 
The approximately 600-mile natural gas pipeline running from West Virginia through Virginia to North Carolina which 

will be owned by Dommion Energy, Duke and Southern Company Gas and constructed and operated by DETI 
Best availa.ble control technology 
Billion cubic feet 
Billion cubic feet equivalent 
A 590 MW combined cycle, natural gas-fired power station in Buckingham County, Virginia 
Bald and Golden Eagle Protection Act 
Blue Racer Midstream, LLC, a joint venture between Dominion Energy and Ca1man 
BP Wind Energy North America Inc. 
Brayton Point power station 
Blue Ridge Environmental Defense League 
A 1,376 MW combmed cycle, natural gas-fired power station in Brunswick County, Virginia 
Clean Air Act 
Caiman Energy II, LLC 
California ISO 
Chief Accounting Officer 
Coal combustion residual 
Chief Executive Officer 
Comprehensive Environmental Response, Compensation and Liabil ity Act of 1980, also known as Superfund 
Chief Financial Officer 
Compensation, Governance and Nominating Committee of Dominion Energy's Board of Directors 
Regulations issued by the EPA in August 2015 for states to follow in developing plans to reduce C02 emissions from 

existing fossil fuel-fired electric generating units, stayed by the U.S. Supreme Court in February 2016 pending 
resolution of court challenges by certain states 

Consolidated Natural Gas Company 
Carbon dioxide 
Combined Construcbon Permit and Operating License 
Dominion Energy, Virginia Power and Dominion Energy Gas, collectively 
Chief Operating Officer 
Units measuring the extent to which the average daily temperature is greater than 65 degrees Fahrenheit, calculated 

as the difference between 65 degrees and the average temperature for that day 
A stock purchase contract and 1/20 or 1/40 interest in a RSN issued by Dominion Energy 
Dominion Energy Cove Point LNG, LP 
Cove Point GP Holding Company, LLC 
Certificate of Public Convenience and Necessity 
Clean Water Act 
Dominion Energy Carolina Gas Transmission, LLC 
Dominion Energy Services, Inc. 
Dominion Energy Transmission, Inc. 
Dominion Generation, Inc. 
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Abbreviation or Ac ronym 

DGP 
Dodd-Frank Act 
DOE 
Dominion Energy 

Dominion Energy Direct® 
Dominion Energy Gas 

Dominion Energy Midstream 

Dominion Energy Questar 

Dominion Energy Questar 
Combination 

Dominion Energy Questar 
Pipeline 

Dominion Iroquois 
DSM 
Dth 
Duke 

East Ohio 
Eastern Market Access 

Project 

Elwood 
Energy Choice 

EPA 
EPACT 
EPS 
ERISA 
ERM 
ERO 
ESA 
Excess Tax Benefits 
FASB 
FERC 
Rich 
Four Brothers 

Fowler Ridge 
FTA 
FTRs 
GAAP 
Gas Infrastructure 
GHG 
Granite Mountain 

Green Mountain 
Greensville County 

Hastings 
HATFAof2014 

Definition 

Dominion Gathering and Processing, Inc. 
The Dodd-Frank Wall Street Refomn and Consumer Protection Act of 2010 
U.S. Department of Energy 
The legal entity, Dominion Energy, Inc., one or more of its consolidated subsidiaries (other than Virginia Power and 

Dominion Energy Gas) or operating segments, or the entirety of Dominion Energy, Inc. and its consolidated 
subsidiaries 

A dividend reinvestment and open enrollment direct stock purchase plan 
The legal entity, Dominion Energy Gas Holdings, LLC, one or more of its consolidated subsidiaries or operating 

segment, or the entirety of Dominion Energy Gas Holdings, LLC and 1ts consolidated subsid iaries 
The legal entity, Dominion Energy Midstream Partners, LP, one or more of its consolidated subsidiaries, Cove Point 

Holdings, Iroquois GP Holding Company, LLC, DECG and Dominion Energy Que star Pipeline (begmning 
December 1, 2016) or operating segment, or the entirety of Dominion Energy Midstream Partners, LP and its 
consolidated subsidiaries 

The legal entity, Dominion Energy Questar Corporation, one or more of its consolidated subsidiaries or operating 
segment, or the entirety of Dominion Energy Questar Corporation and its consolidated subsidiaries 

Dominion Energy's acquisition of Dominion Energy Questar completed on September 16, 2016 pursuant to the temns 
of the agreement and plan of merger entered on January 31, 2016 

Dominion Energy Questar Pipeline, LLC (fomnerly known as Questar Pipeline, LLC), one or more of its consolidated 
subsidiaries, or the entirety of Dominion Energy Questar Pipel ine, LLC and its consolidated subsidiaries 

Dominion Iroquois, Inc., which, effective May 2016, holds a 24.07% noncontrolling partnership interest m Iroquois 
Demand-side management 
Dekatherm 
The legal entity, Duke Energy Corporation , one or more of its consolidated subsidiaries or operating segments, or the 

entirety of Duke Energy Corporation and its consolidated subsidiaries 
The East Ohio Gas Company, doing business as Dominion Energy Ohio 
Project to provide 294,000 Dths/day of firm transportation service to help meet demand for natural gas for Washington 

Gas Light Company, a local gas utility serving customers in D.C .• Virginia and Maryland, and Mattawoman Energy, 
LLC for its new electric power generation facility to be built in Maryland 

Elwood power station 
Program authorized by the Ohio Commission which provides energy customers with the ability to shop for energy 

options from a group of suppliers certified by the Ohio Commission 
U.S. Environmental Protection Agency 
Energy Policy Act of 2005 
Earnings per share 
Employee Retirement Income Secunty Act of 197 4 
Enterprise Risk Management 
Electric Reliability Organization 
Endangered Species Act 
Benefits of tax deductions in excess of the compensation cost recognized for stock-based compensation 
Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
Fitch Ratings Ltd. 
Four Brothers Solar, LLC, a limited l iabi lity company owned by Dominion Energy and Four Brothers Holdmgs, LLC, a 

wholly-owned subsidiary of NRG effective November 2016 
Fowler I Holdmgs LLC, a wind-turbine facility JOint venture with BP in Benton County, Indiana 
Free Trade Agreement 
Financial transmission rights 
U.S. generally accepted accounting principles 
Gas Infrastructure Group operating segment 
Greenhouse gas 
Granite Mountain Holdings, LLC. a limited liability company owned by Dominion Energy and Granite Mountain 

Renewables, LLC, a wholly-owned subsidiary of NRG effective November 2016 
Green Mountain Power Corporation 
An approximately 1 ,588 MW natural gas-fired combined-cycle power station under construction in Greensville 

County, Virginia 
A natural gas processing and fractionation facility located near Pine Grove, West Virginia 
H ighway and Transportation Funding Act of 2014 
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Abbrev iation or Acronym 

Heating degree days 

Hope 
Idaho Commission 
I RCA 
Iron Springs 

Iroquois 
IRS 
ISO 
ISO-NE 
July 2016 hybrids 
June 2006 hybrids 
Kewaunee 
Kincaid 
kV 
Liability Management 

Exercise 
LIBOR 
LIFO 
Line TL-388 

Liquefaction Project 
LNG 
Local 50 
Local69 
LTIP 
MAP 21 Act 
Massachusetts Municipal 
MATS 
MBTA 
mer 
mere 
MD &A 
MGD 
Millstone 
MISO 
MLP 
Moody's 
Morgans Comer 
MW 
MWh 
NAV 
Ned Power 

NEIL 
NERC 
NGL 
NJNR 
North Anna 
North Carolina Commission 
Northern System 
NOx 
NRC 
NRG 

NSPS 

NYSE 
October 2014 hybrids 

Definition 

Units measuring the extent to which the average daily temperature is less than 65 degrees Fahrenheit, calculated as 
the difference between 65 degrees and the average temperature for that day 

Hope Gas, Inc., doing business as Dominion Energy West Virginia 
Idaho Public Utilities Commission 
Intercompany revolving credit agreement 
Iron Springs Holdmgs, LLC, a l imited liability company owned by Dominion Energy and Iron Springs Renewables, 

LLC, a wholly-owned subsidiary of NRG effective November 2016 
Iroquois Gas Transmission System, L.P. 
Internal Revenue Service 
Independent system operator 
ISO New England 
Dominion Energy's 2016 Series A Enhanced Junior Subordinated Notes due 2076 
Dominion Energy's 2006 Series A Enhanced Junior Subordinated Notes due 2066 
Kewaunee nuclear power station 
Kincaid power station 
Kilovolt 
Dominion Energy exercise in 2014 to redeem certain debt and preferred securities 

London Interbank Offered Rate 
Last-in-first-out inventory method 
A 37-mile, 24-inch gathering pipeline extending from Texas Eastern , LP in Noble County, Ohio to its terminus at 

Dominion Energy's Gilmore Station in Tuscarawas County, Ohio 
A natural gas export/liquefaction facility at Cove Point 
Liquefied natural gas 
International Brotherhood of Electrical Workers Local 50 
Local 69, Utility Workers Union of America , United Gas Workers 
Long-term incentive program 
Moving Ahead for Progress in the 21st Century Act 
Massachusetts Municipal Wholesale Electric Company 
Utility Mercury and Air Toxics Standard Rule 
Migratory Bird Treaty Act of 1918 
Thousand cubic feet 
Thousand cubic feet equivalent 
Managemenrs Discussion and Analysis of Rnancial Condition and Results of Operations 
Million gallons a day 
Millstone nuclear power station 
Midcontinent Independent System Operator, Inc. 
Master limited partnership, also known as publicly traded partnership 
Moody's Investors Service 
Morgans Comer Solar Energy, LLC 
Megawatt 
Megawatt hour 
Net asset value 
Ned Power Mount Storm LLC, a wind-turbine facil ity joint venture between Dominion Energy and Shell in Grant 

County, West Virginia 
Nuclear Electric Insurance Limited 
North American Electric Reliability Corporation 
Natural gas liqu1d 
NJNR Pipeline Company 
North Anna nuclear power station 
North Carolina Utilities Commission 
Collection or approximately 131 miles of various diameter natural gas pipelines in Ohio 
Nitrogen oxide 
Nuclear Regulatory Commission 
The legal entity, NRG Energy, Inc., one or more of its consolidated subsidiaries (includmg, effective November 2016, 

Four Brothers Holdings, LLC, Granite Mountain Renewables, LLC and Iron Springs Renewables, LLC) or 
operating segments, or the entirety of NRG Energy, Inc. and its consolidated subsidiaries 

New Source Performance Standards 

New York Stock Exchange 
Dominion Energy's 2014 Series A Enhanced Junior Subordinated Notes due 2054 
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Abbreviation or Acronym 

ODEC 
Ohio Commission 
Order1000 

Philadelphia Utility Index 
PHMSA 
PIPP 
PIR 
PJM 
Power Delivery 
Power Generation 
ppb 
PREP 

PSMP 

PSD 
QuestarGas 
RCC 
Regulation Act 

RGGI 
RiderB 

RiderBW 
RiderGV 
RiderR 
RiderS 
Rider T1 

RiderU 
Rider US-2 
RiderW 
Riders C1A and C2A 

ROE 
ROIC 
RSN 
RTEP 
RTO 
SAFSTOR 

SAID I 
SBL Holdco 
SCAN A 

SCAN A Merger Agreement 

SCE&G 
Scott Solar 
SEC 
September 2006 hybnds 
Shell 
S02 
South Carolina Commission 
Standard & Poor's 

Old Dominion Electric Cooperative 
Public Utilities Commission of Ohio 

Definition 

Order issued by FERC adop~ng new requirements for electric transmission planning, cost alloca~on and 
development 

Philadelphia Stock Exchange Utility Index 
Pipeline and Hazardous Materials Safety Administration 
Percentage of Income Payment Plan deployed by East Ohio 
Pipeline Infrastructure Replacement program deployed by East Ohio 
PJM Interconnection, L.L.C. 
Power Delivery Group operating segment 
Power Generation Group operating segment 
Parts-per-billion 
Pipeline Replacement and Expansion Program, a program of replacing , upgrading and expanding natural gas util ity 

infrastructure deployed by Hope 
Pipeline Safety Management Program deployed by East Ohio to ensure the continued safe and reliable operation of 

East Ohio's system and compliance with pipeline safety laws 
Prevention of significant deterioration 
Questar Gas Company 
Replacement Capital Covenant 
Legislation effective July 1. 2007, that amended the Virginia Electric Utility Restructuring Act and fuel factor statute, 

which legislation 1s also known as the Virginia Electric Util ity Regulation Act, as amended in 2015 
Regional Greenhouse Gas Initiative 
A rate adjustment clause associated with the recovery of costs related to the conversion of three of Virginia Power's 

coal-fired power stations to biomass 
A rate adjustment clause associated with the recovery of costs related to Brunswick County 
A rate adjustment clause associated with the recovery of costs related to Greensville County 
A rate adjustment clause associated with the recovery of costs related to Bear Garden 
A rate adjustment clause associated with the recovery of costs related to the Virginia City Hybrid Energy Center 
A rate adjustment clause to recover the difference between revenues produced from transmission rates included in 

base rates, and the new total revenue requirement developed annually for the rate years effective September 1 
A rate adjustment clause associated with the recovery of costs of new underground distribu~on facilities 
A rate adjustment clause associated with Woodland , Scott Solar and Whitehouse 
A rate adjustment clause associated with the recovery of costs related to Warren County 
Rate adjustment clauses associated with the recovery of costs related to certain DSM programs approved in DSM 

cases 
Return on equity 
Return on invested capital 
Remarketable subordinated note 
Regional transmission expansion plan 
Regional transmission organization 
A method of nuclear decommissioning, as defined by the NRC, in which a nuclear facility is placed and maintained in 

a condition that allows the facility to be safely stored and subsequently decontaminated to levels that permit 
release for unrestricted use 

System Average Interruption Duration Index, metric used to measure electric service reliability 
SBL Holdco, LLC, a wholly-owned subsidiary of DGI 
The legal entity, SCAN A Corporation, one or more of its consolidated subsid1anes, or operating segments, or the 

entirety of SCANA Corporation and its consolidated subsidiaries 
Agreement and plan of merger entered on January 2, 2018 between Domtnion Energy and SCAN A in which SCAN A 

will become a wholly-owned subsidiary of Domtnion Energy upon closing 
South Carolina Electric & Gas Company, a wholly-owned subsidiary of SCAN A 
A 17 MW utility-scale solar power station in Powhatan County, VA 
Securities and Exchange Commission 
Dominion Energy's 2006 Series B Enhanced Jumor Subordinated Notes due 2066 
Shell Wind Energy, Inc. 
Sulfur dioxide 
South Carolina Public Service Commission 
Standard & Poor's Ratings Services, a division of the McGraw-Hill Companies, Inc. 
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Abbreviation or Acronym 

Sun Edison 

Surry 
Terra Nova Renewable 

Partners 
Three Cedars 
TransCanada 

TSR 
UEX Rider 
Utah Commission 
VDEQ 
VEBA 
VIE 
Virginia City Hybrid Energy 

Center 
Virginia Commission 
Virginia Power 

voc 
Warren County 
West Virginia Commission 
Western System 

Wexpro 

Wexpro Agreement 

Wexpro II Agreement 

Whitehouse 
White River Hub 
Woodland 
Wyoming Commission 

Definition 

The legal entity, SunEdison, Inc., one or more of its consolidated subsidiaries (including, through November 2016, 
Four Brothers Holdings, LLC, Granite Mountain Renewables, LLC and Iron Springs Renewables, LLC) or 
operating segments, or the entirety of SunEd1son, Inc. and its consolidated subsidianes 

Surry nuclear power station 
A partnership comprised primarily of InStitutional investors advised by J.P. Morgan Asset Management-Global Real 

Assets 
Granite Mountain and Iron Springs, collectively 
The legal entity, TransCanada Corporation, one or more of its consolidated subsidiaries or operating segments, or the 

entirety of TransCanada Corpora bon and i ts consolidated subsid1anes 
Total shareholder return 
Uncollectible Expense Rider deployed by East Ohio 
Public Service Commission of Utah 
Virginia Department of Environmental Quality 
Voluntary Employees' Beneficiary Association 
Variable interest entity 
A 610 MW baseload carbon-capture compatible, clean coal powered electric generation facility in Wise County, 

Virginia 
Virginia State Corporation Commission 
The legal entity, Virginia Electric and Power Company, one or more of its consolidated subsidiaries or operating 

segments, or the entirety o f Virginia Electric and Power Company and its consolidated subsidiaries 
Volatile organic compounds 
A 1 ,350 MW combined-cycle, natural gas-fired power station in Warren County, Virginia 
Public Service Commission of West Virginia 
Collection of approximately 212 miles of various diameter natural gas pipelines and three compressor stabons 1n 

Ohio 
The legal entity, Wexpro Company, one or more of its consolidated subsidiaries. or the entirety of Wexpro Company 

and its consolidated subsidiaries 
An agreement effective August 1981, which sets forth the rights of Questar Gas to receive certain benefits from 

Wexpro's operations, including cost-of-service gas 
An agreement with the states of Utah and Wyoming modeled after the Wexpro Agreemenl that allows for the addition 

of properties under the cost-of-service methodology for the benefit of Questar Gas customers 
A 20 MW utility-scale solar power station in Louisa County, VA 
White River Hub, LLC 
A 19 MW utility-scale solar power station in Isle of Wight County. VA 
Wyoming Public Service Commission 
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Part I 

Item J. Business 

G E 'ERAL 

Domi11i011 Energy, headquartered in Richmond. Vi rginia and 
incorporated in Virginia in 1983, is one oft he nation's largest producers 
and transporters of energy. Dominion Energy 's strategy is to be a 
leading provider of electrici ty, natural gas and related services to 
customers primarily in the eastern and Rocky Mountain regions of the 
U.S. As of December 31,2017, Domin ion Energy's portfolio of assets 
includes approx imately 26,000 MW of generating capacity, 6,600 miles 
of electric transmission lines, 57,900 miles of electric distribution lines, 
14, 00 miles of natural gas transmission, gathering and storage 
pipelines and 5 1,800 mi les of gas distribution pipeline, exclusive of 
service lines. As of December 3 1,20 17, Dominion Energy serves nearly 
6 million util ity and retail energy customers and operates one of the 
nation 's largest underground natural gas storage systems, with 
approximately I trillion cubic feet of storage capaci ty. 

In September 2016, Dominion Energy completed the Dominion 
Energy Qucstar Combination fortota l consideration of$4.4 billion and 
Dominion Energy Qucstar, a Rockies-based integrated natural gas 
company, became a wholly-<>wned subsidiary of Dominion Energy. 
Questar Gas, a wholly-<>wncd subsidiary of Dominion Energy Questar, is 
consolidated by Dominion Energy, and is a voluntary SEC filer. 
However, its Fonn I 0-K is filed epa rat ely and is not combined herein . 

In March 20 14, Dominion Energy fom1ed Dominion Energy 
Midstream, an MLP designed to grow a ponfolio of natural gas 
tenninaling, processing, storage, transportation and related assets. In 
October 2014, Dominion Energy Midstream launched its initial public 
offering and issued 20,125,000 common units representing limited 
partner interests. Domimon Energy has and may continue to investigate 
opportunities to acquire assets that meet its strategic objective for 
Dominion Energy Midstream. At December 31,2017, Dominion Energy 
owns the general partner, 50.6% of the common and subordinated uni ts 
and 3 7.5% of the convertible preferred interests in Dominion Energy 
Midstream, which owns a preferred equity interest and the general 
partner interest in Cove Point, DECG, Dominion Energy Questar 
Pipeline and a 25.93% noneontrolling partnersh ip interest in Iroquois. 
Dominion Energy Midstream is consolidated by Dominion Energy, and 
is an SEC registrant. However, its Form I 0-K is filed separately and is 
not combined herein . 

Dominion Energy is focused on expanding its investment in regulated 
electnc generation, transmission and distribution and regulated natural 
gas transmission and distribut ion infTastructurc. Dominion Energy 
expects approximately 90% of earnings from its primary operating 
segments 10 come from regulated and long-term contracted businesses. 

Dominion Energy continues to expand and improve its regulated and 
long-tenn contracted electric and natural gas businesses, in accordance 
with its existing five-year capi tal investment program. A major impetus 
for th1s program is to meet the anticipated increase in demand in its 
electric util ity service territory. Other dri vers fort he capital investment 
program include the construction of in frastructure to handle the increase 
in natural gas production from the Marcell us and Utica Shale 
fom1at ions, to upgrade Dominion Energy's gas and electri c transmission 
and distribution networks, and to meet environmental requi rements 

and standards set by various regulatory bodies. Investments in utility
scale solar generation arc expected to be a focus in meeting such 
environmental requirements. particularly in Virginia. In September 2014, 
Dominion Energy announced the formation of Atlantic Coast Pi peline. 
Atlantic Coast Pipeline is focused on constructing an approximately 
600-milc natural gas pipeline running from West Virginia through 
Virginia to 011h Carolina, to increase natural gas supplies in the region. 

Dominion Energy has transitioned over the past decade to a more 
regulated, less volatile earnings mix as evidenced by its capital 
investments in regulated infrastructure. including the Dominion l:.nergy 
Questar Combination, and in infrastructure whose output is sold under 
long-term purchase agreements as well as the sale of the electric retai l 
energy marketing business in March 201 4. Dominion Energy's 
nonregulated operations include merchant generat ion, energy marketing 
and price risk management activities and natural gas retail energy 
marketing operations. Dominion Energy's operations are conducted 
through various subsidiaries, mcluding Virginia Power and Domimon 
Energy Gas. 

J'irginia Power, headquartered in Richmond, Virgmia and mcorporated 
in Virgin ia in 1909 as a Virginia publ ic service corporation, is a who lly
owned subsidiaty of Dominion Energy and a regulated publ ic utility that 
generates. transmits and distributes electricity for sale in Virginia and 
'onh Carolina. ln Virginia, Virginia Power conducts business under the 

name "Dominion Energy Vi rgi nia" and primarily serves retail customers. 
In orth Carolina, it conducts business under the name "Dominion 
Energy onh Carol ina" and serves retail customers located in the 
nonheastem region of the state, excluding cena in municipal ities. In 
addition, Virginia Power sells electricity at who lesale prices to rural 
electnc cooperatives, municipalities and into wholesale electricity 
markets. All ofVi rgin ia Power's stock is owned by Dommion Energy. 

Domi11i011 Energy Gas, a limited liab ility company fonned 111 

September 2013, is a wholly-<>'-1-Tied subsidiary of Dominion Energy and a 
holdmg company. It serves as the intermediate parent company for cenain 
of Dominion Energy's regulated natural gas operating subsidiaries, which 
conduct business activities through a regulated interstate natural gas 
transmission pipeline and underground storage system in the 'ortheast, 
mid-Atlantic and Midwest states, regulated gas transponation and 
distribution operations in Ohio, and gas gathering and processing 
activities primari ly in West Virgin ia, Ohio and Pennsylvania. Dommion 
Energy Gas' principal wholly-<>wncd subsidiaries arc DETI, East Ohio, 
DGP and Dominion Iroquois. DETI is an interstate natural gas 
transmission pipeline company serving a broad mix of customers such as 
local gas distribution companies, marketers, interstate and intrastate 
pipelines, electric power generators and natural gas producers. The DETI 
system links to other major pipelines and markets in the mid-Atlantic, 

onheast, and Midwest including Dominion Energy's Cove Pomt 
pipeline. DETI also operates one of the largest underground natural gas 
storage systems in the U.S. In August 2016, DETi transferred its gathering 
and processing facilities to DGP. East Ohio is a regulated natural gas 
d1stribut1on operat ion serv ing residential, commercial and industri al gas 
sales and transportation customers. Its service territory includes 
Cleveland, Akron, Can ton, Youngstown and other eastern and western 
Ohio communi ties. In May 2016, 
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Dominion Energy Gas sold 0.65% o f the noncontroll ing pannership 
interest in Iroquois, a FERC-regulated interstate natural gas pipeline in 
New York and Connecticut, to TransCanada. At December 3 I, 20 I 7, 
Dominion Energy Gas holds a 24 .07% noncontrolling pannership 
interest in Iroquois. All of Dominion Energy Gas' membership interests 
arc owned by Dominion Energy. 

Amoun ts and information disclosed for Dominion Energy are 
inclusive o f Virginia Power and/or Dominion Energy Gas. where 
applicable. 

EMPLOYEES 

At December 3 1,2017, Dominion Energy had approximately 16,200 
full-t ime employees, of which approximately 5,200 arc subject to 
collective bargaining agreements. At December 31,2017, Virginia 
Power had approximately 6,900 full -time employees, of which 
approximately 3, I 00 are subject to collective bargaining agreements. At 
December 3 1,20 17, Dominion Energy Gas had approximately 3,000 
full-t ime employees, of which approximately 2, 100 arc subject to 
collective bargaining agreements. 

WHERE YOU CAN F IND MORE [ NFORMATIO ABOUT T i lE 

COMPANIES 

The Companies fil e their annual, quanerly and c urrent reports, proxy 
statements and other infonnation with the SEC. Their SEC filings are 
available to the public over the Internet at the SEC's website at 
http://www.sec.gov. You may also read and copy any document they 
file at the SEC's public reference room at I 00 F Street, .E., 
Washington , D.C. 20549. Please call the SEC at l -800-SEC-0330 for 
further information on the publ ic reference room. 

The Companies make their SEC filings ava i I ab le, free of charge, 
including the annual report on Forn1 I 0-K, quanerly repo11s on Forrn 
I 0-Q, current repons on Forrn 8-K and any amendments to those repons, 
through Dominion Energy's internet website, 
http://www.domin io nenergy.com, as soon as reasonably practicable 
after fili ng or furnishing the material to the SEC. Infonnation contained 
on Dominion Energy's website is not incorporated by reference in this 
rcpo11. 

The following are significant acquisitions and di vestirures by the 
Companies during the last five years. 

PRO POSED ACQ ISIT ION OF CA 'A 

Under the terms of the SCAN A Merger Agreement announced in January 
20 18, Dominion Energy has agreed to issue 0 .6690 shares of Domin ion 
Energy common stock for each share of SCAN A common stock upon 
closing. In addit ion, Dominion Energy will provide the financia l 
support for SCE&G to make a $1.3 bi ll ion up-front , one-time rate cred it 
to all current electric service customers ofSCE&G to be paid within 90 
days of closing and a $575 million refund along with the benefi t o f the 
20 17 Tax Reforrn Act resulting in at least a 5% reduction to SCE&G 

electric service customers' bills over an estimated eight-year period as 
well as the exclusions from rate recovery of approximately S 1.7 billion of 
costs related to the V.C. Summer Units 2 and 3 new nuclear development 
project and approximately $ 180 mill ion to purchase the Columbia 
Energy Center power station. Subject to receipt ofSCANA shareholder 
and any requ ired regulatory approvals and meeti ng closing conditio ns. 
Dominion Energy targets closi ng by the end of20 !8. See Note 3 to the 
Consolidated Financia l Statements for additional information. 

ACQ ISmON OF DOMINIO ' E ERGY Q UESTAR 

In September 20 16, Dominion Energy comp leted the Dominion Energy 
QuestarCombination for total considerat ion of$4.4 bi ll ion and 
Dominion Energy Questa r became a wholly-owned subsidiary of 
Dominion Energy. ln December 2016, Domi nion Energy contributed 
Dominion Energy Questar Pipeline to Dominion Energy Midstream. See 

ote 3 to the Consolidated Financial Statements for add itional 
in forrnation. 

ACQUI m oN OF W HOLLY-OWN"ED MERCHA T SOLAR PROJ ECTS 

Th roughout 20 17, Dominion Energy completed the acquisit ion of 
various wholly-owned merchant solar projects in Califomia, Nonh 
Carolina and Virginia for $356 mi llion. The projects cost $541 million to 
construct, including the ini tial acquisit ion cost, and generate 259 MW. 

Throughout 20 16. Dominion Energy completed the acquisition of 
various wholly-owned merchant solar projects in onh Carolina. South 
Carolina and Virgi nia for $32 million. The projects cost $421 milli on to 
construct , including the initial acquisit io n cost, and generate 22 1 MW. 

Throughout 20 15, Dominion Energy completed the acquisition of 
various wholly-owned merchant solar projects in Cal ifornia and Virginia 
for $381 mi llion. The projects cost $588 million to construct, includ ing 
the initial acquisi tion cost, and generate 182 MW. 

Throughout 20 14, Dominion Energy completed the acquisition of 
various wholly-owned solar development projects in California for 
$200 mill ion. The projects cost $578 mi ll ion to construct, includ ing the 
initial acquisition cost, and generate 179 M W. 

See ote 3 to the Consol idated Financial Statements for additional 
information. 

ACQUtSmON OF VtRG!NIA POWER SOLAR PROJECT 

In 2017, Virginia Power entered into agreements to acquire two so lar 
development projects in Nonh Caro lina. The projects arc expected to 
close in 2018 and 20 19 with a total expected cost of$280 mi ll ion once 
constructed, incl ud ing the initial acqu isit ion cost, and will generate 
approximately 155 MW combined . See Note I 0 to the Consolidated 
Financial Statements for additional inforrnation . 

SALE OF CERTA IN R ET ALL E NERG Y MARKETING ASSETS 

In October 2017, Domin ion Energy eotered into an agreement to sell 
cenain assets associated with its nonregulated retail energy market ing 
operations for total consideratio n of$ 143 mill ion, subject to customary 
approvals and certain adjustments. Pursuant to the agreement, upon the 
first closing in December20 17, 
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Dominion Energy entered into a commission agreement under which the 
buyer will pay a commission in connection with the right to use 
Dominion Energy's brand in marketing materials and other services over 
a ten-year tenn . See Note I 0 to the Consol idated Financial Statements 
for addit ional infonnation. 

ASSIGNMENT OF TOWER RENTAL PO RTFO LIO 

Virginia Power rents space on certain o f its electric transmission towers 
to various wireless carriers for communications antennas and other 
equipment. In March 2017, Virginia Power sold its rental portfolio to 
Vertical Bridge Towers II, LLC fo r $9 1 million in cash. See Note I 0 to 
the Consolidated Financial Statements for additional infonnation. 

ACQUISITION OF NON-WHOLLY-OWNED MERC HANT SOLA R 
PROJECTS 

In 20 15, Dominion Energy acquired 50% of the units in Four Brothers 
and Three Cedars from SunEdison for $ 107 million. In ovember 20 16, 
NRG acquired the 50% of units in Four Brothers and Three Cedars 
previously held by SunEdison. The fac il ities began commercial 
operations in the third quarterof20 16, with generating capaci ty of530 
MW, at a cost of $ 1.1 billion. See Note 3 to the Consolidated Financial 
Statements for additional infom1ation. 

SALE OF lNTEREST IN MERCHAi'ITSOLAR P ROJECTS 

In September 20 15. Dominion Energy signed an agreement to sell a 
noncontroll ing interest (consisting o f 33% of the equity interests) in all 
o f its then wholly-owned merchant solar projects, 24 solar projects 
totaling 425 MW, to Sun Edison. In December20 15, the sale of interest 
in 15 of the solar projects closed for $ 184 million with the sale of 
interest in the remaining projects co mpleted in January 201 6 for 
$ 117 mi ll ion. Upon closing, Sun Edi son sold its interest in these projects 
to Terra ova Renewable Partners. See Note 3 to the Consolidated 
Financial Statements for additional infom1ation. 

DOMINIOt ENERGY MIDSTREAM ACQUISLTION OF INTEREST IN 
IROQUOI 

In September 2015, Dominion Energy Midstream acquired from NG and 
NJNR a 25.93% noncontrolling partnership interest in Iroquois. The 
investment was recorded at $216 million based on the value of 
Dominion Energy M idstrcam's common units at closing. The common 
units issued to G and NJNR are reflected as noncontroll ing interest in 
Dominion Energy's Consolidated Financial Statements. See ote 3 to 
the Consolidated Financial Statements for additional information. 

ACQ ISITIOt OF O E C G 

In January 2015, Dominion Energy completed the acquisition of I 00% 
of the equity interests ofDECG fi·om SCANA fo r$497 million in cash, 
as adjusted for working capital. In April 2015 , Dominion Energy 
contributed DECG to Dominion Energy Midstream. See ote 3 to the 
Conso lidated Financial Statements for addit ional infonnation. 

ASSIGNMENTS OF HALE DEVELO PMENT RIGHTS 

In December 20 13, Dominion Energy Gas closed on agreements with 
two na tura l gas producers to convey over time approximately 
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I 00,000 acres of Marcellus Shale development rights underneath several 
natural gas storage fields. The agreements provided for payments to 
Dominion Energy Gas, subject to customary adjustments, of 
approximately $200 million over a period of nine years, and an 
overriding royalty interest in gas produced from that acreage. In March 
20 15, Dominion Energy Gas and a natural gas producer closed on an 
amendment to a December 2013 agreement, wh ich included the 
immediate conveyance of approximately 9,000 acres of Marcellus Shale 
development rights and a two-year extension of the term of the original 
agreement. The conveyance of development rights resu lted in the 
recognition of$43 million of previously deferred revenue. In Apri l 2016, 
Dominion Energy Gas and the natural gas producer closed on an 
amendment to the agreement, which included the immediate conveyance 
of a 32% partial interest in the remaining approximately 70,000 acres. 
This conveyance resulted in the recognition of the remaining S35 mill ion 
of previously deferred revenue. In August 20 17, Domin ion Energy Gas 
and the natural gas producer closed on an amendment to the agreement, 
which included the finalizat ion of contractual matters on previous 
conveyances, the conveyance of Dominion Energy Gas' remaining 68% 
interest in approx imately 70,000 acres and the elimination ofDominion 
Energy Gas' overriding royalty interest in gas produced from all acreage. 
As a result of th is amendment, Dominion Energy Gas will receive total 
consideration of$ 130 million, v.~ th $65 mill ion received in ovember 
2017 and $65 million to be received by the end of the third quarter of 
2018 in connection with the final conveyance. 

In March 20 15, Dominion Energy Gas conveyed to a natural gas 
producer approximately II ,000 acres of Marcell us Shale development 
rights underneath one o f its natural gas storage fields and received 
proceeds ofS27 million and an overriding royalty interest in gas 
produced from the acreage. 

In September 201 5, Dominion Energy Gas closed on an agreement with 
a natural gas producer to convey approximately 16,000 acres of Utica and 
Point Pleasant Shale development rights underneath one of its natural gas 
storage fields. The agreement provided for a payment to Dominion 
Energy Gas, subject to customary adjustments, o f $52 million and an 
overriding royalty interest in gas produced from the acreage. 

In November 20 14, Dominion Energy Gas closed on an agreement with 
a natural gas producer to convey over t ime approx imately 24,000 acres of 
Marcellus Shale development rights underneath one of its natural gas 
storage fields. The agreement provided for payments to Dominion Energy 
Gas, subject to customaty adjustments, of approximately $120 million 
over a period of four years, and an overriding royalty interest in gas 
produced from the acreage. In January 20 18, Dominion Energy Gas and 
the natura l gas producer closed on an amendment to the agreement, which 
included the conveyance of Dominion Energy Gas' remaining 50% 
interest in approximately 18,000 acres and the elimination ofDominion 
Energy Gas' ovetTiding royalty interest in gas produced from all acreage 
for proceeds of $28 million. 

See Note I 0 to the Consolidated Financial Statements for additional 
infonnat ion on th ese sales of Marcell us acreage. 
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AL£ OF ELECTRIC RETAIL E;\'ERGY MARJ<Ell111G BU 1;-. 

In March 20 14, Domin ion Energy completed the sale of its electric retail 
energy marketing busmess. l11e proceeds were S 187 million. net of 
transaction costs. The sale of the electric retail energy marketing 
business did not qualifY for discontinued operations classification. 

L£ OF PIP ELl ES A D PIP ELl~ SYSTL\1 

In March 20 14 , Dominion Energy Gas so ld the Non hem System to an 
affiliate that subsequently sold the Northern System to Blue Racer fo r 
consideration of$84 million. Dominion Energy Gas' consideration 
consisted of$17 million in cash proceeds and the extinguishment of 
aniliated cu rrent borrowings of$67 million and Dominion Energy 's 
consideration consisted of cash proceeds of$84 million . 

In eptembcr 2013, DETI sold Line TL-388 to Blue Racer for 
S75 million in cash proceeds. 

ALE OF B RA YTO ' POIJ,T, KINCAID AND EQ ITI' l\1E:ni0D 
INVESTMENT ll ELWOOD 

In August 20 13, Dominion Energy completed the sale of Brayton Point, 
Kincaid and its equiry method investment in Elwood to Energy Capital 
Panners and received proceeds of$465 million , net of transaction costs. 
The historical results of Brayton Point's and Kincaid's operations are 
presented in discontinued operations. 

Dominion Energy manages its daily operations through three primary 
operating segments: Power Delivery, Power Generation and Gas 
Infrastructure. Dominion Energy a lso reports a Corporate and Other 
segment, which includes its corporate, service company and other 
functions (including unallocated debt}. In addition, Corporate and Other 
includes specific items auributable to Dominion Energy's other 
operating segments that are not included in profit measures evaluated 
by executive management in assessing the segments' performance o r in 
allocating resources. 

Virginia Power manages its daily operations through two primary 
operating segments: Power Delivery and Power Generation . It also 
rcpons a Corporate and Other segment that primarily includes specific 
items attributable to its operating segments that are not included in 
profit measures evaluated by executive management m assessing the 
segments' performance or in allocating resources. 

Dominion Energy Gas manages its daily operations through its 
primary operating segment: Gas In frastructure. It a lso repons a 
Corporate and Other segment that primarily includes specific items 
auributable to its operating segment that are not included in profit 
measures evaluated by executive management in assessing the 
segment's performance or in allocati ng resources and the efTect o f 
cenain items recorded at Dominion Energy Gas as a result of Domin ion 
Energy's basis in the net assets contributed. 

While daily operations are managed through the operating segments 
previously discussed, assets remain wholly-owned by the Companies 
and their respect ive legal subsidiaries. 

A description of the operations included in the Companies· pnmary 
operating segments is as follows: 

Promaoy ()p!ratrg DcnN"~<YI ~fQirl• Dan Irion 
s.,.,.. o..cnooaooiQe!!:...,. ""'"Ill -... &will! Gas 

Power Delivery Regulated electnc X X 
diStnbullon 

Regulated electnc X X 
transmission 

Power Generation Regulated electric fleet X X 
Merchant etectnc fleet X 

Gas Infrastructure Gas transmssion and X(1) X 
storage 

Gas distribution and X X 
storage 

Gas gathenng and X X 
procesmg 

LNG termnaillng and X 
storage 

Nonregulated reta• energy X 
marke!Jng 

(/) Jnc/udfi remaining produur st>n·•u~ ac/11111e1 

For additional financial information on operat ing segments, including 
revenues from external customers, see 'ote 25 to the Consolidated 
Financial Statements. For additional information on operating revenue 
related to the Compan ies' principal products and services, see otes 2 
and 4 to the Consol idated Financial Statements, which information is 
incorporated herein by reference. 

Power Delivery 

nte Power De/ive1y Operating Segment of Dominion Energy twd 
Virginia Power includes Virginia Power's regul ated electric transmission 
and distribution (including customer service) operations, which serve 
approximately 2.6 million residential, commercial, industrial and 
governmental customers in Virginia and Nonh Carolina. 

Power Delivery's exis ting fi ve-year investment plan includes spending 
approximately $8.5 billion !Tom 20 18 through 2022 to upgrade or add 
new transmission and distribution lines, substations and other facilit ies to 
meet growing electricity demand within its service territory and maintain 
reliability and regulatory compliance. The proposed elecmc delivery 
in frastructure projects are intended to address both continued customer 
growth and increases in electricity consumption . In addition, data centers 
continue to contribute to anucipated demand growth. 

Revenue provided by electric distribution operations is based primarily 
on rates established by state regulatory authorities and state law. 
Variability in earn ings is driven primari ly by changes in rates, weather, 
customer growth and other factors impacting consumption such as the 
economy and energy conservatton, in addition to operating and 
maintenance expendi tures. Operationally, electric di stribution continues 
to focus on improving service levels while suiving to reduce costs and 
link investments to operational results. SAIDI perfo nnance results, 
excluding major evcms, were 11 7 minutes at the end of20 17, down from 
the three-year average of 123 minutes. Virgin ia Power's overall customer 
satisfaction improved year over year when compared to 20 16 J.D. 

II 
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Power and Associates' scoring. in the future, safety, electric service 
reliability, outage durations and customer service will remain key focus 
areas for electric distribuuon. Modernizing the electnc grid will become 
a key focus area to support the enhancement of the customer service 
experience, build upon improvements in resiliency and security and 
support enhanced innovation and renewable generation. 

Revenue provided by Virginia Power's e lectric transmission 
operations is based primarily on rates approved by FERC. The 
profitability of this business IS dependent on its ability. through the 
rates it is permitted to charge, to recover costs and eam a reasonable 
return on its capital investments. Variability in earnings primarily 
results from changes in rates and the timing of property additions, 
retirements and depreciauon. 

Virgin ia Power is a memberofPJM, a RTO, and its electric 
transmission facilities are integrated into PJM wholesale electricity 
markets. Consistent with the increased authority gtven to ERC by 
EPACT, Virginia Power's electric transmission operations are committed 
to meeting NERC standards, modernizing its infrastructure and 
maintaining superior system reliability. Virginia Power's electric 
transmission operations will continue to focus on safety, operational 
performance, NERC compliance and execution ofPJM's RTEP. 

COI\1P E11Tl0 o 

Power Delive1y Operating Segment- Dominion Energy and Virginia 
Power 

There is no competition for electric distribution service within Virginia 
Power's service territory in Virginia and orth Carolina and no such 
competition is currently pennitted. Historically, since its electric 
transmission fac ilities are integrated into PJM and electric transmission 
services are adminis tered by PJM, there was no competition in relation 
to transmission service provided to customers within the PJM region. 
However, competition from non-incumbent PJM transmission owners for 
development, construction and ownership of certain transmission 
facilities in Virginia Power's service territory is now permitted pursuant 
to Order I 000. subject to state and local siting and permming approvals. 
This could result in addttional competition to build and own 
transmission infras tructure in Virginia Power's service area in the fu ture 
and could allow Domimon Energy to seek opportunities to build and 
own faci lities in other service territories. 

REG LATION 

Power Delivery Operatmg Segment- Dominion Energy and Virginia 
Power 

Virginia Power's e lectric distribution service, including the rates it may 
charge to jurisdictional customers, is subject to regulation by the 
Virginia and North Carolina Commissions. Virginia Power's wholesale 
electric transmission rntes, tariffs and tem1s of service are subject to 
regulation by FER C. Electric transmission siting authority remains the 
jurisdiction of the Virgin ia and No11h Caro lina Commissions. However, 
EPACT provides FERC with certain backstop authority for transmission 
siting. See State Regulations and Federal Regulations in Regulation 
and ote 13 to the Consolidated Financial Statements for additional 
information. 

PROPERTI ES 

Power Delive1y Operating Segment Dominion Energy and Virginia 
Power 
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Virginia Power has approximately 6,600 mi les of electric transmission 
lines of 69 kV or more located in orth Carolina, Virginia and West 
Virginia. Portions of Virginia Po\~er's electric transmission lines cross 
national parks and forests under permits entitl ing the federal government 
to usc, at speci fied charges, any surplus capacity that may C'CtStm these 
lines. While Virginia Power owns and maintains its electric transmission 
facilities, they are a pa11 ofPJM , which coord inates the planning, 
operation. emergency assistance and exchange of capacity and energy for 
such facilities. 

As a part ofPJM's RTEP process, PJM authorized the following 
material reliabi lity projects (including Virginia Power's estimated cost): 

Surry-to-Skiffes Creek-to-Whealton ($325 million); 
Mt. Storm-to-Dooms ($240 million); 
Idyl wood substation ($1 I 0 million); 
Dooms-to-Lexington (S 130 million): 
Cunningham-to-Elmont (S II 0 million); 
Landstown vol tage regulation ($70 million); 
Warrenton (including Remington CT-to-Warrenton, Vim 
Hill-to-Wheeler-to-Gainesville, and Vim Hill and Wheeler 
switching stations) ($11 0 mi llion); 
Remington/ GordonsvillefPrntts Area lnlprovement (including 
Remington-to-Gordonsville, and new Gordonsville substation 
transformer)($ II 0 million); 
Gainesvi lle-to-Haymarket ($55 million); 
Kings Dominion-to-Fredericksburg ($50 million); 
Loudoun-Brambleton line-to-Poland Road Substation ($60 
million); 
Cunningham-to-Dooms ($60 million); 
Carson-to-Rogers Road ($55 million); 
Doo ms-Vall ey rebuild ($65 millio n); 
Mt. Stonn-Vallcy rebuild ($225 million); 
Glebe-to-Station ($320 million); 
Idy l wood-to-Tysons (S 125 million); 
Chesterfield-to-Lakeside ($35 million); and 
Landstown -to-Thrasher ($25 mi II ion). 

In addu ion, in December 2017, the Virginia Commtsston granted 
Virginia Power a CPCN to rebuild and operate in Lancaster County, 
Virginia and Middlesex County, Virginia, approx imately 2 miles of 
extsting 115 kV transmission lines to be constructed under the 
Rappahannock River between Ham1ony Village Substation and White 
Stone Substat ion. The total estimated cost o f the project is approximately 
S85 milhon. 

Virginia Power plans to increase transmission substation physical 
security and expects to invest $250 million-$300 million through 2022 
to strengthen its electrical system to better protect critical equipment, 
enhance its >pare cqutpment process and create multiple levels of 
security. 

In addition, Virginia Power's electric distribution network includes 
approximately 57,900 miles of distribution lines, exclusive of service 
level lines, in Virginia and North Carolina. Tbe grants for most of its 
electric lines contain rights-of-way thai have been obtained from the 
apparent owners 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 permtssion to 
operate can be revoked. 
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Virginia legislation in 2014 provides fo r the recovel)' of costs, subject 
to approval by the Virginia Commission, for Virginia Power to move 
approximately 4,000 miles of electJic di stri bution lines underground. 
The program is designed to reduce restorat ion outage time by mov ing 
Virginia Power's most outage-prone overhead distribution lines 
underground, has an annual investment cap of approximately 
S 175 mill ion and is expected to be completed over the next decade. ln 
August 2016, the Virginia Commission approved the first phase of th e 
program encompassing approximately 400 miles of converted li nes and 
S 140 mi ll ion in capital spending (with approximately S I 23 mi ll ion 
recoverab le through Rider U). [n September 2017, the Virginia 
Commission approved recovel)' through Ri der U of a total capital 
investment of$40 million fo r second phase conversions. 

OURCES OF E ERGY PPLY 

Power Delive1y Operating Segment- Dominion Energy and Virginia 
Power 

Power Delivel)' 's supply of electricity to serve Virginia Power customers 
is produced or procured by Power Generat ion. See Power Generation for 
addit ional information. 

SEASO AUTV 

Power De/ive1y Operating Segment-Dominion Energy and Virginia 
Power 

Power Del ivery's earnings Val)' seasonall y as a result of the impact of 
changes in temperature, the impact o f stom1s and other catastrophic 
weather events, and the availabi lity of alternative sources for heating on 
demand by residential and commercial customers. Generally, the 
demand for e lectricity peaks during the summer and winter months to 
meet cooling and heating needs. An increase in heating degree days fo r 
Power Delivel)''S electric utility-related operations does not produce the 
same increase in revenue as an increase in cooling degree days, due to 
seasonal pJicing differentials and because alternative heat ing sources 
are more readily avai lable. 

Power Generation 

The Power Generation Operating Segmen t of Virginia Power includes 
the generation operat ions of the Virginia Power regulated electri c utility 
and its related energy supply operations. Virginia Power's utili ty 
generatio n operations primarily serve the supply requirements for Power 
Delivel)''S ut ility customers. The Power Generatio11 Operating Segment 
of Dominion Energy includes Virg in ia Power's generation facilit ies and 
its related energy supply operations as well as the generation operations 
of Dominion Energy's merchant fleet and energy marketing and price 
risk management activities for these assets. 

Power Generation's existing five-year investment plan includes 
spendi ng approxi mately $8.3 bill ion !Tom 201 8 through 2022 to 
construct new generation capacity and extend the life of nuclear 
generation facilities to meet growing electricity demand within its 
service territory and maintain reliabil ity. The most significant project 
cnrrently under construction is Greensvi lle County, which is estimated 
to cost approximately $1.3 billion, excluding fin ancing costs. See 
Properties and Environmental Strategy for additional information on 
this and other utility projects. 

In addition, Dominion Energy's merchant fleet includes numerous 
renewable generation facil ities, which include a fuel cell generation 
facility in Connect icut and solar generation facilities in operat ion or 
development in nine states, including Virginia. The output of these 
facilities is primatily sold under long-term power purchase agreements 
with tcnns generally ranging from 15 to 25 years. Sec otes 3 and I 0 to 
the Consolidated Financial Statements fo r additional information 
regarding certain so lar projects. 

Earnings for the Power Generation Operating Segment of Virginia 
Power primarily result from the sale of electricity generated by its util ity 
fleet. Revenue is based primarily on rates established by state regulatory 
authorities and state law. Approximately 82% of revenue comes from 
serving Virginia jurisd ictional customers. Base rates fo rthe Virginia 
jurisdiction are set using a modified cost-<>f-service rate model, and are 
generally designed to allow an opponunity to recover the cost of 
providing util ity service and earn a reasonable return on investments used 
to provide that service. Earnings variabil ity may a rise when revenues are 
impacted by factors not reflected in current rates, such as the impact of 
weather on customers' demand for services. Likewise, earnings may 
reflect variations in the timing or nature o f expenses as compared to those 
contemplated in curTent rates, such as labor and benefit costs, capacity 
expenses, and the timing, duration and costs of scheduled and 
unscheduled outages. The cost of fuel and purchased power is generally 
collected through fuel cost-recovel)' mechanisms established by 
regulators and does not materially impact net income. The cost of new 
generat ion faci l ities is generally recovered th rough rate adjustment 
clauses in Virginia. Variability in earnings rrom rate adjustment clauses 
reflects changes in the authorized ROE and the carrying amount of these 
facilities, which are largely driven by the timing and amount o f capital 
investments, as well as depreciation. See ote 13 to the Consolidated 
Financial Statements for addi tional informatio n. 

77te Power Generation Operating Segment of Dominion Energy derives 
its earnings primarily rrom the sale of electricity generated by Virginia 
Power's utility and Dominion Energy's merchant generation assets, as 
well as from associated capacity and ancil lal)' services. Variability in 
earnings provided by Dominion Energy's nonrenewable merchant fleet 
relates to changes in market-based prices received for electricity and 
capacity. Market-based prices for electricity are largely dependent on 
commod ity prices, pJimarily natural gas, and the demand for electricity, 
which is primarily dependent upon weather. Capacity prices are 
dependent upon resource requirements in relat ion to the supply available 
(both existing and new) in the forward capacity auctions, which are held 
approximately three years in advance of the associated deli vel)' year. 
Dominion Energy manages the electric price volatility o f its merchant 
fleet by hedging a substantial ponion of its expected near-term energy 
sales with derivative instruments. Variability also results from changes in 
the cost of fuel consumed, labor and benefits and the timing. duration and 
costs of scheduled and unscheduled outages. Variabi lity in earnings 
provided by Dominion Energy's renewable merchan t fleet is primarily 
driven by weather. 

COMPETITION 

Power Generation Operating Segment- Dominion Energy and Virginia 
Power 
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Virginia Power's generation operations are not subject to signi fi cant 
competition as only a limited number o f its Virginia jurisdictional 
electric ut ility customers have retail choice. See Electric under State 
Regulations in Regulation for more in fonn ation. Currently, Nort h 
Carolina docs not offer retail choice to electric customers. 

Power Generation Operating Segment- Dominion Energy 

Power Generation's recently acquired and developed renewable 
generation projects are not currently subject to signi fi cant competit ion 
as the output from these facilit ies is pri marily sold under long-tem1 
power purchase agreements with tenns generally ranging from 15 to 25 
years. Competition for the nonrenewable merchant fleet is impacted by 
electricity and fuel prices, new market entrants, construction by others 
of generating assets and transmission capacity, technological advances 
in power generation, the actions of environmental and other regulatory 
authorit ies and other factors. These competitive factors may negat ively 
impact the merchant fleet's ability to profit fro m the sale ofelectticity 
and related products and services. 

Unlike Power Generation's regulated generation fleet, its 
nonrenewable merchant generation fleet is dependent on its ability to 
operate in a competitive environment and does not have a 
predetennined rate structure that provides fo r a rate of return on its 
capital investments. Power Generation's nonrenewable merchant assets 
operate within functioning RTOs and primarily compete on the basis of 
price. Competi tors include other generating assets bidding to operate 
within the RTOs. Power Generation's nonrenewable merchant units 
compete in the wholesale market wi th other generators to sell a variety 
of products includ ing energy, capacity and ancillary services. it is 
difficult to compare various types of generation given the wide range of 
fuel s, fuel procurement strategies, effi ciencies and operating 
characteristics of the fleet within any given RTO. However, Domin ion 
Energy appl ies its expertise in operations, dispatch and risk 
management to maximize the degree to which its nonrenewable 
merchant fl eet is competitive compared to similar assets within the 
region. 

[n November 20 17, Connecticut adopted the Act Concerning Zero 
Carbon Solic itation and Procurement, which allows nuclear generat in g 
facilities to compete fo r power purchase agreements in a state sponsored 
procurement for electricity. In February 2018 , Connecticut regulators 
recommended pursuing the procuremen t. They are ex pected to issue a 
request for proposals by May I, 20 18. Millstone will participate in the 
state sponsored procurement. If successful in the competitive bid 
process, Millstone would receive a long-tenn power purchase agreement 
for between three and ten years. 

REG LATtON 

Power Generation Operating Segment- Dominion Energy and Virginia 
Power 

Virginia Power's utili ty generation fleet and Dominion Energy's 
merchant generation fleet are subject to regulation by FERC, the NRC, 
the EPA, the DOE, the Army Corps of Engineers and other federal , state 
and local authorities. Virgin ia Power's utility generation fleet is also 
subject to regulation by the Virgi nia and North Carolina Commissions. 
See Regulation, Future Issues and Other Mailers in Item 7. MD&A and 

otes 13 and 22 to the Consolidated Financial Statements for more 
information. 
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PROPERTI ES 

For a listing of Dominion Energy's and Virgin ia Power's existing 
generation facil ities, see Item 2. Properties. 

Power Generation Operating Segmem- Dominion Energy and Virginia 
Power 

T he generation capacity ofVirg inia Power's electric utility fleet totals 
approximately 20,800 MW. The generat ion mix is diversified and 
includes gas, coal, nuclear, oil , renewables, biomass and power purchase 
agreements. Virgi nia Power's generation facil ities are located in Virgin ia, 
West Virginia and North Carolina and serve load in Virginia and 
northeastern North Carolina. 

Virginia Power is developing, financing and constructing new 
generation capacity to meet growing electricity demand within its service 
territory. Significant projects under construction or development are set 
forth below: 

Virginia Power plans to acquire or construct certain solar facilities in 
Virginia and North Carolina. See otcs I 0 and 13 to the Consolidated 
Financial Statements for more information. 
Vi rginia Power cont inues to consider the constmction of a third 
nuclear unit at a site located at orth Anna. See 'ote 13 to the 
Consolidated Financial Statements for more infonnation on this 
project. 
Virgin ia Power is considering the construction of a hydroelectric 
pumped storage facility in Southwest Virginia. 
In March 20 16, the Virginia Commission authorized the construction 
ofGreensvi lle County and related transmission interconnection 
facili t ies. Commercial operations are ex pected to commence in late 
2018, at an estimated cost of approxi mately $1.3 billion, exclud ing 
financing costs. 
ln June 20 17, Virginia Power signed an agreement to develop two 6 
MW wind turbines ofT the coast of Virginia for the Coastal Virgin ia 
Offshore Wind project. The project is expected to cost approximately 
$300 mi llion and to be installed by the end of2020. 
In OctOber 20 17, Virginia Power received a permit by rule from the 
VDEQ to construct and operate the Hollyfie ld so lar facility, a 17 MW 
solar faci lity in King Will iam County , Virginia and related 
distribution interconnection faci lities. The tOtal estimated cost of 
the Hollyfield solar facility is approximately $33 million, excluding 
financi ng costs. The facil ity is the subject of a public-private 
partnership whereby the Universiry ofVirg ini a, an agency of 
the Commonwealth of Virginia and a non-jurisdictional customer, 
will compensate Virginia Power for the facility's net electrical energy 
output. 

Power Generation Operating Segment- Dominion Energy 

The generatio n capaci ty of Dominion Energy's merchant fleet totals 
approximately 5,100 MW. The generation mix is diversified and includes 
nuclear, natural gas and renewables. Merchant nonrenewable generation 
faci l ities are located in Con necticut. Pennsy lvania and Rhode Island, 
with a majority o f that capacity concentrated in New England. Dominion 
Energy 's merchant renewable generation facilit ies include a fuel cell 
generation facili ty in Connecticut, solar generation facilities in 
Califomia, Connecticut, Georgia, Indiana, N01th Carolina, South 
Carolina, Tennessee, Utah and Virginia, and wind generation facilities in 
b1diana and West Virginia. 
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SOURCES OF E NERGY UI'PLY 

Power Generation Operating Segment-Dominion Energy and Virginia 
Power 

Power Generation uses a variety of fuels to power its electric generation 
and purchases power for utility system load requirements and to sat isfY 
phystcal f01ward sale requi rements, as described below. Some of these 
agreements have fi xed commitments and are included as contractual 
obligations in Future Cash Payments/or Contrac/1/al Obligations and 
Planned Capital Expenditures in Item 7. MD&A. 

Nuclear Fuel-Power Generation primarily utilizes long-term 
contracts to support its nuclear fue l requi rements. Worldwide market 
con_ditions are cont inuously evaluated to ensure a range of supply 
opt1ons at reasonabl e prices which arc dependent o n the market 
environment. Current agreements, inventories and spot market 
availabi lity are expected to support current and planned fuel supply 
needs. Addi tional fuel is purchased as required to ensure opt imal cost 
and inventory levels. 

Fossil Fuel-Power Generation primarily utilizes natural gas and coal 
in its fossil fuel plants. All recent fossil fue l plant construct ion for Power 
Generation in vo lves natural gas generation. 

Power Generation 's natural gas and oi l supply is obtained from 
various sources including purchases from major and independent 
producers in the Mid-Conti nent and Gulf Coast regions, purchases from 
local producers in the Appalachian area and Marcellus and Utica 
regions, purchases from gas marketers and withdrawals from 
underg round storage fie lds owned by Dominion Energy or thi rd patties. 
Power Generation manages a portfol io ofoatural gas transportation 
contracts (capacity) that provides for reliable natural gas deliveries to its 
gas turbine fl eet, while minimizing costs. 

Power Generation 's coal supp ly is obtai ned through long-teml 
contracts and short-tem1 spot agreements from domestic suppliers. 

Biomass- Power Generation 's biomass supply is obtained through 
long-tenn contracts and short-term spot agreements from local suppl iers. 

Purchased Powet~Power Generation purchases electricity fro m the 
PJM spot market and through power purchase agreements with other 
suppl iers to provide fo r utili ty system load requirements. 

Power Generation also occasionally purchases electrici ty from the 
P JM and ISO- E spot markets to satisfY physical forward sale 
requirements as part of its merchant generation operations. 

Power Generation Operating Segment- Virginia Power 

Presented below is a summary ofVirgi nia Power's actual system output 
by energy source: 

So.sce 2017 2016 

Nuclear(1) 32% 31% 
Natural gas 32 31 
Coak2l 17 24 
Purchased power, net 1<1 8 
Other(3) 5 6 
Total 1 oo•.4 100°.<. 

(/)Excludes ODEC"s 11.6% o wnership interest in North Anna. 
(1) E1cludes ODECs 50.0% ownership interest in the Dover power station. 
(3) Includes oil. hydro. biomass and solar. 

2015 

30% 
23 
26 
15 
6 

100% 

SEA ONALITY 

Power Generation Operating Segmerli-Dominion Energy and Virginia 
Power 

Sales of electricity for Power Generation typically vary seasonally as a 
result of the impact of changes in temperature and the availability of 
alternat ive sources fo r heating on demand by residential and commercia l 
customers. See Power Delivery-Seasonality above tor additional 
considerations that also apply to Power Generat ion. 

UCLE.AR DECOMMISSION! G 

Power Generation Operating Segmem-Dominion Energy and Virgin ia 
Power 

Virginia Power has a total of four licensed, operating nuclear reactors at 
Suny and North Anna in Virginia. 

Decommissioni ng involves the decontamination and removal of 
radioactive contaminants from a nuclear power station once operations 
have ceased. in accordance with standards established by the NRC. 
Amounts collected from ratepayers are placed into t rusts and are invested 
to fund the ex pected future costs o f decommissioning the Suny and Nott h 
Anna units. 

Virginia Power believes that the decommissioning funds and their 
expected earn ings for the Suny and orth Anna units will be sufficient to 
cover expected decommissioning costs, particularly when combined with 
future ratepayer coll ections and contributions to these decommissioning 
trusts, if such future col lections and contribut ions are required. This 
reflects the long-te1m investment horizon, since the units will not be 
decommissioned fo r decades, and a positive long-tenn outlook for trust 
fund investment returns. Virginia Power will continue to monitor these 
trus ts to ensure they meet the NRC minimum fin ancial assurance 
requirements, which may include, if needed, the use of parent company 
guarantees, surety bonding or other financ ial instruments recognized by 
the NRC. 

The estimated cost to decommission Virgin ia Power's four nuclear uni ts 
is reflected in the table below and is primarily based upon site-speci fic 
studies completed in 2014. These cost studies arc generally completed 
every fou r to fi ve years. The current cost est imates assume 
decommissioning activities will begin shortly after cessation of 
operations, which will occur when the operating licenses expire. 

Under the current operating licenses, Virg in ia Power is schedu led to 
decommission the Suny and orth Anna units during the period 2032 to 
2078. NRC regulations allow licensees to apply for extension of an 
operating license in up to 20-year incremen ts. Virginia Power has 
announced its in tention to apply for operating life extensions for Suny 
and otth Anna. 

Power Generation Operating Segment-Dominion Energy 

ln addition to the four nuclear units discussed above, Dominion Energy 
has two Licensed, opemting nuclear reactors at Millstone in Connecticut. 
A third Millstone unit ceased operations before Domin ion Energy 
acquired the power station. ln May 2013, Dominion Energy ceased 
operations at its si ngle Kewaunee unit in Wisconsin and commenced 
decommissioning activities using the SAFSTOR methodology. The 
planned decommissioning complet ion date is 2073, which is with in the 
NRC allowed 60-ycar window. 
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As pan of Dominion Energy's acqu isition ofboth M11lstone and 
Kewaunee, it acquired decommissioning funds fonhe related units. Any 
funds remaining in Kewaunee's trust after decommissioning is 
completed arc required to be refunded to Wisconsin ratepayers. 
Dominion Energy believes that the amounts currently available in the 
decommissioning trusts and their expected earnings will be sufficient to 
cover expected decornnussioning costs for the Millstone and Kewaunee 
units. Dominion Energy will continue to monitorthese trusts to ensure 
they meet the NRC min1mum financial assurance requirements, wh ich 
may incl ude, if needed, the use of parent company guarantees, surety 
bonding or other fi nancial instruments recognized by the NRC. The 
estimated cost to decommission Dominion Energy's eight units is 
renected in the table below and is primarily based upon site-speci fic 
studies completed for Surry, onh Anna and Millstone in 20 14 and fo r 
Kewaunee in 2013. 

The estimated decommissioning costs and license exp1ration dates for 
the nuclear uni ts owned by Dominion Energy and Virginia Power are 
shown in the following table: 

M011t 
rec<W 

NRC coot Fll'dlin - .,.m .. nasa 2017 
~ (2017 Docorlbs 31, CO'II'lbui<nl 

yorr 0011ars)'t1 2017 ., ........ 
(dc:Ain in miii!OOS) 

Surry 
Unit 1 2032 612 $ 680 $-
Unit 2 2033 633 670 

North Anna 
Unrt 1(2) 2038 524 541 
Unft2(2) 2040 536 508 

Total (Virginia Power) 2,305 2,399 
Mils tone 

Unit 1(3) N/A 377 533 
Unrt2 2035 575 700 
Unrt 3(4) 2045 698 688 

Kewaunee 
Unit 1(5) N/A 452 773 

Total (Dominion Energy) $ 4 ,407 $ 5,093 $ -

{I) Th~ cost estimates shok?J obov~ r~jl~ct r~ductions forth~ upultd futur~ recovery 
of urtai11 spelltfuel co.<ts based 011 Domi11ion Energy's and J'ugm•a Power's 
contracts with the DOEfordispowl of spent nuclear fu~l consiStent ,.,11 the 
reductions reflected in Domir~ion Encrgy'sand Virgima Power 's nuclear 
decommissioning AROs. 

(1) North Anna isjomtly own~d by Yirgmia Power (88.4°o) and ODEC (11.6%). 
H01•ever, Virgmia Poker Ll =ponSJblefar89.16% of the decommruianmg 
obligation. Amounts reflect89 26% of the decommwionm& cost for both of 
Nonh Anna's unzn 

{3) Unit/ ptrrnanentlv uased optratJOIIS m 1998, b~fort Dommion E11ergy 's 
acquisitiOn of MJ!/stollt. 

(4) Millstone Unit 3 it;omt~;· owned by Domi11ion Energy Nuclear Can11ectJcut, l11c., 
"'th a 6.53% mulmded mterest 111 Umt 3 owntd by MaSSilchusetts Mu11icipa/ 
and GreetJ A1ountam D~comml.fSionmg cost IS sho'kn at Domm1on Energy's 
0"11ership pcrcentog~. At December 31. 1017, the minonty Ok71Crs held 
S42 millio11 of trust funds related to Millstone Unit 3 that ore not reflected in the 
table abo1•e. 

{5) Permanently ceased operatiOns 111 10/3. 

Also see Notes 14 and 22 to the Consolidated Financtal Statements for 
fun her infom1ation about AROs and nuclear decommissioning. 
respectively, and ote 9 to the Consolidated 

16 

Financial Statements for infonnation about nuclear decommissioning 
trust investments. 

Gas Infrastructure 

7ne Gas Infrastructure Operatmg Segment of Dominion Energy Gas 
includes cenain of Dominion Energy's regulated natural gas operations. 
DETl, the gas transmission pipeline and storage business. serves gas 
distribution businesses and other customers in the onheast. mid-Atlantic 
and Midwest. East Ohio, the primary gas distribution business of 
Dominion Energy Gas, serves residential, commercia l and industri al gas 
sales, transportation and gathering service customers primari ly in Ohio. 
DGP conducts gas gathering and processing activities, which include the 
sale of extracted products at market rates, primarily in West Virginia, 
Ohio and Pennsy lvania. Dominion Iroquois holds a 24.07% 
noncontrolling partnersh ip interest in Iroquois, which provides service to 
local gas distribution companies, electric utilities and electric power 
generators, as well as marketers and other end users, through 
interconnecting pipelines and exchanges primarily in New York. 

17te Gas Jnfrastntcture Operating Segment of Dominion Energy 
includes LNG operations, Dominion Energy Questar operations, Hope's 
gas distribu tion operations in West Virginia, and nonregulated retail 
natural gas marketing, as well as Dominion Energy's investments in the 
Blue Racer joint venture, Atlantic Coast Pipeline and Dominion Energy 
M idstrcam. Sec Properties and Investments below for additional 
information regarding the Blue Racer and Atlantic Coast Pipeline 
investments. Dominion Energy's L G operations involve the impon and 
storage ofL Gat Cove Point and the transportation ofregasified LNG to 
the interstate pipeline grid and mid-Atlantic and 'onheast markets. 
Dominion Energy has received DOE and FERC approval to export L 'G 
from Cove Point and, once the Liquefaction Project commences 
commercial operations, will be able to import LNG and regasify it as 
natural gas and liquefy natural gas and expon it as L G. See ote 22 to 
the Consolidated Financial Statements fo r more information. 

In September 2016, Dominion Energy completed the Dominion Energy 
QuestarCombination and Dommion Energy Questar, a Rocktes-based 
mtegrated natural gas company, became a wholly-<>wned subsidiary of 
Dominion Energy. Dominion Energy Questar included Questar Gas, 
Wexpro and Dominion Energy Questar Pipeline at closmg. QuestarGas' 
regulated gas distribution operations in Utah, southwestero Wyollllng and 
southeastern Idaho includes 29,600 miles of gas distribution 
pipeline. Wexpro develops and produces natural gas from reserves 
supplied to Questar Gas under a cost-<>f-service framework. Dominion 
Energy Questar Pipeline provides FERC-rcgulated interstate natural gas 
transportation and storage services in Utah, Wyoming and western 
Colorado through 2,200 miles of gas transmission pipeline and 56 bcf of 
workmg gas storage. See Acquisitions and Dispositions above and • ote 3 
to the Consolidated Financial Statements fo r a descript ion oft he 
Dommion Energy Questar Combination. 

ln 2014, Dominion Energy fonned Dominion Energy Mtdstream, an 
MLP initially consisting of a preferred equity interest in Cove Point. See 
General above for more information. Also see Acquisitions and 
Dtspositions above and ote 3 to the Consolidated Financial Statements 
for a description of Dominion Energy's contribution ofDomtnion Energy 
Questar Pipeline to 
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Dominion Energy Midstream in December 2016 as well as Dominion 
Ener~y_'s acquisition ofDECG, which Domi nion Energy contributed to 
Dommton Energy Midstream in Apri l 20 15, and Dominion Energy 
~idstream's acqu isition of a 25.93% noncontroll ing pannersh ip in terest 
~n lroquots 111 September 2015. DECG provides FERC-rcgulated 
Interstate natural gas transponation services in South Carolina and 
southeastern Georgia through I ,500 miles of gas transmission p ipeline. 

Gas lnfi-astructure's existing five-year investment plan includes 
spending approximately S8.3 billion from 20 18 through 2022 to 
upgrade ex isting or add new infrastructure to meet g rowing energy 
needs within its serv ice terri tory and maintain reliability. Demand for 
natural gas is ex pected to continue to grow as init iatives to transi tion to 
~as from more_c~rhon-intensive fuels are implemented. This plan 
mcludes Domtmon Energy's portion o f spending for the Atlantic Coast 
Pipeline Project. 

Earnings for the Gas lnfrasm<cture Operating Segment of Dominion 
Energy Gas primarily result from rates established by FERC and the 
Ohio Commission. The profitability of this business is dependent on 
Dominion Energy Gas' ability, throug h the rates it is permiHed to 
~barge, to recover costs and earn a reasonable return on liS capital 
mvest~ents. Variability in earnings results from changes in operating 
and mamtenance expenditures, as well as changes in rates and the 
demand for setv ices, whtch are dependent on weather, changes in 
commodity prices and the economy. 

Approximately 91% ofDETJ's transmission capacity is subscribed 
including 86% under long-term contracts (two years or greater) and 5% 
on a year-to-year basis. DETI's storage services are I 00% subscribed 
with long-tenn contracts. 

Revenue from processing and fractionat ion operations largely results 
from the sale o f commodities at market prices. For DGP's processing 
plants, Dominion Energy Gas receives the wet gas product from 
producers and may retain the extracted NGLs as compensation for its 
services. This exposes Dominion Energy Gas to commodity price risk 
for the value of the spread between the GL products and natural gas. In 
addit ion, Dominion Energy Gas has volumetric risk as the majori ty of 
customers receiving these services are not required to deliver minimum 
quantities o f gas. 

East Ohio ut ilizes a straight-fixed-variab le rate design for a majori ty 
of its customers. Under this rate design, East Ohio recovers a large 
ponion of its fixed operating costs through a flat monthly charge 
accompanied by a reduced volumetric base delivery rate. Accordingly, 
East Ohio 's revenue is less tmpacted by weather-related fluctuations in 
natural gas consu mption than under the t raditional rate design . 

Earnings for the Gas Infrastructure Operating Segmem of Dominion 
Energy primarily include the results of rates estab lished by FERC and 
the West Virginia. Utah, Wyoming and Idaho Commissions. 
Additionally, Dominion Energy receives revenue from firm fee-based 
contractual arrangements. mcluding negotiated rates, fo r ccnain L G 
storage and termi nalling services. Dominion Energy Questar Pipeline's 
and DECG's revenues are primarily deri ved from reservation charges for 
finn transportati on and storage services as provided for in thei r FERC
approved tariffs. Revenue provided by Questar Gas' operations is based 
primarily on rates establtshed by the Utah and Wyoming Commissions. 
The Idaho Commission has contracted with the 

Utah Commission for rate oversight ofQuestar Gas operations in a small 
area?~ southeastern Idaho. Hope's gas dtstribution operations in West 
Vtrgmta serve residential, commercial, sale fo r resale and industrial gas 
sales, transpottat ion and gathering service customers. Revenue provided 
b~ H_o~e's ope~tions is based primarily on rates established by the West 
Vtrgm~a c~~lmiSS IOn. The profitability ofthcse businesses is dependent 
on thetr abtltty. through the rates they arc pem1i11cd to charge, to recover 
~osts and earn a reasonable return on their capital investments. Variability 
m eammgs resu lts from changes in operat ing and maintenance 
ex penditures, as well as changes in rates and the demand for services 
which arc dependent on weather, changes in commodity prices and tile 
economy. 

CO \IPETITION 

Gas lnfrastrucwre Operating Segment-Dominion Energy and DomJilion 
Energy Gas 

Dominion Energy Gas' natural gas transmission operations compete with 
domestic and Canadian pipeline companies. Dominion Energy Gas also 
competes with gas marketers seeking to provide or arrange transponation, 
storage and other services. Alternative fuel sources, such as oil or coal, 
provide another level of competition. Although competnion is based 
primarily on price, the array of services that can be provided to customers 
IS also an important factor. The combination of capacity rights held on 
certain long-line pi pelines, a large storage capability and the availability 
of numerous receipt and deli very points along its own pipeline system 
enable Dominion Energy to tailor its services to meet the needs of 
indtvidual customers. 

DGP's processi ng and fractionat ion operations face competition in 
obtaining natural gas supplies fo r its processing and related services. 
Numerous fac tors impact any given customer's cho ice ofproecssing 
services provider, inc luding the location of the fac ilities, efficiency and 
rel iability of operations, and the pricing arrangements offered. 

ln Ohio. there has been no legislation enacted to require supplier choice 
for natural gas distribution consumers. However, East Ohio has offered an 
Energy Choice program to residential and commercial customers since 
October 2000. East Ohio has since taken various steps approved by the 
Ohio Commission toward exiting the merchant func tion, including 
restructuring its commodity service and placing Energy Choice-eligible 
customers in a direct retail relationship with participating suppliers. 
Fun her, in April 2013 , East Ohio fully exited the merchant function for its 
nonresidential customers, which are now requi red to choose a retail 
supplier or be assigned to one at a monthly variable rate set by the 
supplier. At December 31,2017, approximate ly I million of East Ohio's 
1.2 million Ohio c ustomers were panicipating in the Energy Choice 
program. 

Gas lnfrasrruc/ure Operating Segment-Dominion Energy 

QuestarGas and Hope do not currently face d irect competition from other 
distributors of natural gas for residential and commercial customers in 
their service terri toti es as state regu lations in Utah, Wyoming and Idaho 
for Questar Gas, and West Virginia for Hope, do not allow customers to 
choose their provider at this time. Sec State Regulations in Regula lion fo r 
additional infoml3lion. 
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Cove Point's gas transportation, LNG import and storage operat ions, 
as well as the Liquefaction Project's capacity are conuacted primarily 
under long-tenn fi xed reservation fee agreements. However, in the future 
Cove Point may compete with other independent terminal operators as 
well as major oil and gas companies on the basis oftenninal locat ion, 
services provided and price. Competition !Tom terminal operators 
primarily comes rrom refiners and distribution companies with 
marketing and trading arms. 

Dominion Energy Questar Pipeline's and DECG's pipeline systems 
generate a substantial portion of their revenue rrom long-tem1 fi nn 
contracts for transportation services and are therefore insulated from 
compet itive factors during the terms of the contracts. When these long
term contracts expire, Dominion Energy Questar Pipeline's pipeline 
system faces competitive pressures from similar facilities that serve the 
Rocky Mountain region and DECG's pipeline system faces competit ive 
pre!>sures from similar facilities that serve the South Carolina and 
southeastern Georgia area in terms o fl ocat ion, rates, terms o f service, 
and flexibil ity and reliabil ity of service. 

Dominion Energy's retail energy market ing operations compete 
against incumbent utilities and o ther energy marketers in nonregu lated 
energy markets for natural gas. In March 2014, Dominion Energy 
completed the sale o f its electric retai l energy marketing business. In 
October 2017, Dominion Energy entered into an agreement to sell 
cenain assets associated with its nonregulated retail energy marketing 
operations. The sale is expected to be completed by the end of20 18. 
The remaining retail natural gas business consists o f approximately 
350,000 customer accounts in five states. The heaviest concentrat ion of 
customers in these markets are located in sta tes where utilities have the 
advantage of long-standing commitment to customer choice, pri marily 
Ohio and Pennsylvania. 

RE.GULATION 

Gas infrastructure OperaTing Segment-Dominion Energy and 
Dominion Energy Gas 

Dominion Energy Gas' narural gas transmission and storage operations 
are regulated primari ly by FERC. East Ohio's gas distribut ion 
operations, includ ing the rates that it may charge to customers, are 
regulated by the Oh io Commission. See StaTe Regulations and Federal 
Regulations in Regulation for more infonnation. 

Gas hifrasirucwre OperaTing Segment- Dominion Energy 

Cove Point's, Domin ion Energy Questar Pipeline' s, and DECG's 
operations are regulated primari ly by FERC. Questar Gas' d istributi on 
operations, including the rates it may charge customers, are regulated by 
the Utah, Wyoming and ldaho Commissions. Hope's gas distribut ion 
operations, including the rates that it may charge customers, are 
regu lated by the West Virginia Commission. See StaTe Regulations and 
Federal Regulations in Regulation for more information. 

PROPERTIES AND lNV£STME!'IT 

For a description of Dominion Energy's and Dominion Energy Gas' 
existi ng facilities see Item 2. Properties. 
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Gas bifrasirucl!lre OperaTing Segment- Dominion Energy and Dominion 
Energy Gas 

Dominion Energy Gas has the fo llowing sign ificant proj ects under 
construction o r development to better serve customers or expand its 
service offerings within its service territory. 

ln January 2018 , DETI fi led an appl icat ion to request FERC 
authorization to construct and operate certain faci lit ies located in Ohio 
and Pennsy lvan ia for the Sweden Valley project. The project is ex pected 
to cost approximately $50 million and provide 120,000 Dths per day o f 
finn transportat ion service from Pennsylvania to Ohio for delivery to 
Tennessee Gas Pipeline Company, L.L.C. The project's capacity is fully 
subscribed pursuant to a precedent agreement with one customer and is 
expected to be placed into service in the fourth quarter of20 19. 

In September 2014 , DETI announced its intent to construct and operate 
the Supply Header project which is estimated to cost between 
$550 million and $600 mill ion to construct, excluding fi nancing costs, 
and provide I ,500,000 Dths per day of fi nn transpollation service to 
various customers. In December 2014, DETI entered into a precedent 
agreement with Atlantic Coast Pipeline for the Supply Header project. ln 
October 20 17, DETI received FERC authorization to construct and 
operate the project faci lities. with the faci lities expected to be in service 
in late 2019. 

In 2008, East Ohio began PlR, aimed at replacing approximately 4, I 00 
miles of its pipeline system at a cost of$2.7 bill ion. In 20 II, approval 
was obtained to include an additional 1,450 mi les and to increase annual 
capital investment to meet the program goal. The program will replace 
approximately 25% of the pipeline system and is anticipated to take 
place over a total o f 25 years. ln March 2015, East Ohio filed an 
application wi th the Ohio Commission requesting approval to extend the 
PIR program fo r an add itional fi ve years and to increase the annual 
capital investment, with corresponding increases in the annual rate
increase caps. ln September 2016, the Ohio Co mmission approved a 
stipulation fi led jointly by East Ohio and the Staffofthe Ohio 
Conunission to settle East Ohio 's pending app lication. As requested, the 
PlR program and associated cost recovery will continue for another fi ve
year tem1, calendar years 201 7 through 2021, and East Ohio will be 
penni ned to increase its annual capital expenditures to $200 million by 
2018 and 3% per year thereafter subject to the cost recovery rate increase 
caps proposed by East Ohio. Costs associated with calendar year 2016 
investment wi ll be recovered under the ex isti ng tcnns. [n April 201 7, the 
Ohio Commission approved East Ohio 's application to adjust the PLR 
cost recovery rates for 2016 costs. The fili ng refl ects gross plan 
investment for 20 16 of$ 188 mill ion , cumulative gross plant investment 
o f $1.2 billion and a revenue requirement of$ 157 mi ll ion. 

Gas Infrastructure OperaTing Segment- Dominion Energy 

Dominion Energy has the following sign ifi cant projects under 
construction o r development. 

Cave Point- Dominion Energy expects the Liquefaction Project to 
commence commercial operations in March 20 18, which will enable the 
Cove Point faci lity to liquefY domestically-produced natural gas and 
expon it as LNG. The DOE previously authorized Dominion Energy to 
expon LNG to countrie!> with free trade agreements. In September 20 13, 
the DOE authorized 
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Dominion Energy to expon LNG from Cove Point to non-free trade 
agreement countries. 

In eptember 2014, Cove Point received the FERC order authorizing 
the Liquefaction Project with cenain condi tions. The conditions 
regarding the Liquefaction Project set fonh in the FERC order largely 
incorporate the mitigation measures proposed in the cn\'ironmcntal 
assessment. In October 20 14. Cove Point commenced construction of 
the Liquefaction Project, with an in-service date anticipated in March 
201 8 at a tota l estimated cost of approximately $4.1 billion, excluding 
financing costs. The Cove Point faci l ity is authorized to expon at a rate 
of770 million cubic feet of natural gas per day for a period of20 years. 

In April 20 13, Dominion Energy announced it had fully subscribed 
the capacity of the project with 20-year temlinal service agreements. ST 
Cove Point, LLC, a joint venture ofSumitomo Corporation, a Japanese 
corporation that is one of the world's leading trading companies, and 
Tokyo Gas Co., Ltd., a Japanese corporation that is the largest natural 
gas uti! ity in Japan, and GA IL Global (USA) L G LLC, a wholly-<Jwned 
indirect U.S. subsidiary ofGAIL (Ind ia) Ltd., have each contracted for 
halfofthe capacity. Following completion of the front-end engineering 
and design work, Dominion Energy also announced it had awarded its 
engineeri ng, p rocuremen t and construction contract for new 
liquefaction facilities to lHl/Kiewit Cove Point, a joint \'enture between 
[HJ E&C lntemational Corporation and Kiewit Energy Company. 

Cove Po int has historically operated as an L G impon faci lity under 
various long-term impon contracts. Since 20 I 0, Dominion Energy has 
renegotiated cenain existing L 'G impon contracts in a manner that will 
result in a signifi cant reduction in pipeline and storage capacity 
uti lizat ion and associated anticipated revenues during the period from 
2017 through 2028. Such amendments created the opponunity fo r 
Dominion Energy to explore the Liq uefaction Project, which, will 
extend the economic life of Cove Poin t and contribute to Dominion 
Energy's overall growth plan. In total, these renegotiations reduced 
Cove Point's expected annual revenues !Tom the impon-related 
contracts by approximately S 150 mi ll ion from 2017 through 2028, 
panially offset by approximately S50 million of additional revenues in 
the years 2013 through 2017. 

In June 20 15, Cove Point executed binding agreements with two 
customers fo r the approximately S 150 million Eastern Market Access 
Project. [n January 2018, Cove Point received FERC authorization to 
construct and operate the project facilities, which arc expected to be 
placed into service in early 2019. 

DECG-ln 2014, DECG executed binding precedent agreements with 
three customers for the Charleston project. The project is expected to 
cost approximately S 125 mill ion, and provide 80,000 Oths per day of 
firm transponation service from an existing interconnect with 
Transcontinenta l Gas Pipe, LLC in Spananburg County, South Carolina 
to customers in Dil lon, Marlboro, Sumter, Charleston, Lexington and 
Remington counties. South Carolina. In February 20 17, DECG received 
FERC approval to construct and operate the project facilities, which are 
expected to be placed into service in March 20 18. 

Questar Gas- In 20 I 0 , Questar Gas began replacing aging high 
pressure in!Tastructure under a cost-tracking mechanism that allows it to 
place into rate base and earn a return on capital expenditures associated 
with a multi-year natural gas 

infrn~tructure-replacemenl program upon the complellon of each project. 
Atthatume, the commission-allowed annual spending in the replacement 
program was approximately $55 million. 

In its 20 14 Utah general rate case, Questar Gas received approval to 
include mtcrmcdiate high pressure infiastructure in the replacement 
program and increase the annual spending limit to approximately 
$65 million, adj usted annually using a gross domestic product inflat ion 
factor. At that time, 420 miles ofhigh pressure pipe and 70 miles of 
intermediate high pressure pipe were identified to be replaced in the 
program over a 17-year period. QuestarGas has spen t about $65 mill ion 
each year through 20 17 under this program. The program is evaluated in 
each Utah general rate case. The next Utah general rate case is anticipated 
to occur in 2019. 

Gas Infrastructure Equity Method Investments- In September 2015, 
Doman ion Energy, through Domin1on Energy Midstream, acquired an 
additional 25.93% interest in lroquo1s. Dominion Energy Gas holds a 
24.07% anterest wi th TransCanada holding a 50% interest. Iroquois owns 
and operates a 4 16-mile FERC regulated interstate natural gas pipeline 
prov1ding service to local gas distribution companies, electric uti! ities 
and electric power generators, as well as marketers a nd other end-users, 
througb interconnecting pipelines and exchanges. Iroquois' pipeline 
extends from the U.S.-Canad1an border at Waddington, ew York through 
the state of Connecticut to South Commack, Long lsland, New York and 
continuing on from Nonhpon, Long Island, ew York through the Long 
Island Sound to Hunts Point, Bronx, 'cw York. Sec 'otc 9 to the 
Consolidated Financial Statements for fun her information about 
Dominion Energy 's equity method investment in lroquois. 

In September 20 14, Dominion Energy, a long with Duke and Southern 
Company Gas, announced the formation of Atlantic Coast Pipeline. The 
Atlantic Coast Pipeline panncrship agreement includes provisions to 
allow Dominion Energy an option to purchase additional ownership 
anterest in Atlantic Coast Pipel ine to maintain a leading ownership 
percentage. In October 2016, Doman ion Energy purchased an additional 
3% membership interest in Atlantic Coast Pipel ine from Duke for 
S 14 million. The members bold the following membersh ip interests: 
Doman ion Energy, 48%; Duke, 4 7%; and Southern Company Gas, 5%. 
Atlantic Coast Pipeline is focused on construct ing an approximately 
600-mile natural gas pipeline running from West Virginia through 
Virginia to Nonh Carolina, with development and construction costs 
estimated between $6.0 billion and $6.5 billion, excluding financing 
costs. In October 20 14, Atlantic Coast Pipeline requested approval fro m 
FERC to utilize the pre-filing process under which environmental review 
for the natural gas pipeline project will commence. AtlantiC Coast 
Pipeline filed its FERC application in September 2015 and c~pccts to be 
an service in late 2019. 1n October 2017, Atlant ic Coast Pipeline received 
the FERC order authorizing the construction and operation of the project. 
The FERC order has been appealed to the U.S. Coun of Appeals for the 
Founh Circuit and the project remains subject to other pending federal 
and state approvals. See ote 9 to the Consol idated Financial Statements 
for fun her infom1ation about Dominion Energy's equity method 
investment in Atlantic Coast Pipeline. 

In Oecember2012, Dominion Energy formed Blue Racerwllh Caiman 
to provide midstream services to natural gas producers operating in the 
Utica Shale region in Ohio and ponions 
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of Pennsylvania. Blue Racer is an equal pannersh ip between Dominion 
Energy and Caiman, with Dominion Energy contributing midstream 
assets and Caiman contributing private equity capital. M1dstream 
services offered by Blue Racer include gathering, processing, 
fractionation, and natural gas liquids transporration and marketing. Blue 
Racer is expected to develop additional new capacity designed to meet 
producer needs as the development o f the Utica Shale fonnation 
increases. Sec Note 9 to the Consolidated Financial Statements for 
further information about Dominion Energy's equity method investment 
in Blue Racer. 

OURCES OF E ERGY PI' LY 

Gas Jnfras/rucrure Opera ling Segment- Dominion Energy and 
Dominion Energy Gas 

Dominion Energy's and Dominion Energy Gas' natural gas supply is 
obtained from various sources including purchases from major and 
independent producers in the Mid-Continent and Gulf Coast regions, 
local producers in the Appalachian area, gas marketers and, for Questar 
Gas specifically, from \Vex pro and other producers in the Rocky 
Mountain region. Wexpro 's gas development and productio n operations 
ser.e the majority ofQuestar Gas' gas supply requirements in 
accordance wHh the Wexpro Agreement and the Wexpro II Agreement, 
comprehensive agreements with the states of Utah and Wyoming. 
Dominion Energy's and Dominion Energy Gas' large underground 
natural gas storage nerwork and the location of their pipeline systems 
are a significant link between the country 's major interstate gas 
pipelines and large markets in the Northeast, mid-Atlantic and Rocky 
Mountain regions. Dominion Energy's and Dominion Energy Gas' 
p ipelines arc pan of an Interconnected gas transmission system, which 
provides access to supplies nationwide for local dis tribution companies, 
marketers, power generators and industrial and commercial customers. 

Dominion Energy 's and Dominion Energy Gas' underground storage 
fac ili ties play an important pan in balancing gas su pply with consumer 
demand and are essential to serving the Northeast, mid-Atlantic, 
Midwest and Rocky Mountain regions. In addition. storage capacity is 
an important clement in the effective management o fboth gas supply 
and pipeli ne transmission capacity. 

The supply of gas to serve Dominion Energy's reta1l energy marketing 
customers is procured through Dominion Energy's energy marketing 
group and market wholesalers. 

EA ONALITY 

Gas lnfraslruc/llre Opera ling Segmeni- Dominion Energy and 
Dominion Energy Gas 

Gas lnfrastmcturc's natural gas distributi on business earnings vary 
seasonally, as a result o f the impact of changes in temperature on 
demand by residential and commercial customers for gas to meet 
heating needs. llistorically, the majority of these earnings have been 
generated during the heating season, whi ch is generally from November 
to March; however, implementation of rate mechanisms in Ohio for East 
Ohio, and Utah, Wyoming and Idaho for Questar Gas, have reduced the 
earnings impact of weather-related fluctuations. Demand for services at 
Dominion Energy's gas 1ransmission and storage business can also be 
weather sensitive. Earnings are also impacted by changes in commodity 
prices driven by seasonal weather changes, the effects of unusual 
weather events on operations and the economy. 
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The earnings of Dominion Energy's retai l energy marketing operat ions 
also \ary seasonally. Generally, the demand for gas peaks during the 
winter months to meet heating needs. 

Corporate and Other 

Corporare and Olher Segmem-Virginia Power and Domini011 Energy Gas 

Virginia Power's and Dominion Energy Gas' Corporate and Other 
segments primarily include certain specific items attributable to their 
operating segments that are not included in profit measures evaluated by 
executive management in assessing the segments' performance or in 
allocating resources. 

Corpora1e and Or her Segmenr-Dominion Energy 

Dominion Energy's Corporate and Other segment includes its corporate, 
service company and other functions (including unallocated debt). In 
addition, Corporate and Other includes speci fi e items attributable to 
Dominion Energy's operating segments that are not included in profit 
measures evaluated by executive management in assessmg the segments' 
performance or in allocating resources. 

R EGULATION 

The Companies are subject to regulation by various federal. state and 
local authorities, including the state commissions of Virginia, onh 
Carolina, Ohio, West Virginia, Utah. Wyoming and Idaho, SEC, FERC. 
EPA, OOE, NRC, Army Corps of Engineers, and the Depanment of 
Transportation. 

State Regulations 

ELECTRIC 

Virginia Power's e lectric utility retail service is subject to regulation by 
the Virgin ia Commission and the orth Carolina Commission. 

Virginia Power holds CPCNs which authorize it to mamtain and operate 
its electric facil ities uow in operation and to sell electricity to cus1omers. 
However, Virginia Power may not construct generating facilities or large 
capacity transmission lines without the prior approval of various state and 
federa l government agencies. In addition, the Virginia Commission and 
lhe 'onh Caro lina Commission regulate Virginia Power's transactions 
with affiliates and transfers ofcenain facilities. The V1rginia Commission 
abo regulates the issuance of certain securities. 

Electric Regulation in Virginia 

The Regulation Act instituted a cost-of-service ra1e model, ending 
Virginia's planned transition to retail competit ion for electric supply 
service to most classes of customers. 

The Regulation Act authorizes stand-alone rate adjustment clauses for 
recovery of costs for new generation projects, FERC-approvcd 
transmission costs, underground distribution lines, environmental 
compliance, conservation and energy effic iency programs and renewable 
energy programs, and also con tai ns statu lO ry prov isions directing 
Virginia Power to file annual fuel cost recove1y cases with the Virginia 
Commission. As amended, it provides for enhanced returns on capital 
expenditures on specific newly-proposed generation projecls. 
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In Februal)' 2015, the Virginia Governor signed legislat ion into law 
which will keep Virginia Power's base rates unchanged until at least 
December I, 2022. ln addition, no biennial reviews will be conducted 
by the Virginia Commission for the fi ve successive 12-montb test 
periods beginning January I, 2015, and ending December 31,2019. The 
legislation states that Virginia Power's 2015 biennial review, fi led in 
March 20 15, would proceed for the sole purpose of reviewing and 
determining whether any refunds arc due to customers based on earnings 
performance fo r generation and distribut ion services during the 20 13 
and 201 4 test periods. In addition the legislation requires the Virg in ia 
Commission to conduct proceedings in 20 17 and 20 19 to detennine the 
utility's ROE for use in connection with rate adjustment clauses and 
requires utilities to fi le integrated resource plans annually rather than 
biennially. In November20 17, the Virginia Commission appro ved an 
ROE of9.2% for rate adjustment clauses. 

In Februal)' 2017, the GovemorofVirginia signed legislation into law 
that allows util it ies to file a rate adj ustment clause to recover costs of 
pumped hydroelectricity generation and storage facilities that arc 
located in the coalfield region of Virgi ni a. In March 201 7, the Governor 
ofVirgi nia signed legislation into law that a llows utilities to tile a rate 
adjustment clause to recover, beginning in 2020, reasonably appropriate 
costs for extending the operating licenses, or the operating lives, of 
nuclear power generation faci lities. 

In March 201 7, the Govemor of Virgin ia signed legislation into law 
stating that it is in the public interest fo r utilities to replace existing 
overhead tap lines having nine or more total unplanned outage 
events-per-mile wi th new underground fac ilities, and that utili ties can 
seek cost recovel)' for such new underground facilities through a rate 
adjustment clause. 

lfthe Virginia Commission's future rate decisions, including actions 
relating to Virginia Power's rate adjustment clause filings, differ 
materially from Virginia Power's expectations, it may adversely affect 
its results o f operations, financial condition and cash flows. 

See Futures Issues and Or her Mailers in Item 7. MD&A and Note 13 
to the Consolidated Financial Statements for additional information, 
which is incorporated herein by reference. 

Electric Regulation in North Carol ina 

Virginia Power's retail electric base rates in orth Carolina are regulated 
on a cost-of-service/rate-of-retu rn basis subject to Nonh Carol ina 
statutes and the rules and procedures of the North Carolina Commission. 
North Carolina base rates are set by a process that allows Virginia Power 
to recover its operating costs and an ROIC. Ifretail electric eamings 
exceed the authorized ROE established by the Nonh Carolina 
Commission, retail electric rates may be subject to review and possible 
reduction by the orth Carolina Commission, which may decrease 
Virginia Power's future earnings. Addit ionally, if the Nor1h Caro lina 
Commission does not allow recovel)' o f costs incurred in providing 
service on a timely basis, Virginia Power's future earnings could be 
negatively impacted. Fuel rates are su bject to revision under annual fuel 
cost adjustment proceedings. 

Virginia Power's transmission service rates in orth Carolina are 
regulated by the onh Carolina Commission as pan of Virginia Power's 
bundled retai l service to o rth Carolina customers. 

See Note 13 to the Consolidated Financial Statements for additional 
infonnation. which is incorporated herein by reference. 

GAS 

Dominion Energy Qucstar's natural gas development, production. 
transponation, and distribution services, including the rates it may charge 
its customers, are regulated by the state commissions o f Utah, Wyoming 
and Idaho. East Ohio's natural gas distribution services, including the 
rates it may charge its customers, are regulated by the Ohio Commission. 
Hope's natural gas distribution services are regulated by the West 
Virginia Commission. 

Gas Regu lation in Utah, Wyoming and Idaho 

Questar Gas is subject to regulation of rates and other aspects of its 
business by the Utah, Wyoming and Idaho Commissions. The Idaho 
Commission has contracted with the Utah Commission for rate oversight 
ofQuestar Gas' operations in a small area of southeastem Idaho. When 
necessary, Questar Gas seeks general base rate increases to recover 
increased operating costs and a fair return on rate base investments. Base 
rates arc set based on the cost-of-service by rate class. Base rates for 
Questar Gas are designed primarily based on rate design methodology in 
which tbe majority of operating costs are recovered through volumetric 
charges. 

In addition to general rate increases, Questar Gas makes routine separate 
filings with the Utah and Wyoming Commissions to reflect changes in the 
costs of purchased gas. The majority of these purchased gas costs are 
subject to rate recovel)' through the Wexpro Agreement and Wexpro 11 
Agreement. Costs that are expected to be recovered in future rates are 
deferred as regulatol)' assets. The purchased gas recovel)' filings generally 
cover a prospective twelve-month period. Approved increases or 
decreases in gas cost recovcl)' rates result in increases or decreases in 
revenues with corresponding increases or decreases in net purchased gas 
cost expenses. 

ln connection with the Dominion Energy Questar Combination, Questar 
Gas withdrew its general rate case filed in July 2016 with the Utah 
Commission and agreed not to file a general rate case with the Utah 
Commission to adjust its base distribution non-gas rates prior to July 
2019, unless otherwise ordered by the Utah Commission. In addition 
Questar Gas agreed not to file a general rate case with the Wyoming 
Commission with a requested rate effective date earlier than January 
2020. This does not impact QuestarGas' abi lity to adjust rates through 
various riders. See Note 3 to the Consolidated Financial Statements for 
additional infonnation. 

Gas Regu lation In Ohio 

East Ohio is subject to regulation of rates and other aspects of its business 
by the Ohio Commission . When necessary, East Ohio seeks general base 
rate increases to recover increased operating costs and a fair return on rate 
base investments. Base rates are set based on the cost-of-service by rate 
class. A straight-fi xed-variab le rate design, in which the majority of 
operating costs are recovered through a month ly charge rather than a 
volumetric charge, is utilized to establish rates for a majority of East 
Ohio's customers pursuant to a 2008 rate case settlement. 
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In addition to general base rate increases, East Ohio makes routine 
filings with the Ohio Commission to reflect changes in the costs of ga; 
purchased for operational balancing on its system. These purchased gas 
costs are subject to rate recovery through a mechanism that ensures 
dollar for doll ar recovery of prudently incurred costs. Costs that arc 
expected to be recovered in future rates are deferred as regulatory assets. 
The rider fi lings cover unrecovered gas costs plus prospective annual 
demand costs. Increases or decreases in gas cost rider rates result in 
increases or decreases in revenues with corresponding increases or 
decreases in net purchased gas cost expenses. 

The Ohio Commission has also approved several stand-alone cost 
recovery mechanisms to recover specified costs and a return for 
infrastructure projects and cenain other costs that vary widely over time; 
such costs are excluded from general base rates. See ote 13 to the 
Consolidated Financial Statements for additional information. 

Gas Regulation In West Virginia 

Hope is subject to regulation of rates and other aspects of its business by 
the West Virgin~a Commission. When necessary, Hope seeks general 
base rate increases to recover increased operating costs and a fair return 
on r.ue base investments. Base rates are set based on the cost-of-service 
by rate class. Base rates for Hope are designed primarily based on rate 
design methodology in which the majority of operating costs are 
recovered through volumetric charges. 

In addition to general rate increases, Hope makes routine separate 
filings with the West Virginia Commission to reflect changes in the 
costs of purchased gas. The majority of these purchased gas costs arc 
subject to rate recovery through a mechanism that ensures dollar for 
dollar recovery o f prudently incurred costs. Costs that are expected to be 
recovered in future rates are deferred as regulatory assets. The purchased 
gas cost recovery fili ngs generally cover a prospective twelve-month 
period . Approved increases or decreases in gas cost recovery rates result 
in increases or decreases in revenues with corresponding increases or 
decreases in net purchased gas cost expenses. 

Legislation was passed in West Virginia authorizing a stand-alone 
cost recovery mechanism to recover specified costs and a return for 
infrastructu re upgrades, replacements and expansions between general 
base rate cases. See ote 13 to the Consolidated Financial Statements 
for additional information. 

Status of Competitive Retail Gas Services 

The states of Ohio and West Virginia, in which Dominion Energy and 
Dominion Energy Gas have gas distribution operations, have considered 
legislation regarding a competitive deregulation of natural gas sales at 
the retai I level. 

Oilier-Since October 2000, East Ohio has offered the Energy Choice 
program, under which residential and commercial customers arc 
encouraged to purchase gas directly from retail suppliers or through a 
communi ty aggregation program. In October 2006, East Ohio 
restructured its commodity service by entering into gas purchase 
contracts with selected suppliers at a fixed pri ce above the ew York 
Mercantile Exchange month-end settlement and passing that gas cost to 
customers underthe Standard Service Offer program. Starting in Apri l 
2009, East Ohio buys natural gas under the Standard Service Offer 
program on ly for customers not eligible to panicipate in the Energy 
Choice 
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program and places Energy Ch01ce-chgible customers 10 a dtrect retail 
relationship with selected suppliers, which is designated on the 
customers' bi lis. 

In January 20 13, the Ohio Commission gran ted East Ohio's motion to 
fully exit the merchant function for its nonresidential customers, 
beginning in April 2013, which requires those customers to choose a 
retail supplier or be assigned to one at a monthly variable rate set by the 
supp lier. At December 31.2017, approximately 1.0 million of Dominion 
Energy Gas' 1.2 mill ion Ohio customers were participating in the Energy 
Choice program. Subj ect to the Ohio Commission 's approval, East Ohio 
may eventua lly exit the gas merchant function in Ohio entirely and have 
all customers select an alternate gas supplier. East Ohio continues to be 
the provider oflast resort in the event of default by a supplier. Large 
industrial customers in Ohio also source their own natural gas supplies. 

West Virginia-At this time, West Virginia has not enacted legislation 
allowmg customers to choose providers in the retail natural gas markets 
served by Hope. However, the West Virginia Commission has issued 
regulations to govern pooling services, one of the tools that natural gas 
suppliers may utilize to provtde retail customers a choice 10 the future 
and bas issued rules requiring competitive gas service providers to be 
licensed in West Virginia. 

Federal Regulations 

FEDERAL ENERGY REG LA TORY COi\L\11 SION 

Electric 

Under the Federal Power Act, FERC regulates wholesale sales and 
transmission ofelectriciry in interstate commerce by public utilities. 
Virginia Power purchases and sells electricity in the PJM wholesale 
market and Domi nion Energy's merchant generators sell electricity in the 
PJM, MISO, CAISO and ISO-NE wholesale markets, and to wholesale 
purchasers in the states of Virginia, orth Carolina, Ind iana, Connecticut, 
Tennessee, Georgia, California, South Carolina and Utah, under 
Dominion Energy's market-based sales tariffs authorized by FERC or 
pursuant to FERC authority to sell as a qualified facility . In addition, 
Virginia Power has FERC approval of a tariO"to sell wholesale power at 
capped rates based on its embedded cost of generation. This cost-based 
sales tariff could be used to sell to loads within or outside Virginia 
Power's service territory. Any such sales would be voluotary. 

Dominion Energy and Virginia Power are subject to FERC's Standards 
of Conduct that govern conduct between transmission function 
employees of interstate gas and electrictty transmission providers and the 
marketing function employees ofthetr affiliates. The rule defines the 
scope oftransmissio11 and marketing-related funct ions that arc covered by 
the standards and is designed to prevent transmission providers from 
giving their affiliates undue preferences. 

Dominion Energy and Virginia Power are also subject to FERC's 
affiliate restrictions that (I) prohibn power sales between Virginia Power 
and Dominion Energy's merchant plan ts without first receiving FERC 
authorizat ion, (2) requi re the merchant plants and Vi rgin ia Power to 
conduct their wholesale power sales operations separately, and 
(3) prohibit Virginia Power from sharing market infonnation with 
merchant plant operating personnel. The rules are designed to prohibit 
Virginia Power from giving the merchant plants a competitive advantage. 
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EPACT included provisions to create an ERO. The ERO is required to 
promulgate mandatory reliability standards goveming the operation of 
the bulk power system in the U.S. FERC has certified NERC as the ERO 
and also issued an initial order approv ing many reliabil ity standards 
that went into effect in 2007. Entit ies that violate standards will be 
subject to fi nes ofup to $1.2 million per day, per violation and can also 
be assessed non-monetary pena lties, depending upon the nall.t rc and 
severi ty of the vio lation. 

Dominion Energy and Virginia Power plan and operate their fac ili ties 
in compl iance with approved NERC reliabil ity requirements. Dominion 
Energy and Vi rgin ia Power employees participate on various NERC 
committees, track the development and implementation of standards, 
and maintain proper compliance registrat ion with NERC's regional 
organizations. Domin ion Energy and Virginia Power anticipate 
incurring addi tio nal compliance expend itures over the next several 
years as a result of the implementation ofnewcybersecurity programs. 
ln additio n, NERC has redefined critical assets which expanded the 
number o f assets subject to NERC reliab ility standards, including 
cybersecurity assets. NERC conti nues to develop additional 
requirements specifically regarding supply chain standards and cont rol 
centers that impact the bulk electric system. While Dominion Energy 
and Virgini a Power expect to incur additional compliance costs in 
connection with NERC requirements and in itiat ives, such expenses are 
not expected to significantly affect results of operations. 

ln April 2008, FERC granted an app lication for Virginia Power's 
electric transmission operations to establish a for.vard-looking fomTU!a 
rate mechan ism that updates transmission rates on an annual basis and 
approved an ROE of 11.4%, effective as of Januaty I, 2008. The formula 
rate is designed to recover the expected revenue requirement for each 
calendar year and is updated based on actual costs. The FERC-approved 
fonnula method, which is based on projected costs, allows Virginia 
Power to eam a current retum on its growing investment in electric 
transmission infras tructure. 

Gas 

FERC regulates the transponation and sale for resale of natural gas in 
interstate commerce under the Natural Gas Act of 1938 and the Natural 
Gas Pol icy Act of 1978 , as amended. Under tbe Natural Gas Act, FERC 
has authority over rates, terms and cond itions of services performed by 
Dominion Energy Questar Pipel ine, DETI, DECG, lroquois and cett ain 
services performed by Cove Point. The design, construction and 
operation o f Cove Point's L G fac ility, including associated natural gas 
pipelines, the Liquefaction Project aud the impo1i and expo rt of LNG 
are also regulated by FERC. 

Dominion Energy's and Dominion Energy Gas' interstate gas 
transmi ssion and storage activit ies are conducted on an open access 
basis, in accordance with certi fi cates, ta ri ffs and service agreements on 
fi le with FERC and FERC regulations. 

Dominion Energy and Domin ion Energy Gas operate in compliance 
with FERC standards o f conduct, which prohi bit the shari ng ofc<;rta in 
non-public transmi ssion information o r customer speci fi c data by its 
interstate gas transmission and storage companies with non-transmission 
funct ion employees. Pursuant to these standards of conduct, Do minio n 
Energy and 

Dominion Energy Gas also make certain iufmmational postings avai lab le 
on Dominion Energy 's website. 

See No te 13 to the Consolidated Financial Statements for add itional 
infonnation. 

Safety Regula tions 
Dominion Energy and Dominion Energy Gas are also subject to the 
Pipeline Safety Improvement Act of2002 and the Pipeline Safety, 
Regulatory Certain ty and Job Creation Act of20 II , which mandate 
inspections of interstate and intrastate natura l gas transmission and 
storage pipelines, patiicularly those located in areas ofhigh-density 
populat ion. Dominion Energy and Dominion Energy Gas have evaluated 
their natural gas transmission and storage properties. as required by the 
Department of Transportation regulations under these Acts, and has 
implemented a program of identification, testing and potential 
remediation act ivities. These activi ties are o ngoing. 

The Companies are subject to a number of federal and state laws an d 
regulat ions, includ ing Occupational Safety and Health Administration, 
and comparab le stale statutes, whose purpose is to protect the health and 
safety of workers. The Companies have an internal safety, health and 
secu rity program designed to mo nitor and enforce compl iance with 
worker safety requi rements, which is routinely rev iewed and considered 
for improvement. The Companies believe that they are in material 
compliance with all applicable laws and regu lations related to worker 
health and safety. Notwithstanding these preventive measures, incidents 
may occur that are outside of the Companies' control. 

Environmental Regulations 

Each ofthe Companies' operating segments faces substantial laws, 
regulations and compliance costs with respect to environmental matters. 
In addition to imposing continu ing compliance obligations. these laws 
and regulations authorize the imposition of substantial penalties for 
noncompl iance, including fines, injunctive relief and other sanct ions. 
The cost of complying with applicable environmental laws, regulations 
and rules is expected to be material to the Companies. If compliance 
expenditures and associated operating costs are not recoverable from 
customers through regu lated rates (in regulated businesses) or market 
prices (in unregulated businesses), those costs could adversely affect 
fu ture results o f operat io ns and cash flows. The Companies have applied 
for or obtained the necessary envi ronmental pem1its for the construction 
and operation o f their faci lities. Many of these pennits are subject to 
reissuance and continuing review. For a discussion of significant aspects 
of these matters, includi ng current and planned capital expenditures 
relating to environmental compl iance required to be d iscussed in this 
Item, see Environmental Mauers in Future Issues and Other Mauers in 
Item 7. M D&A, which in fonnat ion is incorporated herein by reference. 
Additional in fonnation can also be found in ltcm3. Legal Proceedings 
and Note 22 to the Consolidated Financial Statements. which infonnation 
is incorporated herein by reference. 

AIR 

The CAA is a comprehensive program uti lizing a broad range of 
regulatory tools to protect and pre erve the nation's air quality. 
Regulated emissions include, but are not limited to, carbon, methane, 
VOC, other GHGs, mercUty, other toxic metals, 

23 



Table of Contents 

hydrogen chloride, OX, S02, and particulate mauer. At a minimum, 
delegated s tates are required to establish regulatory programs to address 
all requirements of the CAA. However, states may choose to develop 
regulat01y programs that are more restrict ive. Many of the Companies' 
facilities arc subject to the CAA's permitti ng and other requirements. 

G LO BAL C LIMATE CHA GE 

The national and international anent ion to GHG emissions and their 
relationship to climate change has resulted in federal, regional and state 
legislative and regulatory action in this area. See, for example, the 
d iscussion o f the Clean Power Plan and the United ation's Paris 
Agreement in Environmental Mailers in Fmure Issues and Or her 
Matters in Item 7. MD&A. 

The Companies support national cl imate change legislati on that 
would provide a consistent, economy-wide approach to addressing th is 
issue and are currently taking action to protect the environment and 
reduce GHG emissio ns while meeting the growing needs o ftheir 
customers. Dominion Energy's CEO and operating segment CEOs are 
responsible for compliance with the laws and regulations governing 
environmen tal mailers, including GHG emissions, and Dominion 
Energy's Board of Directors receives periodic updates on these matters. 
See Environmenral Srrategy below, Environmental Mailers in Fu111re 
Issues and Other Mailers in Item 7. MD&A and Note 22 to the 
Consolidated Financial Statements for in format ion on climate change 
legislat ion and regulation, which infom1ation is incorporated herein by 
reference. 

W ATER 

The CWA is a comprehensive program requiring a broad range of 
regulatory tools including a permit program to authorize and regulate 
discharges to surface waters wi th strong enforcement mechanisms. The 
CWA and analogous state laws impose restrictions and strict controls 
regarding d ischarges of effluent into surface waters and require pem1its 
to be obtained fi·om the EPA or the analogous state agency for those 
discharges. Containment berms and si milar structures may be required to 
help prevent accidental releases. Dominion Energy must co mply with 
applicab le CWA requ irements at its curren t and fonner operat ing 
facilities. Storrnwater related to construction activ ities is also regu lated 
under the CWA and by state and local stonnwater management and 
erosion and sediment control laws. From time to time, Dominion 
Energy's projects and operat ions may impact tidal and non-tidal 
wetlands. ln these instances, Dominion Energy must obtain 
authorization from the appropriate federal , state and local agenc ies prior 
to impact ing wetlands. The authorizing agency may impose signi ficant 
d irect or ind irect mitigation costs to compensate for such impacts to 
wet lands. 

W ASTE AND C it EMlCALM.. NAGEMENT 

Dominion Energy is subject to various federal and state laws and 
implement ing regulat ions governing the management, storage, 
treatment, reuse and disposal of waste materials and hazardous 
substances, including the Resources Conservation and Recovery Act of 
1976, CERC LA, the Emergency Plan ning and Community 
Right-to-Know Act of 1986 and the Toxic Substance Control Act of 
1976. Dominion Energy's operations and const ruction act ivities, 
including activities associated with oi l and gas pro-
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duction and gas storage wells, generate waste. Across Dominion Energy, 
completion water is d isposed at commercial disposal facilities. Produced 
water is either hauled for disposal, evaporated or injected into company 
and third-party owned underground injection wells. Wells drilled in 
tight-gas-sand and shale reservoirs require hydraulic-fracture stimulation 
to achieve economic production rates and recoverable reserves. The 
majority ofWcxpro 's current and future production and reserve potential 
is derived from reservoirs that require hydrau lic-fracture s timulation to be 
commercially viable. Currently, all well construction activities, including 
hydraulic-fracture stimulati o n and management and disposal ofhydraulic 
fracturing nuids, are regulated by federal and state agencies that review 
and approve all aspects of gas- and o il-well design and operation. 

PROTECTED SI'ECIES 

The ESA and analogous state laws prohibit act ivities that can result in 
hann to specific species of plants and animals, as well as impacts to the 
habitat on wb ich those species depend. In addi tion to ESA programs, the 
MBTA and the BGEPA establish broader prohibitions on hann to 
protec ted birds. Many of the Companies' faci lit ies are subj ect to 
requirements of the ESA, MBTA and BGEPA. The ESA and BGEPA 
require potentially lengthy coordination with the state and federa l 
agencies to ensure potentially affected species are protected. Ultimately, 
the suite o f species protections may restrict company activities to certai n 
times o f year, project modifications may be necessary to avoid hann, or a 
permit may be needed to allow fo r unavoidab le taking of the species. The 
authorizing agency may impose mitigation requirements and costs to 
compensate fo r harm of a protected species or habitat loss. These 
requirements and time o f year restrictions can result in adverse impacts o n 
project plans and schedules such that the Companies' businesses may be 
mate rially affected. 

OTH ER REGULATIONS 

Other significant environmental regulations to which the Compan ies are 
subject include federal and state laws protecti ng graves, sacred si tes, 
historic sites and cultural resources, includ ing those of American Indian 
populations. These can result in compliance and mitigation costs, and 
potential adverse effects on project plans and schedu les such that the 
Companies' businesses may be materially affected. 

Nuclear Regulatory Comm ission 
All aspects o f the operation and maimenance o f Dominion Energy 's and 
Virginia Power's nuclear power stations are regu Ia ted by the NRC. 
Operating licenses issued by the NRC are subject to revocation, 
suspension or modification, and the operation of a nuclear un it may be 
suspended if the NRC determines that the public interest. health or safety 
so requires. 

From time to time , the RC adopts new requirements for the operation 
and maintenance of nuclear faci lities. In many cases. these new 
regulat ions require changes in the design. operation and maintenance o f 
existing nuclear facilities. lf the NRC adopts such requ irements in the 
future, it cou ld result in substantial increases in the cost of operating and 
maintaining Dominion Energy's and Virginia Power's nuclear generating 
units. Sec Note 22 to the Consolidated Financial Statements for further 
information. 

The NRC a lso requires Dominion Energy and Virginia Power to 

decontaminate their nuclear facilities once operations cease. 
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This process is referred to as decommissioning, and Dominion Energy 
and _Virginia Power are required by tbe NRC to be financially prepared. 
Fo r tnfonnation on deconunissioning trusts, see Power Generation 
Nuclear Decommissioning above and o le 9 to the Consolidated 
Financial Statements. Sec ote 22 to the Consolidated Financial 
Statements for information on spent nuclear fuel. 

E NVIRONMENTAL STRATEGY 

As pan of the Co mpan ies' overall long tem1 strategic planning overseen 
by the Board of Directors, we have a well formed environmental 
strategy. T~e ~ompanies ~committed to continuing to be an industry 
leader, deltvenng safe, reliable, clean and affordable energy while fu lly 
complying with all applicable environmental laws and regulations. 
Additionally, we seek to bui ld partnersh ips and engage with local 
communities, s takeholders and customers on environmental issues 
important to them. The Companies arc dedicated to meeti ng their 
customers' g rowing energy needs with innovative, sustainable 
so lu tions. It is the Companies' belief that sustainable solutions should 
strive to balance the interdependent goals of environmental stewardship 
and economic effects. The integrated strategy to meet these objectives 
consists of three major elements: 

Reduction ofGHG emissions; 
Energy infrastructure modernization, including natural gas and 
electric operat ions; and 
Conservation and energy efficiency. 

Reduction of GHG Emissions 

The Compan ies integrated st rategy has resu lted in a reduction in GHG 
emission intensity. Over the past two decades, the Companies have 
made changes to the generation mix and to natural gas operations which 
have significantly improved environmental performance. For example, 
Power Generation bas significantly reduced both its carl>on emissions 
and its carbon intensity while generating electricity with an 
increasingly clean ponfolio. From 2000 through 20 16, our carbon 
intensity decreased by 43%. This strategy has also resulted in 
signi fi cant reductions of other air pollutants such as NOX. S02 and 
mercury and also reduced the amount o f coal ash generated and the 
amount ofwaterwithdrawn. The pri ncipal components of the strategy, 
which include initiati ves that address electric energy production and 
delivery, natural gas storage. transmission and delivery and energy 
management, are as follows: 

Expand Dominion Energy's and Virginia Power's renewable energy 
portfol io, incl uding so lar, wind power, and biomass, to funher 
diversify Dominion Energy's and Virginia Power's fl eet, meet state 
renewable energy targets and lower the carbon footprint ; 
Pursue the extension of operating licenses o f existing nuclear units 
which provide carl>on-free generat ion; 
Evaluate e ffective battery so lutions, such as hyd roelectric pumped 
storage, which help support a grid with increased renewables; 
Enhance conservation and e nergy efficiency programs on both the 
electric and gas side of our businesses to help customers use energy 
wisely and reduce environmental impacts; 

Sell, close, p lace in cold reserve or convert to cleaner fue ls a number 
of coal-fired generation units owned by Domin ion Energy and 
Virginia Power; 
Evaluate behind-the-meter and rate design solutions and other 
business opponuni tics; 
Construct new elect ric and gas transmission infrastructure to 
modernize the grid, to expand availability of cleaner fuel to reduce 
emissions, to promote energy and economic security and i1elp deliver 
more green energy to population centers where it is needed most· 
Replace older distribution pipeline mains and services; and ' 
Implement and enhance volun tary meth ane mitigation measures 
through panicipation in the EPA's Natural Gas Star and Methane 
Challenge programs; and continue to evaluate business opponunit ies 
presented by a lower carl>on economy and innovative technologies. 

See Operating Segments for more infonnation on cenain ofthe projects 
described above. 

CLf.ANE.R GENERATION 

Renewable energy is an important component of a diverse and reliable 
energy mix that helps to mitigate the environmental aspects of energy 
production. Nationally, Dominion Energy has nearly 2,400 MW of 
renewable generating capacity in operation or under development in nine 
stales, including offiake agreements fo r Virginia Power's util ity 
customers. Both Virgin ia and North Carolina have passed legislat ion 
settmg targets for renewable power. Dominion Energy is committed to 
meeting Virginia's goals of 12% o f base year electric energy sales from 
renewable power sources by 2022, and 15% by 2025, and North 
Carolina's Renewable POJtfo lio Standard o f 12.5% by 202 1 and 
continues to add utility-scale so lar capacity. Backed by aS 1 bi ll ion 
investment, Dominion Energy has grown its solar fl eet in Virginia and 

onh Carolina over the past two years from near zero to about 1,350 
megawatts in service, in construction or under development. 

See Operating Segments and Item 2. Propenies for add itional 
in formation, including Dominion Energy's mercham solar properties. 

GHG EMtSStO S 

Since 2000, Dominion Energy and Virg inia Power have tracked the 
emissions oftheir electric generation fleet, which employs a mix of fuel 
and re newable energy sources. Comparing annual year 20 16 to annual 
year 2000, the ent ire electric generating fleet (based on ownership 
percentage) reduced its average COl emissions rate per MWb of energy 
produced fro m electric generation by approximately 43%. Comparing 
annual year 20 16 to annual year 2000 , the regulated electric generati ng 
flee t (based on ownership percentage) reduced its average CO2 emissions 
rate perM Wh of energy produced from electric generat ion by 
approximately 26%. 

Dominion Energy also develops a comprehensive GHG inventory 
annually. For Power Generation, Dominion Energy and Virginia Power's 
direct CO2 equi valent emissions, based on ownership percentage, were 
37.2 mi llion metric tons and 33.1 mi ll ion metric tons, respectively, in 
20 16, compared to 34.3 million metric tons and 30.9 million metric tons, 
respectively, in 20 15. The corresponding carbon intensity rates for 
Dominion Energy were 0.339 metric tons C02 equivalent 
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emissions per net MWh in 2016 and 0.348 metric tons C02 equivalent 
emissions per net MWh in 20!5. 

For Power Delivery's regulated electric transmi ssion and distribution 
operations, direct CO2 equivalent emissions for 2016 were 42,856 
metric tons, compared to 53,819 metric tons in 2015. 

Dominion Energy's natural gas companies have been reponing GHG 
emissions to the EPA since 20 II under the GHG Reponing Program. In 
January 20 16, the GHG Reponing Program was expanded to also 
include GHG inputs and emissions associated with natural gas gathering 
and boost ing sources and transmission pipeline blowdowns for fac ilities 
that exceed 25,000 metric tons per year of C02 equivalent emissions. 
The sources within these new facili t ies were not previously covered 
under the rule and the first reports fo r these new sources were submitted 
to EPA on March 31 ,2017. 

Hope and East Oh io direct C02 equivalen t emissions together 
decreased fi·om 0.90 million metric tons in 2015 to 0.86 million met ric 
tons in 20 16. DETI's and Cove Point 's direct C02 equivalent emissions 
together were 1.3 million metric tons in 20 16, increasing from 
1.1 million metric tons in 20 15 attributable to new EPA reponing of 
transmission pipeline blowdowns. 

The Compan ies' GHG inventory follows all methodologies specified 
in the EPA Mandatory Greenhouse Gas Reponing Rule, 40 Code of 
Federal Regulations Part 98 for calculating emissions. Total C02 
equivalent emissions reponed for our natural gas assets, as estimated in 
Dominion Energy's corporate inventory, were 2.3 million metric tons in 
2016. This estimate includes emissions reponed under the GHG 
Reponing Program, as well as other emissions not required to be 
reported under the federal program. The 2016 corporate GHG inventory 
emission est imate includes Dominion Energy Questar Pipeline. Questar 
Gas and Wexpro for the entire calendar year. 

Energy Infrastructure Modernization 

Dominion Energy's exist ing five-year investment plan includes 
signi fi cant capital expenditures to upgrade or add new electric 
transmission and distribution lines, substations and other faci lities to 
meet growing electricity demand within its service territory, maintain 
reliabili ty, implement a s trategic underground program to minimize 
outage d uration and address environmental requirements. These 
enhancements are primarily aimed a t meet ing Dominion Energy's 
continued goal of providing reliable service, and are intended to address 
both continued population growth and increases in electricity 
consumption . An additional benefit will be added capacity to efficiently 
deliver electricity from the renewable projects now being developed, or 
to be developed in the future, to meet our customers' preference for 
cleaner energy. See Operating Segmen/s for additional information . 

The Companies have also imp lemen ted infrastructure improvements 
and improved operational practices to reduce the GHG emissions from 
our natural gas facilities. Dominion Energy and Dominion Energy Gas, 
in connection with their ex isting five-year investment plans, are also 
pursuing the construction or upgrade of regu lated infrastructure in their 
natural gas businesses. The Compani es have made voluntary 
commitmen ts as pan o f the EPA Methane Challenge Program to 
contin ue to reduce methane emissions as part of these improvements. 
See Operaling Segmellls 
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for additional information, including natural gas ioftastructure projects. 

Conservation and Energy Efficiency 

Conservation and load management play a signi ficant role in meeting the 
growing demand for electricity and natural gas, while also helping to 
reduce the environmental footprint of our customers. 

The Regulation Act provides incentives for energy conservation 
through the implementation of conservation programs. Additional 
legislation in 2009 added definitions of peak-shaving and energy 
effi ciency programs, and allowed fora margin on operating ex penses and 
recovery of revenue reductions related to energy efficiency programs. 

Virginia Power's DSM programs, implemented with Virginia 
Commission and North Carolina Commission approval, provide 
important incremental steps in assisting customers to reduce energy 
consumpt ion through programs that include energy audits and incentives 
for customers to upgrade or install cella in energy efficient measures 
and/or systems. The DSM programs began in Virg inia in 20 I 0 and in 
North Carolina in 20 I I . Currently, there are residential and 
non-residential DSM programs active in the two s tates. Virginia Power 
continues 10 evaluate opponunities to redesign curren t D M programs 
and develop new DSM initiatives in Virginia and Nonh Carolina. 

Virginia Power cont inues to upgrade meters throughout Virginia to 
AM I, also referred to as smart meters. The AM I meter upgrades are part of 
an ongoing demo nstration effonto help Virginia Power fun her evaluate 
the effectiveness of AM 1 meters to monitor voltage stability, remotely 
rum off and on electric service, increase detection and reponing 
capabilities with respect to power outages and restorations, obtain remote 
dai ly meter readings and offer dynamic rates. 

East Ohio oflers two DSM programs, approved by the Ohio 
Commission, designed to help customers reduce their energy 
consumption. One program provides weatherization assistance to help 
income-eligible customers reduce their energy usage. Another program 
has been designed to help East Ohio 's resident ial customers improve their 
homes' energy efficiency, stalling with a home energy assessment. 
Following the assessment, customers receive a repon with 
recommendations on how to save energy and improve their home's 
comfort. Th is program includes rebates and free installation of several 
energy-efficient products such as, high-efficiency showerbeads, kitchen 
and bathroom faucet aerators, programmable thermostat or carbon 
monoxide detector and water heater pipe wrap. 

Questar Gas offers an energy-efficiency program, approved by the Utah 
and Wyoming Commissions, designed to help customers reduce their 
energy consumption. This program promotes the usc of energy-efficient 
appliances and practices to reduce natural gas usage. The program 
provides home energy plann ing, which provides homeo'Wners with a 
step-by-step road map 10 efficiency improvements to reduce gas usage. In 
addit ion to the recommendations, the program provides home owners 
with energy-saving devices such as pipe insulation and low-flow shower 
heads as well as rebates on appliances and weatherization items. The 
program also offers new construction builders with rebates for installing 
high-e fficiency equipment and oflers commercial businesses with rebates 
on energy efficient equipment and retrofits. 
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CYBERSECURITY 

In an effort to reduce the likelihood and severity of cyber intrusions, the 
Companies have a comprehensive cybersecurity program designed to 
protect and preserve the confidentiality, integrity and availability of 
data and systems. In addition, the Companies are subject to mandatory 
cybersecurity regulatory requirements, interface regularly with a wide 
range ofextemal organizations, and participate in classified briefings to 
maintain an awareness of current cybersecurity threats and 
vulnerabilities. The Companies' current security posture and regulatory 
compliance c!forts are intended to address the evolving and chang ing 
cyber threats. See Item I A. Risk Factors for additional infonnation. 

Item lA. Risk Factors 
The Companies' businesses are influenced by many factors that arc 
difficult to predict, involve uncertainties that may materially affect 
actual results and are often beyond their control. A number of these 
factors have been identified 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 repon, see Fonvard
Loaking Statemellls in Item 7. MD&A. 

The Companies' results of oper atio ns can be a ffected by changes in 
the weather . Fluctuations in weather can affect demand for the 
Companies' services. For example, milder than normal weather can 
reduce demand for electricity and gas transmission and distribution 
services. In addition, severe weather, including hurricanes, winter 
storms, earthquakes, floods and other natural disasters can disrupt 
operation of the Companies' fac ilities and cause service outages, 
production delays and property damage that require incurring 
additional ex penses. Changes in weather conditions can result in 
reduced water levels or changes in water temperatures that could 
adversely affect operations at some of the Companies' power stations. 
Furthermore, the Compantes' operations could be adversely affected and 
their physical plant placed at greater risk of damage should changes in 
global climate produce, among other possible condit ions, unusual 
variations in temperature and weather patterns, resulting in more 
intense, frequent and extreme weather events, abnormal levels of 
precipitation and, for operations located on or near coastlines, a change 
111 sea level or sea temperatures. 

The r a te of Dominion Ener gy's and Domini o n Energy Gas' gas 
transmissio n and distribution operatio ns a nd Virgi nia Power ' s 
electric transmission, di tribution and generation operations arc 
subject to r egulatory review. Revenue provided by Virginia Power's 
electric transmission, distribution and generation operations and 
Dominion Energy's and Dominion Energy Gas' gas transmission and 
distribution operations is based primarily on rates approved by state and 
federal regulatory agenc1es. However, ce1tain large scale customers arc 
able to enter into negotiated-rate contracts rather than pay 
cost-Qf-scrvice rates which arc subject to regu latory review. The 
profitability of these businesses is dependent on their ability, throug h 
the rates that they are permiued to charge. to recover costs and earn a 
reasonable rate of return on their capital investment. 

Virginia Power's who lesale rates for electric transmission service are 
updated on an annual basis through operation of a FERC-approved 
formula rate mechanism. Through this mechanism, Virginia Power's 
wholesale rates for electric transmission reflect the estimated 
cost-Qf-scrvice for each calendar year. The diflcrcnce in the estimated 
cost-Qf-servicc and actual cost-Qf-scrvicc for each calendar year is 
included as an adjustment to the wholesale rates for electric transmission 
service in a subsequent calendar year. These wholesale rates are subject to 
FERC review and prospective adjustment in the event that customers 
and/or interested state commissions file a complaint with FERC and are 
able to demonstrate that Virginia Power' s wholesale revenue requirement 
is no longer just and reasonable. They are also subject to retroactive 
corrections to the extent that the formula rate was not properly populated 
with the actual costs. 

Similarly, various rates and charges assessed by Dominion Energy's and 
Dommion Energy Gas' gas transmission businesses are subjeetto review 
by FERC. In addition, the rates of Dominion Energy's and Dominion 
Energy Gas' gas distribution businesses are subject to state regulatory 
review in the jurisdictions in which they operate. A failure by Dominion 
Energy or Dominion Energy Gas to support these rates cou ld result in rate 
decreases from current rate levels, which could adversely affect Dominion 
Energy's and Dominion Energy Gas' results of operations, cash flows and 
financial condition. 

Virginia Power's base rates, terms and cond itions for generation and 
distribution services to customers in Virginia arc reviewed by the Virginia 
Commission on a biennial basis in a proceeding that involves the 
determination of Virginia Power's actual earned ROE during a combined 
two-year his toric test period. and the determination ofVirginia Power's 
authorized ROE prospectively. Under certain circumstances described in 
the Regulation Act, Vi rginia Power may be requ ired to share a portion of 
its earnings with customers through a refund process. 

Legislation signed by the Vi rginia Governor in February 20 15 suspends 
biennial reviews for the fi ve successive 12-month test periods beginning 
January I, 20 15 and ending December 3 1, 2019, and no changes will be 
made to Virginia Power's existing base rates unt il at least December I, 
2022. During this period, Virginia Power bears the risk of any severe 
weather events and natural disasters, the risk of asset impairn1ents related 
to the early retirement of any generation faci li ties due to the 
Implementation of environmental regulations, as well as an increase in 
general operating and financmg costs, and Virginia Power may not 
recover its associated costs through increases to base rates. lfVirgmia 
Power incurs any such significant additional ex pen es dunng this period, 
Virginia Power may not be able to recover its costs and/or earn a 
reasonable return on capi tal investment, which could negati vely affect 
Virginia Power's fu ture earnings. 

Virginia Power's retail electric base rates for bundled generation, 
transmission, and distribution services to customers in orth Carolina are 
regulated on a cost-Qf-service rate-Qf-retum basis subject to 'orth 
Caro lina statutes, and the rules and procedures of the North Carolina 
Conunission. If retail electric earnings exceed the returns established by 
the 1orth Carolina Commission, retail e lectric rates may be subject to 
review and possible reduction by the North Carolina Commission, which 
may decrease Virginia Power's future earnings. Additionally, if the :-lorth 
Carolina Commission does not allow recovery through 
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base rates, on a timely basis, of costs incurred in providing service, 
Virginia Power's future earnings could be negatively impacted. 

Governmental officials, stakeholders and advocacy groups may 
challenge these regulatory reviews. Such challenges may lengthen the 
time, complexity and costs associated with such regu latory reviews. 

The Companies a re subject to complex governmental r eg ulati on, 
including ta x r egula tion, tha t co uld adversely affect their results of 
oper a ti o ns a nd subject the Companies to monetary penal ti es. The 
Companies' operations are subject to extensive federal. state and local 
regulation and require numerous pem1its, approvals and cenificates from 
various governmental agencies. Such laws and regulations govern the 
terms and conditions of the services we offer, our relationships with 
affiliates, protection of our critical electric infrastructure assets and 
pipeline safety, among other mauers. These operations are also subject 
to legislation governing taxation at the federal, state and local level. 
They must also comply with environmenta l legislation and associated 
regulations. Management believes that the necessary approvals have 
been obtai ned for existing operations and that the busi ness is conducted 
in accordance with applicable laws. The Companies' businesses are 
subject to regulatory regimes which could result in substantial monetary 
penalties if any of the Companies is found not to be in compliance, 
including mandatory reliability standards and interaction in the 
~tolesale markets. ew laws or regulations, the revisiOn or 
reinterpretation of existing laws or regulations, changes m enforcement 
practices of regulators, or penalties imposed for non-compliance with 
existing laws or regulations may result in substantial additional 
expense. Recent legislative and regulatory changes that are impacting 
the Companies include the 2017 Tax Reform Act and tariffs imposed on 
imponed solar panels by the U.S. government in 2018. 

The 20 17 Tax Reform Act could have a ma terial impact o n ou1· 
o pera ti ons, cash nows, and financia l r esults. Reductions in the 
estimated ann ual cost-of-service effect (commonly referred to as the 
gross-up facto r) d ue to the reduction in the corporate income tax rates to 
21% under the provisions of the 2017 Tax Reform Act cou ld result in 
amounts currentl y collected from utility customers to be refundable to 
such customers, generally through reductions in rates. In addition, the 
Companies' regulators may require the reduction in accumulated 
deferred mcome tax balances under the provisions of the 2017 Tax 
Reform Act to be shared with customers, generally through reductions in 
future rates. The 2017 Tax Reform Act includes prov1sions that stipulate 
how these excess deferred taxes may be passed back to customers for 
certain accelerated tax depreciation benefits. Potential refunds of other 
deferred taxes may be determined by our federal and state regulators. 

T he 201 7 Tax Reform Act could have a material impact o n 
Dominion Energy and Do minion E nergy Gas' FERC-reg ul a tcd gas 
ope rations including ra tes cha rged to customers. In lig ht of the 
reduction in the income tax rate in the 20 17 Tax Reform Act, our FERC
regulated gas subsidiaries are subject to an increased risk ofFERC 
initiating industry-wide proceedings under Section 5 of the Natural Gas 
Act to have interstate pipelines substantiate rates charged for 
transponation and storage of natural gas in interstate commerce, when 
viewed holistically, are "just and reasonable" taking 11110 account the 
effects of tax reform and all otherdrivers.lt is unclearifFERC will 
mandate a one-time rate reset or Section 5 rate case for Dominion 
Energy and Dominion 
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Energy Gas' regulated subsidianes; however, states as well as customers 
have petitioned FERC to request changes in rates as a result of taX refom1. 

T he inte r pretation of provisio ns o f the 2017 Tax Reform Act that 
take effect in 2018 may sig nifi cantly im pa ct our oper ations. The 2017 
Tax Reform Act contains provisions that limit the deductibility of interest 
expense. The new provision generally limits the interest deduction on 
business interest to (I) business interest income, plus (2) 30 percent of the 
taxpayer's adjusted taxable income. Business interest and business 
interest income is defined as that allocable to a trade or business and not 
investment interest and income. Regulated publ1c uttlities are not subject 
to this interest limitation; however Dominion Energy is a conso lidated 
group with both regulated and merchant lines of businesses. The U.S. 
Depanment ofTreasury has been tasked with providing guidance on 
applying the interest limitation to consolidated groups, such as Dominion 
Energy, but it is unclear when that guidance may be issued, or whether 
that guidance could result in a disallowance of a portion of our interest 
deductions in the future. 

Do minion Energy and Virg inia Power 's genera tion business may be 
nega tively a ffected by po sibl e FERC actions that co ul d change market 
design in the wholesa le ma rkets or affect pl'icing rules o r revenue 
ca lculations in the RTO ma rkets. Dominion Energy and Virginia 
Power's generntion stations operating in RTO markets sell capaciry, 
energy and ancillary services into wholesale electrictly markets regulated 
by FERC. The wholesale markets allow these generation stations to take 
advantage of market price opponunities, but also expose them to market 
risk. Properly functioning competitive wholesale markets depend upon 
FERC's continuation of clearly identified market rules. From time to time 
FERC may investigate and authorize RTOs to make changes in market 
design. FERC also periodically reviews Dominion Energy's authority to 
sell at market-based rates. Material changes by FERC to the design of the 
wholesale markets or its interpretation of market rules, Dominion Energy 
or Virginia Power's authority to sell power at market-based rates, or 
changes to pricing rules or rules involving revenue calculat ions, could 
adversely impact the future results of Dominion Energy or Virginia 
Power's generation business. For example, in Jul y 2015, FERC approved 
changes to PJM's Reliabil ity Pricing Model capacity market establishing 
a new Capacity Performance Resource product. Th1s product offers the 
potential for higher capacity prices but can also impose significant 
economic penalties on generatoro"ners such as Virginta Power for failure 
to perform during periods when electricity is in high demand. In addition, 
there have been changes to the interpretat ion and appltcation ofFERC's 
market manipulation rules. A fa1lure 10 comply with Utese rules could 
lead to civil and criminal penalties. 

T he Compa nies' infra structure build and expa nsion plans often 
r equire r egulatory approval before construction ca n co mm ence. T he 
Co mpan ies may not complete facili ty co nstructio n, pipeline, 
conver sio n 01· other infras tructure projects that they commence, or 
they ma y co mplete projects on materi a lly differ ent terms or timing 
tha n initially anticipated, a nd they may not be able to achieve the 
intended benefits of any such project, i f co mpl eted. Several facility 
construction, pipeline, electric transmission line, expansion, conversion 
and other infrastructure projects have been announced and additional 
projects 
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may be considered in the fuiUre. The Companies compete fo r projects 
with companies ofvarying size and financial capabilities, includ ing 
some that may have competitive advantages. Commencing construct ion 
on announced and future projects may require approvals fro m 
applicable state and federal agencies, and such approvals could include 
mitigat ion costs which may be material to the Companies. Projects may 
not be able to be completed on time as a resu lt of weather conditions, 
delays in obtaining or failure to obtai n regulatory approvals. delays in 
obtaining key materials, labor difficulties. difficulties with partners or 
potential partners, a decline in the cred it strength of counterparties or 
vendors, or other fac tors beyond the Companies' control. Even if facility 
construction, pipeline, expansion, elect ric transmission line, conversion 
and other in frastructure projects are completed , the total costs of the 
projects may be higher than anticipated and the performance of the 
busi ness of the Companies following completion of the projects may 
not meet expectations. Start-up and operational issues can arise in 
connection with the commencemen t of commercial operat ions at our 
facil ities, including but not limi ted to commencement of commercial 
operations at our power generation fac ilities following expansions and 
the Liquefaction Project. Such issues may include fai lure to meet 
specific operating parameters, which may req uire adjustments to meet or 
amend these operating parameters. Additionally, the Companies may 
not be able to t imely and effectively integrate the projects into their 
operations and such integration may result in unforeseen operati ng 
difficulties or unanticipated costs. Further, regulators may disallow 
recovery of some of the costs of a project if they arc deemed not to be 
prudently incurred. Any of these or other factors could adversely affect 
the Companies' abiliry to realize the anticipated benefits from the 
facility construct ion. pipeline, electric transmission line, expansion, 
conversion and other infrastructure projects. 

T he development, consn·uction a nd commissioning of severa l large
scale infrastruc ture projects simultaneously invol ves significa nt 
execution risk. The Compan ies are currently simultaneously 
developing, constructing or commissioning several major projects, 
including the Liquefaction Project, the Atlantic Coast Pipeline Project. 
the Supply Header project, Greensville County and multiple DETI 
projects, which together help contribute to the over $25 billion in 
capital expend itures planned by the Companies through 2022. Several 
of the Compan ies' key projects are increasingly large-scale, complex 
and being constructed in constrained geographic areas or in difficu lt 
terrain, for example, the Atlantic Coast Pipeline Project. The 
advancement of the Compan ies' ventures is also affected by the 
interventio ns, litigat ion or other act ivities o f stakeholder and advocacy 
groups, some of wh ich oppose natural gas-rel ated and energy 
infi-astructurc projects. For example, certain landowners and stakeho lder 
groups oppose the Atlantic Coast Pipeline Project, which could impede 
construction activities or the acquisition of rights-of-way and other land 
rights on a timely basis or on acceptable tenns. Given that these projects 
provide the foundation for the Companies' strategic growth plan , if the 
Companies are unable to obtain or maintain the required approvals, 
develop the necessary technical expertise, allocate and coordinate 
sufficient resources, adhere to budgets and timelines, effecti vely hand le 
public outreach efforts, or otherwise fail to successfully execute the 
projects, there cou ld be an adverse impact to the Companies' 

financia l position, results of operations and cash flows. For example, 
while Domin ion Energy has received the requi red approvals to commence 
construction o f the Liquefaction Project from the DOE, all DOE expon 
licenses arc subject to review and possible withdrawal should the DOE 
conclude that such export authorization is no longer in the public 
interest. Failure to comply with regulatory approval conditions o r an 
adverse ruling in any futu re li t igation could adversely affect the 
Compan ies' ability to execute their business plan. 

The Companies are dependent on their contractors forthe successful 
and timely completion of large-scale infrastructure projects. The 
construction of such projects is expected to take several years, is typically 
confined within a limited geographic area or d ifficult terrain and could be 
subject to delays, cost overruns, labor disputes and other factors that 
could cause the total cost of the project to exceed the anticipated amoun t 
and adversely affect the Companies' financial performance and/or impair 
the Companies' ability to execute the business plan for the project as 
scheduled. 

Further, an inabi lity to obtain financing o r otherwise provide liqu idity 
for the projects on acceptable temlS could negatively a fleet the 
Companies' financia l condition, cash flows, the projects' anticipated 
financial results and/or impair the Companies' ability to execute the 
business plan for the projects as scheduled. 

T he Co mpa nies' oper a tiorlS a nd construction activities a r e subject to 
a number of environmenta l laws a nd reg ulations whi ch impose 
significa nt co mplia nce costs to the Companies. The Companies' 
operations and construction activities are subject to extensive federa l, 
state and local environmental statutes, rules and regulations relating to ai r 
qualiry, water quality, waste management. natural resources, and health 
and safety. Compliance with these legal requirements requires the 
Companies to commit significant capital toward permi tt ing, emission 
fees, environmental moni toring, installation and operation of 
environmental control equipment and purchase of allowances and/or 
offsets. Additionally, the Companies could be responsible for expenses 
relating to remed iation and containment obligations, including at sites 
where they have been identified by a regulatory agency as a potentially 
responsible party. Expenditures relating to environmental compliance 
have been significant in the past, and the Companies expect that they will 
remain significant in the future. Certain facil it ies have become 
uneconomical to operate and have been shut down, converted to new fuel 
types or sold. These types of events could occur again in the future. 

We expect that ex isting environmental laws and regulations may be 
revised and/or new laws may be adopted including regulation ofGHG 
emissions which could have an impact on the Companies' business. Risks 
relating to expected regulation ofGHG emissions fi·om ex isting fossi l 
fuel-fired e lectric generating units arc discussed below. In add ition , 
further regulation of ai r qual ity and GHG emissions under the CAA have 
been imposed on the natural gas sector, includ ing rules to limit methane 
leakage. The Companies are also subject to federa l water and waste 
regulations, including regulations concerning cooling water intake 
structures. coal combustion by-product handling and disposal practices, 
wastewater discharges from steam electric generating stations. 
managemen t and disposal ofhydraulic fracturing fluids and the potential 
further regulation of polychlorinated biphenyls. 
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Compliance costs cannot be est imated with ce11ainty due to the 
inability to predict the requirements and timing of implementation of 
any new environmental rules o r regulations. Other factors which affect 
the abili ty to predict fu ture environmental expenditures with ce11ainty 
include the difficulty in estimating clean-up costs and quantifying 
liabilities under environmental laws that impose joint and several 
liabi lities on all responsible parties. However, such expendi tures, if 
material, could make the Companies' facilities uneconomical to operate, 
result in the impaim1ent of assets, or otherwise adversely affect th e 
Companies' results of operat ions, fi nancial perfonnauce or liquidity. 

Any additi ona l federa l a nd/or sta te requirements imposed on 
ener gy co mpanies manda ting limitatio ns on GHG emissions o1· 
requiring efficie ncy improvements may result in complia nce costs 
that a lone or in combination could make some of the Companies' 
electric gener atio n uni ts or natural gas facilities unecono mical to 
ma inta in or operate. The Clean Power Plan, targeted at reducing C02 
emissions from existing fossil fuel-fired power generation facil iti es, has 
been stayed and is being reviewed by the EPA. Compliance with a 
replacement rule fo r the Clean Power Plan, or similar regulations, are 
expected to require increasing the energy e ffi ciency of equipment at 
facilities, committing significant capital toward carbon reduction 
programs, purchase of allowances and/or emission rate credits, fuel 
switching, and/or reti rement ofhigh-emitting generation facilities and 
potential replacement with lower emitting generation facil ities. ln the 
absence of federal legislation, states arc also contemplating regulations 
regarding GHG emissions. For example, the Virg inia General Assembly 
has considered legislation which would authorize the state to directly 
join the RGGI program as a full participant. Given these developments 
and uncertainties, Domin ion Energy and Virginia Power cannot estimate 
the aggregate effect of such requirements on their results of operations, 
financial cond ition or their customers. However, such expenditu res, if 
material, could make Dominion Energy's and Virginia Power's 
generation facilities uneconomical to operate, result in the impaim1ent 
of assets, or othe rwise adversely affect Dominion Energy's or Virginia 
Power's results of operations, financ ial perfonnance or liquidity. 

There are also potential impacts on Dominion Energy's and Dominion 
Ene rgy Gas' natural gas businesses as federal or state GHG regulations 
may require GHG emission reductions from the natural gas sector which, 
in addition to resulting in increased costs, could affect demand fo r 
natural gas. Additionally, GHG requirements could result in increased 
demand for energy conservation and renewable products, wh ich co uld 
impact the natural gas businesses. 

Virgi ni a Power is subject to risks associated with tl1e disposa l a nd 
storage of coal ash. Virginia Power historically produced and continues 
to produce coal ash, orCCRs, as a by-product o f its coal-fired 
generation operations. The ash is stored and managed in impoundments 
(ash ponds) and land fills located at eight different facilities. 

Virginia Power is facing lit igation regard ing alleged CWA violations 
at Chesapeake power station, and may face lit igation conceming its coa l 
ash faci lities at other stations. Depending on the final outcome of any 
such litigation , Virgin ia Power cou ld incur expenses and o ther costs, 
including costs associated with 
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closing, corrective action and ongoing monitoring o f certain ash ponds. 
ln addition, the EPA has issued regulations concerning the management 
and storage ofCCRs, wh ich Virginia has adopted. These CCR regulations 
require Virginia Power to make addi tional capital expenditures and 
increase its operating and maintenance ex penses. 

Further, whi le Virginia Power operates its ash ponds and landfills in 
compliance wi th applicable state safety regulations, a release of coal ash 
with a significant environmental impact, such as the Dan River ash basin 
release by a neighboring utility, could result in remediation costs, civil 
and/or cri minal penalties, claims, litigation, increased regulation and 
compliance costs, and reputat ional damage, and could impact the 
financial cond ition o f Virginia Power. 

T he Co mpanies' operations are subject to ope1·ational hazards, 
equipment failu t·es, supply chain disruptions and personnel issues 
\\hich could negatively affect the Co mpa nies. Operation of the 
Companies' fac il ities involves risk, includ ing the risk of potential 
breakdown o r fa ilure of equipment or processes due to aging 
infrastructure, fuel suppl y, pipeline integri ty or transportation 
d isrupt ions, accidents, labor disputes or work stoppages by employees, 
acts of terrorism or sabotage, construction delays or cost overruns, 
shortages of o r delays in obtaining equ ipment, material and labor, 
operational restrictions resulting from environmental limitations and 
governmental interventions, and perfonnancc below expected levels. The 
Companies' businesses are dependent upon sophisticated infonnation 
tech nology systems and network in frastructure, the failure of wh ich could 
prevent them from accomplishing crit ical business functions. Because the 
Companies' transmission facilities, pipelines and other facilities arc 
interconnected with those of third parties, the operation of their facil ities 
and pipelines could be adversely affected by unex pected or 
uncontrollable events occuning on the syste ms of such thi rd parties. 

Operation o f the Companies' facili t ies below expected capacity levels 
could resu lt in lost revenues and increased ex penses, including higher 
maintenance costs. Unp lanned outages o f the Companies' faci lities and 
extensions o f scheduled outages due to mechanical failures or other 
problems occur from ti me to time and are an inherent risk of the 
Companies' business. Unplanned outages typically increase the 
Companies' operat ion and maintenance expenses and may reduce their 
revenues as a resu lt of selling less output or may require the Companies to 
incur signi fican t costs as a result of operating hi gher cost units or 
obtain ing replacement output from third parties in the open market to 
satisfy forward energy and capacity or other contractual 
ob ligat ions. Moreover, if the Compan ies are unable to perfom1 their 
con tractual o bligat ions, penalties o r liability for damages could result. 

ln addition, there are many risks associated with the Companies' 
operations and the transportation. storage and processing of natural gas 
and 'GLs, including nuc lear accidents, fires, explosions, uncontrolled 
release of natural gas and other environmental hazards. po le strikes, 
electric contact cases, the col lision of third party equipment with 
pipelines and avian and otlter wild life impacts. Such incidents could 
result in loss ofhuman li fe or injuries among employees, customers or the 
public in general, environmental po lluti on, damage or destruction of 
facilit ies or business interruptions and associated public or 
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employee safety impacts, loss of revenues, increased liabi lities, 
heightened regulatory scrutiny and rcputational risk. Funher, the 
location ofpipelines and storage fac ilities, or generation, transmission , 
substations and distribution facilities near populated areas, includ ing 
residential areas, commercial business centers and industrial sites, could 
increase the level o f damages resulting from these risks. 

Do minion Energy and Virg inia Power have substantial ownership 
interests in a nd opera te nucl ea r generating units; a a result, each 
may inc ur substa ntia l costs a nd liabilities. Dominion Energy's and 
Virginia Power's nuclear faci lities are subject to operational. 
environmental, health and fi nancial risks such as the on-site storage o f 
spent nuclear fuel , the ability to dispose of such spent nuclear fuel, the 
ability to maintain adequate reserves for decommissioning, limitations 
on the amoun ts and types of insurance available, potential operational 
liabi lities and extended outages, the costs of rep lacement power, the 
costs of maintenance and the costs of securing the facilities against 
possible ten·o,is t attacks. Domin ion Energy and Vi rginia Power 
maintain decommissioning trusts and extcmal insurance coverage to 
min imize the financial exposure to these risks; however, it is possible 
that future decommissioning costs cou ld exceed amounts in the 
decommissioning trusts and/or damages could exceed the amount of 
insurance coverage. If Dominion Energy's and Virginia Power's 
decommissioning trust funds are insufficient, and they are not allowed 
to recover the addit ional costs incurred through insurance, or in the case 
ofVirginia Power through regulatory mechanisms, their results of 
operations could be negatively impacted. 

Dominion Energy's and Virginia Power's nuclear faci lities arc also 
subject to complex government regulation wh ich could negatively 
impact their results of operations. The NRC has broad aut horiry under 
federal law to impose licensing and safety-related requirements fo r the 
operation of nuclear generating fac ilities. In the event o f 
noncomp liance, the NRC has the authoii ty to impose fines, set license 
condi tions, shut down a nuclear unit, or take some combination o f these 
actions, depending on its assessment o f the severi ty of the si tuat ion, 
until comp liance is achieved. Revised safety requ irements p romulgated 
by the NRC could require Dominion Energy and Virgin ia Power to 
make substantial expend itures at thei r nuc lear plants. ln addition, 
although the Companies have no reason to anticipate a serious nuclear 
incident at their plants, if an inciden t d id occur, it could materially and 
adversely affect their results of operations and/or financial condition. A 
major incident at a nuclear faci li ty anywhere in the world, such as the 
nuclear events in Japan in 20 I I, could cause the NRC to adopt 
increased safety regulations or otherwise limit or restrict the operation or 
licensing of domestic nuclear units. 

Sustai ned declines in na tural gas aud NGL prices have resulted in, 
a nd co uld result in further , curta ilments of third-party producer s' 
drilling programs, delayi ng the production o f vo lumes of natura l gas 
a nd NG Ls tha t Dominion Ener gy a nd Dominion Energy Gas ga ther , 
process, a nd transport a nd reducing the va lue of GLs r etai ned by 
Dominion Energy Gas, \\bicl1 may adversely affect Dominion Energy 
a nd Dominion E nergy Gas' revenues a nd eami ngs. Dominion Energy 
and Dominion Energy Gas obtain their supply of natural gas and 'GLs 
from numerous third-pany producers. Most producers are under no 
obligation to de liver a speci fi c quantity o f natural gas or 

GLs to Dominion Energy's and Dominion Energy Gas' fucili t ies. A 
number of o ther factors could reduce the volumes of natural gas and 

GLs avai lable to Dominion Energy's and Dominion Energy Gas' 
p ipelines and other assets. IJ1creased regulation of energy extraction 
activi ties could result in reductions in dri lling for new natural gas wells, 
which could decrease the volumes of natural gas suppl ied to Dominion 
Energy and Dominion Energy Gas. Producers with d irect commodity 
price exposure face liquidity constraints, which could present a credit ri sk 
to Dominion Energy and Dominion Energy Gas. Producers could shi ft 
their producti on act ivit ies to regions outside Dominion Energy's and 
Dominion Energy Gas' footprint. In add ition, the extent of natural gas 
reserves and the rate of production from such reserves may be less than 
anticipated. If producers were to decrease the su ppl y of natural gas or 

GLs to Dominion Energy's and Dominion Energy Gas' systems and 
facilities for a ny reason, Dominion Energy and Dominion Energy Gas 
could experience lower revenues to the extent they are unable to replace 
the lost volumes on similar terms. In addit ion , Dominion Energy Gas' 
revenue from processing and fractionation operations largely resul ts from 
the sale of commodities at market prices. Dominion Energy Gas receives 
the wet gas product from producers and may retain the extracted GLs as 
compensation for its services. This exposes Dominion Energy Gas to 
commodity price risk for the value of the spread between the GL 
products and natural gas, and relat ive changes in these prices could 
adversely impact Dominion Energy Gas' resu lts. 

Dominion Ene rgy 's mercha nt power business opera tes in a 
cha llenging ma rket, which co uld adversely affect it:s r esults of 
o pera tions and future gr owth. The success of Dominion Energy's 
merchant power business depends upon favo rable market conditions 
including the ability to sell power at prices sufficient to cover its 
operating costs. Dominion Energy operates in active wholesale markets 
that expose it to price volatility fo r electricity and fuel as well as the 
credit risk of counterparties. Domin ion Energy a ttempts to manage its 
price risk by enteri ng into hedging transactions, including shon-tem1 and 
long-term fi xed price sales and purchase contracts. 

In these wholesale markets, the spot market price o f electrici ty for each 
hour is generally determined by the cost o f supply ing the next unit of 
electricity to the market during that hour. In many cases, the next unit o f 
electricity supplied would be provided by generating stations that 
consume fossil fue ls, pri marily natural gas. Consequent ly, the open 
market wholesale price for electricity generally reflects the cost of natural 
gas plus the cost to conven the fuel to electricity. Therefore, changes in 
the price of natural gas generally affect the o pen market wholesale price 
of electricity. To the extent Dominion Energy does not enter into long
teml power purchase agreements or otherwise effect ively hedge its olllput, 
these changes in market prices cou ld adverse ly affect its financial results. 

Dominion Energy purchases fuel under a vaiiety o f terms, inc luding 
long-tenn and sho1t -tenn contracts and spot market purchases. Dominion 
Ene rgy is exposed to fuel cost volatility for the ponion of its fuel 
obtained through shon-tenn contracts or on the spot market, including as 
a result of market supply shortages. Fuel prices can be vo latile and the 
price that can be obtained for power produced from such fuel may not 
change at the same rate as fuel costs, thus adversely impacting Dominion 
Energy's financia l results. 
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In addition, in the event that any of the merchant generation facilities 
experience a forced outage, Dominion Energy may not receive the level 
of revenue it anticipated. 

The Co mpa nies' fina ncia l results ca n be adver sely a ffected by 
va ri ous factors driving suppl y and de ma nd for electricity and gas 
a nd related services. Technological advances required by federa l laws 
mandate new levels of energy efficiency in end-use devices, including 
lighting, fumaces and e lectric heat pumps and could lead to declines in 
per cap ita energy consumption. Additionally, certain rcgulat01y and 
legislative bodies have introduced or are considering requirements 
and/or incenti ves to reduce energy consumption by a fixed date. 
Further, Virginia Power"s business model is premised upon the cost 
efficiency of the production , transmission and distribution of large-scale 
centralized util ity generation. However, advances in distributed 
generation technologies, such as solar cells, gas microturbines and fuel 
cells, may make these alternative generation methods competi ti ve with 
large-scale uti lity generation, and change how customers acquire or usc 
our serv ices. Virginia Power has an exclusive franchise to serve retail 
electri c customers in Virginia. However, Virginia's Retail Access 
Statutes al low certain Power Generation customers exceptions to this 
franchise. As market conditions change, Virginia Power's customers may 
further pursue exceptions and Virginia Power's exclusive franchise may 
erode. 

Reduced energy demand or significantly slowed growth in demand 
due to customer adoption of energy efficient technology, conservation , 
distributed generation, regional economic conditions, or the impact of 
addi tional compliance obligations, unless substantially offset through 
regulatory cost allocations, could adversely impact the value of the 
Companies' busi ness activities. 

Dominion Energy Gas has experienced a decline in demand fo r certain 
of its processing services due to competing facilities operating in nearby 
areas. 

Dominion Energy a nd Dominion Energy Gas may not be a ble to 
ma intain, r enew or· replace their ex isting portfoli o of customer 
contr acts successfull y, or on fa vo r a ble terms. Upon con tract 
expiration, customers may not elect to re-contract with Dominion 
Energy and Dominion Energy Gas as a resu lt of a variety of factors, 
including the amount of competition in the industry, changes in the 
price o f natural gas, their level of satisfact ion with Dominion Energy's 
and Dominion Energy Gas' services, the extent to which Dominion 
Energy and Dominion Energy Gas are able to successfully execute their 
business plans and the effect of the regulatory framework on customer 
demand. The failure to replace any such customer contracts on similar 
terms could result in a loss of revenue for Dominion Energy and 
Dominion Energy Gas and related decreases in their eamings and cash 
flows. 

Certain of Dominion Energy a nd Dominion Energy Gas' gns 
pipeline services are subject to long-term, fix ed-price " nego tiated 
rate" contracts that are not subject to adjustment, even if the cost to 
perfo rm such ser vices exceeds the r evenues r·eceived from such 
contracts. Under FERC policy, a regulated service provider and a 
custOmer may mutually agree to sign a contract for service at a 
'"negot iated rate" which may be above or below the FERC regulated, 
cost-based recourse rate for that service. These ··negotiated rate" 
contracts are not generally subject to adjustment for increased costs 
wh ich cou ld be produced by inflation or other factors relating to the 
specific faci lities being 
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used 10 perfonn the services. Any shortfall o f revenue as a result o f these 
"negotiated rate" contracts could decrease Dominion Energy and 
Dominion Energy Gas' earnings and cash fl ows. 

Exposure to counterpa rty performance may adver ely affect the 
Co mpa ni es' financial results of oper a ti ons. The Companies arc exposed 
10 credit risks oftlrcir counterpartics and the risk that one or more 
countcrpartics may fai l or delay the pcrfor111ancc of their contractual 
obligations, including but not limited to payment for services. Some of 
Dominion Energy 's operations are conducted through less than who lly
owned subsidiaries. In such arrangements, Dominion Energy is dependen t 
on third parties to fund their required share of capital expenditures. 
Counterparties could fai l or delay the performance oftheircontractual 
obligations for a number of reasons, including the effect of regulations on 
their operations. Defaults or failure to perfor111 by customers, suppliers, 
contractors,joi nt venture partners, financia l insti tutions or other third 
parties may adversely affect the Companies' financial results. 

Dominion Energy will also be exposed to counterparty credit risk 
relating to the tenninal services agreements for the Liquefaction Project. 
While the counterpart ies' obligations arc supported by parental 
guarantees and letters of credit, there is no assurance that such credit 
support would be sufficiemto satisfY the obligations in the event of a 
counterparty default. in addition, if a controversy arises under either 
agreement resulting in a judgment in Dominion Energy's favor, 
Dominion Energy may need to seek to enforce a fina l U.S. court judgment 
in a foreign tribunal, which could involve a lengthy process. 

Ma rket perfo rmance a nd other changes may decrease the va lue of 
Dominion Energy's and Virg inia Power 's decommissioning t rust funds 
a nd Dominion Energy 's a nd Dominion Ener gy G as' benefit plan a sse ts 
or increase Dominion Energy's a nd Do minion E ner gy Gas' l iabilities, 
which could then r·equire significant additi ona l funding. The 
performance of the capital markets affects the value of the assets that are 
held in trusts to satisfY fu ture obl igations to decommission Dominion 
Energy's and Virginia Power's nuclear plants and under Dominion 
Energy's and Dominion Energy Gas' pension and o ther postretirement 
benefit plans. The Companies have significant obligations in these areas 
and hold significant assets in these trusts. These assets are subject to 
market fluctuation and will yield uncer1ain returns, which may fall below 
expected return rates. 

With respect to decommissioning trust funds, a decline in the market 
value of these assets may increase the funding requirements of the 
obligations to decommission Dominion Energy's and Virginia Power's 
nuclear plants or require additional NRC-approved funding assurance. 

A decline in the market value of the assets held in trusts to satisfY future 
obligations under Dominion Energy's and Dominion Energy Gas' 
pension and other postretirement benefit plans may increase the funding 
requirements under such plans. Additional ly, changes in interest rates will 
affect the liabi lities under Dominion Energy's and Dominion Energy Gas' 
pension and other postretirement bene fi t plans: as in terest rates decrease, 
the liabilities increase, potentially requiring additional funding. Further, 
changes in demographics, including increased numbers ofretirements or 
changes in mortality assumptions, may also increase the funding 
requirements of the obligations related to the pension and other 
postretirement benefit plans. 
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If the decommissioning trust funds and benefit plan assets are 
negatively impacted by market fluctuations or other factors, the 
Companies' results of operat ions, financia l condition and/or cash flows 
could be negatively affected. 

T he use of deriva tive instr uments could r esult in fi na ncial losses 
a nd liquidity constra ints. The Companies usc derivative instruments, 
including futures, swaps, forwards, options and FTRs, to manage 
commodity, currency and financial market ri sks. In addition, Domi nion 
Energy and Dominion Energy Gas purchase and sell commodity-based 
contracts for hedging purposes. 

The Dodd-Frank Act was enacted into law in July 20 I 0 in an effort to 
improve regulation of financial markets. The Dodd-Frank Act includes 
provisions that wi ll require certain over-the-<:ounterderivatives, or 
swaps, to be centrally cleared and executed through an exchange or 
other approved trading platfonn. on-financial entities that use swaps to 
hedge or mitigate commercial risk, often referred to as end users, can 
choose to exempt their hedging transact ions from these clearing and 
exchange trading requirements. Final Ju les for the over-the-<:ounter 
derivative-related provisions of the Dodd-Frank Act will continue to be 
established through the ongoing rulemaking process of the applicable · 
regulators, including rules regarding margin requirements for 
non-<:leared swaps. If, as a result of changes to the rulemaki ng process, 
the Companies' derivative activities are not exempted from the cleari ng, 
exchange trading or margin requirements, the Companies could be 
subject to higher costs, including from higher margin requiremen ts, for 
their derivative activities. In addition, changes to or the elimination of 
rulemak ing that implements Title VU of the Dodd-Frank Act by the 
Companies' counterparties could result in increased costs related to the 
Companies' derivative activities. 

Cha nging r ating age ncy r equirements co uld negati vely a ffect the 
Compa nies' growth a nd business stra tegy. In order to maimain 
appropriate credit rat ings to obtain needed credit at a reasonable cost in 
light of exist ing or future rating agency requirements, the Companies 
may find it necessary to take steps or change their business plans in 
ways that may adversely affect their growth and earnings. A reduction in 
the Companies' credit ratings could result in an increase in borrowing 
costs, loss of access to certain markets, or both, thus adversely a fleet ing 
operating results and could require the Companies to post addi tional 
co llateral in connection with some of its price ri sk management 
activities. 

An inability to access fina ncia l ma rkets co uld a dver sely a ffect the 
execution o f the Compa nies ' business pla ns. The Companies rely on 
access to short-tenn money markets and longer-tenn capital markets as 
significant sources of funding and liquidity for business plans with 
increasing capital expenditure needs, n01mal working capital and 
collateral requirements related to hedges of future sales and purchases of 
energy-related commodities. Deterioration in the Companies' 
creditworthiness, as evaluated by credit rating agencies or otherwise, or 
declines in market reputation either fo r the Companies or their industry 
in general, or general financial market d isru ptions outside of the 
Companies' control could increase their cost o f borrowing or restrict 
their abi lity to access one or more financial markets. Further market 
disruptions could stem from delays in the current economic recovery, 
the bankruptcy of an unrelated company, general market disruption due 
to general cred it market or political events, or 

the failure of financia l inst itutions on which the Companies rely. 
Increased costs and restrictions on the Companies' ability to access 
financial markets may be severe enough to a fleet their ability to execute 
their business p lans as scheduled. 

Potentia l c ha nges in accounting practices may adversely affect the 
Co mpanies' financia l resul ts. The Companies cannot predict the impact 
that fu ture changes in accounting standards or practices may have on 
public companies in general , the energy indust1y or their operations 
specifically. ew accounting standards could be issued that could change 
the way they record revenues, expenses, assets and liabilities. These 
changes in accou nting standards could adversely affect earnings or could 
increase liabi lities. 

War, acts a nd threats oftcnorism, inte ntiona l acts and other 
significa nt events could adversely affect the Co mpa nies' operations. 
The Companies cannot predict the impact that any future terrorist attacks 
may have on the energy industry in general, or on the Companies' 
business in particular. Any retaliatory mi litary strikes or sustained 
military campaign may affect the Companies' operations in unpredictable 
ways, such as changes in insurance markets and disruptions of fuel 
supplies and markets. ln addition, the Companies' infrastructure facilities, 
including projects under construction, could be d irect targets of, or 
indirect casua lties of, an act of terror. For example, a physical attack on a 
critical substation in California resulted in serious impacts to the power 
grid. Furthennore, the physical compromise of the Companies' facilities 
could adversely affect the Companies' abili ty to manage these facilit ies 
effectively. Instability in financial markets as a result of terrorism. war, 
intentional acts, pandemic, credit crises, recession or other factors could 
result in a significant decline in the U.S. economy and increase the cost of 
insurance coverage. This could negatively impact the Companies' results 
of operat ions and financial condition. 

Hosti le cyber intrusions co uld sever ely impa ir the Co m11ani es' 
operati ons, lead to the disclosure of confidentia l information, da mage 
the reputation of the Co mpa ni es a nd otherwise have a n adverse effect 
on the Co mpanies' business. The Companies own assets deemed as 
critical infrastructure, the operation of which is dependent on infonnation 
technology systems. Further, the computer systems that run the 
Companies' facili ties are not completely isolated from external networks. 
There appears to be an increasing level o f activity, sophistication and 
maturity of threat actors, in particular nati on state actors, that wish to 
d isrupt the U.S. bu lk power system and the U.S. gas transmission or 
d istribution system. Such parties could view the Companies' computer 
systems, software or networks as attractive targets fo r cyber attack. For 
example, mal ware has been designed to target software that runs the 
nation's critical infrastructure such as power transmission grids and gas 
pipelines. In addition, the Companies' businesses require that they and 
their vendors collect and maintain sen:.itive customer data, as well as 
confidential employee and shareholder infon11ation , which is subject to 
electron ic theft or loss. 

A successful cyber attack on the systems that cont rol the Compan ies' 
electric generation, electric or gas transmission or distribution assets 
could severely disrupt business operations, preventing the Companies 
from serving customers or co llecting revenues. The breach of certain 
business systems could affect the Companies' ability to correctly reco rd, 
process and report finan-
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cia I information. A major cyber incident could result in significant 
expenses to investigate and repair security breaches or system damage 
and could lead to litigation, fines, other remedial action, heightened 
regulatory scruti ny and damage to the Companies' reputation. In 
addition, the misappropriation, conuption or loss of personally 
identifiable information and other confidential data could lead to 
signifi cant breach notification expenses and mitigation expenses such 
as credit monitori ng. The Companies maintain property and casualty 
insurance that may cover certain damage caused by po tential cybcr 
inc idents; however, other damage and claims arising from such 
incidents may not be covered or may exceed the amount of any 
insurance available. For these reasons, a significant cyber incident could 
materiall y and adversely affect the Companies' business, financial 
condition and results of operations. 

failure to a nract a nd reta in key executive offi cers a nd an 
appropriately qualified wor kforce co uld have a n adverse effect on the 
Compa nies' o per ations. The Companies' business strategy is 
dependent on their ability to recruit, retain and motivate employees. 
The Companies' key executive oftlcers are the C EO, C FO and presidents 
and those responsible for financial, operational, legal, regu latory and 
accounti ng functions. Competition for ski lled management employees 
in these areas of the Companies' business operations is high. Certain 
events, such as an aging workforce, mismatch of skill set or comple ment 
to futu re needs, o r unavailability of contract resources may lead to 
operating c hallenges and increased costs. The challenges include lack 
ofresourccs, loss of knowledge base and the length oft imc required for 
skill development. In this case, costs, inc luding costs for contractors to 
rep lace employees, productivity costs and safety costs, may rise. Failure 
to hire and adequately train replacemen t employees, including the 
transfer o f sig ni fi cant internal historical knowledge and expert ise to new 
emp loyees, or future availability and cost of contract labor may 
adversely affect the ability to manage and operate the Companies' 
business. In addition, certain specialized knowledge is required o f the 
Companies' technical emp loyees for transmission, generation and 
distri bution operations. The Compani es' inability to attract and retain 
these employees could adversely affect their business and future 
operating results. 

T he co mpleti on of the merger with SCA A is subject to the r·eceipt 
of consents, approvals a nd/or findings from governmenta l e ntit ies, 
which may impose conditions d1a t co uld have an adverse effect on 
Dominion E ne rgy or C NA or could cause either Dominion Energy 
or CANA to abandon the merger. The completion of the merger is 
a lso subject to there not having been substanti ve changes in certain 

oulh Ca rolina laws that have or would reasonably be ex pected to 
have an adverse effect on SCANA or its subsidia ries or o rders o f 
governmenta l entiti es o r changes in law that impose a ny condition 
that wo uld reaso nably be ex pected to r esult in specifi ed cha nges to the 
South Caroli na Commission petition. Dominion Energy and SCANA 
arc not required to complete the merger unti I after the applicable 
waiting period under the llart-Scott-Rodino Act expires or tenninates 
and the req uisi te authorizations, approvals, consents and/or pem1its arc 
received from the FERC, NRC, South Carol ina Commission, North 
Carol ina Commission and Georg ia Public Service Commission. Any of 
the relevant governmental entities may oppose the merger, fail to 
approve the 
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merger. fai l to make required findings in favor of the merger, or impose 
certain requirements or obligations as conditions for their consent, 
approval or find ings or in connection with their review. Regulatory 
approvals of the merger or findings with respect to the merger may not be 
obtained on a timel y basis o r at all, and such approvals or findings may 
include conditions that could have an adverse effect on Dominion Energy 
and/or SCAN A, o r result in the abandonment of the merger. Dominion 
Energy cannot provide any assurance that Dominion Energy and SCANA 
will o btain the necessary approvals or findings or that any required 
conditions will not have an adverse effect on Dominion Energy fo llowi ng 
the merger. 

Subject to the terms and conditions set forth in the merger agreement, 
the merger agreement may requ ire Domi nion Energy to accept conditions 
fro m regulators that could ad versely impact Dominion Energy after the 
merger without either of Dominion Energy or SCAN A having the right to 
refuse to close the merger on the basis of those regulatory conditions, 
except that Domin ion Energy is generally not required, and SCAN A is 
generally not permitted without Dominion Energy's prior approval, to 
take any action or accept any condition that results in a burdensome 
condition for Dominion Energy or SCANA as more fully described in the 
SCANA Merger Agreement. 

In addi tion, the SCANA Merger Agreement provides that Dominion 
Energy (but not SCANA) will have the right to refuse to complete the 
merger if, since the date of the SCAN A Merger Agreement, any 
governmental entity shall have enacted any order, orthcrc shall have 
been any change in law (including the Base Load Review Act and the 
other laws governing South Carolina public ut ilities), which imposes any 
material change to the terms. conditions or undertakings set forth in the 
South Carolina Commission petit ion, or any sign ificant changes to the 
economic value of the proposed terms set for1h in the South Caroli na 
Conunission petition, in each case as detennined by Dominion Energy in 
good faith. 

The SCAN A Merger Agreement further provides that Dominion Energy 
will have the right to refuse to close the merger if there shall have 
occurred any substantive change in the Base Load Review Act or other 
laws governing South Carolina public ut ilities which has or would 
reasonably be expected to have an adverse e ffect on SCA A or any of its 
subsidiaries. There is currently pending before the South Carolina Senate 
a bill that would make substant ive changes to the Oase Load Review Act. 
This bill has passed the South Carolina House of Representatives. If this 
bill becomes law, Dominion Energy would not be obligated to complete 
the merger if it is detern1ined that the bill has or would reasonably be 
expected to have an adverse effect on SCANA or any of its subsidiaries. 

Certain lawsuits and regulatory actions have been fi led against SCA A 
and SCE&G in co nnection with the abandonment of the V.C. Summer 
Uni ts 2 and 3 new nuclear development project. If the relief requested in 
these matters (including a request for declaratory judgment that the Base 
Load Review Act is unconstitutional) is granted , Dominion Energy might 
not be obl igated to complete the merger. 

Dominion Energy and SCA A can prov ide no assurance that these risks 
will not materialize and either adversely impact Dominion Energy a fter 
the completion of the merger o r, i f such cond itions rise to the thresholds 
discussed above, some of which, 
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as described above, are in the subjective determination ofDominion 
Energy acting in good faith, or if the required authorizations, approvals, 
consents and/or permits are not obtained or received, result in the 
abandonment of the merger. 

Dominion E ner gy expects to incur substa nti al ex penses related to 
the merger with SCAJ~A. Dominion Energy expects to incur relat ively 
signi fi cant expenses in connection with complet ing the merger. Whi le 
Dominion Energy has assumed that a cert ain level o f transaction and 
integration expenses would be incurred, there are a number of factors 
beyond its control that could affect the total amount or the timing of its 
integration expenses. Many of the expenses that will be incurred, by 
their nature, are difficult to estimate accurately at the present time. 

Fo llowing the merger with CANA, Dominion Energy may be 
unable to successfully integrate CAJ'IA's businesses. Dominion 
Energy and SCANA currently o perate as independent public companies. 
After the merger, Dominion Energy wi ll be required to devote 
signifi cant management attent ion and resources to in tegrat ing SCANA's 
business. Potential difficu lties Domi nion Energy may encounter in the 
integration process i.nclude the fo llowing: 

The complexities associated with integrating SCAJ\IA and its uti li ty 
businesses, while at the same time continu ing to provide consistent, 
high quality services; 
The complexities of integrat ing a company with different core 
services, markets and customers; 
Tbe inability to anract and retain key employees; 
Potential unknown liabilities and unforeseen increased expenses, 
delays or regulatory conditions associated with the merger; 
Difficu lties in managing po litical a nd regulatory conditions re lated 
to SCAN A's utility businesses after the merger: 
The cost recovery plan includes a moratorium on filing requests for 
adjustments in SCE&G's base electri c rates until 202 1 if the merger 
is approved by the South Carol ina Commission, which would limit 
Dominion Energy's ability to recover increases in non-fuel rel ated 
costs of e lectric operations for SCE&G's customers: and 
Perfonnance shortfalls as a result of the diversion of Dominion 
Energy management's attention caused by completing the merger 
and integrati ng SCAN A's utility businesses. 

For these reasons, it is possible that the integrat ion process fo llowing 
the merger could resu lt in the distraction of Dominion Energy's 
managemen t, the d isruption of Dominion Energy's ongoing business or 
inconsistencies in its services, s tandards, controls, procedures and 
policies, any of which could adversely affect the ability ofDominion 
Energy to maintain or establish relationships with current and 
prospecti ve customers, vendors and employees or could o therwise 
adversely atfect the business and financ ial results of Dominion Energy. 

Dominion Energy and CANA may be materi a lly adversely 
affected by nega tive publ icity related to the merger and in connection 
\\ith other related matters, including the aba ndonme nt of the V.C. 

ummer Units 2 a nd 3 new nuclea r development project. From time to 
time. political and public sentiment in connection '"ith the merger and 
in connection with other matters, including the abandonment of the 
V.C. Summer Units 2 and 3 new nuclear development project may result 
in a signi fi cant 

amount of adverse press coverage and other adverse publ ic statements 
affecting Dominion Energy and SCANA. Adverse press coverage and 
other adverse s tatements, whether or not driven by political or public 
sentiment, may also resu lt in investigations by regulators, legislators and 
law en forcement officials or in legal claims. Responding to these · 
investigat ions and lawsuits, regardless of the ultimate outcome ofthe 
proceedings, as well as responding to and add ressing adverse press 
coverage and other adverse public statements, can divert the time and 
effort o f senior management from the management of Dominion Energy's 
and SCANA's respective businesses. 

Addressing any adverse publicity, governmental scrutiny or 
enforcemen t or other legal proceedings is time consuming and expensive 
and, regardless of the factual basis for the assertions being made, can have 
a negative impact on the reputation of Dominion Energy and SCANA, on 
the morale and performance of their employees and on their relationships 
with their respective regulators, customers and commercial counterpart ies. 
It may also have a negative impact on thei r ab ili ty to take timely 
advantage o f various business and market opportunities. The direct a nd 
indirect effects ofnegatjve publicity, and th e demands of responding to 
and addressing it , may have a material adverse effect on Domin ion 
Energy's and SCANA's respective business, financial condition, resu lts o f 
operations and prospects. 

The market value of Dominion Energy co mmon stock could decline 
if large amounts of its common stoc k a r e so ld following the me rger 
\\ith C NA. Following the merger, shareholders of Dominion Energy 
and former SCANA shareholders will own interests in a combined 
company operating an expanded business with more assets and a different 
mix ofliabilities. Current shareholders of Dominion Energy and SCANA 
may not wish to continue to invest in the combined company, or may 
wish to reduce their investment in the combined company, in order to 
comply with institutional in vesting guidelines, to increase d iversificat ion 
orto track any rebalanci ng of stock ind ices in which Dominion Energy 
common stock or SCAN A common stock is or was included. If, fo ll owing 
the merger, large amounts o f Dominion Energy common stock are sold, 
the price of its common stock could decline. 

T he merger wi th SC 'A may not be accretive to operating earnings 
a nd may ca use dilution to Dominion Energy 's ea rnings pe r share, 
which may negatively affect the market price of Dominion Energy 
co mmon stock. Dominion Energy currently anticipates that the merger 
will be immediately accretive to Dominion Energy's forecasted operating 
earnin gs per share on a standalone basis. This expectation is based on 
preliminary estimates, which may materially change. Dominion Energy 
may encounter additional transaction and integration-related costs, may 
fail to real ize all o f the benefits anticipated in the merger or be subject to 
other factors that affect pre liminary est imates or its abi lity to realize 
operational effi c iencies. Any of these fac tors could cause a decrease in 
Dominion Energy's operating eamings per share or decrease or delay the 
expected accreti ve effect of the merger and contribute to a decrease in the 
price o f Dominion Energy's common stock. Dominion Energy expects the 
initial effect of the merger on its GAAP earnings will be a decrease in such 
earnings due to the anticipated charges for refunds to SCE&G customers, 
write-efTs of regulatory assets and transaction costs. 
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Litigation against C NA and Dominion E nergy could result in a n 
injunction preventing the completion oftbe merger \\i th CANA or 
may adve rsely affect the co mbined company's busine s, fina ncial 
co ndition or r esul ts of operations following the merger wi th CANA. 
Following the announcement of the SCANA Merger Agreement, 
lawsu its have been fil ed asserting c laims relating to the merger. Among 
other things, the lawsuits allege breaches of various fiduciary duties by 
the members of the SCANA board in connection with the merger and 
allegations that Dominion Energy and/or SCAN A aided and abetted 
such alleged breaches. Among other remedies, the plaint iffs seek to 
enjoin the merger, rescind the merger agreement or be awarded monetary 
damages should the merger be completed. While Dominion Energy 
believes that dismissal of these lawsuits is warranted, the outcome of 
any such litigation is mherently uncertain. The defense or settlement of 
any lawsuit or any claim that remains unresolved at the time the merger 
closes may adversely affect the combined company's business, financial 
condition or results of operation. Additionally, other lawsuits may be 
filed in the future making si milar or new claims and seeking si milar or 
new remedies. 

Dominion Energy bas good"ill a nd other intang ible a sets on its 
bala nce sheet, and the c amounts \\ill inc rea e a a result of the 
merger \\ith C NA. I fits goo dwill or other intangible assets become 
impaired in the future, Dominion Energy may be r equired to reco rd a 
significa nt, non-cash charge to earnings and r educe its shareholders' 
equity. Upon the completion of the merger, Dominion Energy will 
record as goodwill the excess of the purchase price paid by Dominion 
Energy over the fair value of SCAN A's assets and liabilities as 
determined for financial accounting purposes. Under GAAP, intangible 
assets are reviewed for impaim1ent on an annual basis or more frequentl y 
whenever events or circumstances indicate that its carrying value may 
not be recoverable. If Dominion Energy's intangible assets, including 
goodwi ll as a result of the merger, are detem1ined to be impaired in the 
future, Dominion Energy may be required to record a signi ficant, non
cash charge to earnings during the period in which the impairment is 
determined. 

Item 1 B. Unre olved Staff Comments 
'one. 
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Item 2. Properties 
As of December 31,2017, Dominion Energy owned its principal 
executive office and three other coll>oratc offices, all located in 
Richmond, Virginia. Dominion Energy also leases COil>Orate o ffices in 
other c it ies in which its subsidiaries operate. Virginia Power and 
Dominion Energy Gas share Dominion Energy's principal o ffice in 
Richmond, Virginia, which is owned by Dominion Energy. In addition, 
Virginia Power's Power Delivery and Power Generation segments share 
cettain leased bui ldings and equipment. See Item I. Business for 
additional in fonnation about each segmen t's pri ncipal properties, which 
information is incoll>orated herein by referen ce. 

Dominion Energy 's assets consist primarily of its investments in its 
subsidiaries, the principal propenies of which are described here and in 
Item I. Business. 

Certain ofVi rginia Power's property is subject to the lien of the 
Indenture o f Mortgage securing its First and Refunding Mortgage 
Bonds. The re were no bonds outstanding as of December 31 , 20 17; 
however, by leaving the indenture open, Virginia Power expects to 
retain the Oexibility to issue mortgage bonds in the future. Certain of 
Dominion Energy's merchant generation facilities are also subject to 
liens. 

GAS I NFRASTRUCfURE 

Dominion Energy and Dominion Energy Gas 

East Ohio's gas disttibution network is located in Ohio. This network 
invo lves approx imately 18,900 mi les of pipe, exclusive of service lines. 
The right-of-way grants for many natural gas pipelines have been 
obtained from the actual owners of real estate, as underlying ti tles have 
been examined. Where rights-of-way have not been obtained, they 
could be acquired from pri vate owners by condemnation, if necessary . 
Many natural gas pipelines are on publicly-owned property, where 
company rights and actions are determined on a case-by-<ase basis, with 
results that range from reimbursed relocation to revocation of 
pem1ission to operate. 

Dominion Energy Gas has approximately I 0,400 miles, excluding 
interests held by others, of gas transmission, gathering and stOrage 
pipelines located in the s tates of Maryland, ew York, Ohio, 
Pennsylvania, Virginia and West Virginia. Dominion Energy Gas also 
owns NGL processing plants capable o f processing over 270 ,000 mcf 
per day of natural gas. Hastings is the largest plant and is capable of 
processing over 180,000 mcfpcrday of natural gas. Hastings can a lso 
fractionate over 580.000 Gals per day of GLs into marketab le 
products, including propane. isobutanc, butane and narural gasol inc. 
NGL operations have stOrage capacity of 1,226,500 Gals of propane, 
I 09,000 Gals of isobutanc, 442,000 Gals of butane, 2,000,000 Ga ls of 
natural gaso line and I ,012,500 Gals of mixed GLs. Dominion Energy 
Gas also opcmtes 20 underground gas storage fields located in New 
York , Ohio, Pennsylvania and West Vi rginia, with approxi mate ly 2,000 
storage well s and approximately 399 ,000 acres o f operated leaseholds. 

The tota l designed capacity of the underground storage fie lds 
operated by Dominio n Energy Gas is approximate ly 926 bcf. Certain 
storage fie lds are jointly-owned and operated by Dominion Energy Gas. 
The capacity of those fields owned by Dominion Energy Gas' partners 
totals approximately 223 bcf. 

Dominion Energy 

Cove Point 's LNG facility has an operational peak regasification daily 
send-out capacity o f approximately 1.8 million Dths and an aggregate 
L G storage capacity of approximately 14.6 bcfe. In addition , Cove Point 
has a liquefier that has the potential to c reate approximately 15,000 
Dths/day. 

The Cove Point pipeline is a 36-inch diameter underground, interstate 
natural gas pipeline that extends approxi mately 88 miles from Cove Po int 
to interconnections with Transcontinental Gas Pipe Line Company, LLC 
in Fairfax County, Virginia, and with Co lumbia Gas Transmission, LLC 
and DET! in Loudoun County, Virginia. In 2009, the o riginal pipeline 
was expanded to include a 36-inch d iameter expansion that extends 
approximately 48 miles, roughly 75% ofwhich is parallel to the original 
pipeline. 

Questar Gas distributes gas to customers in Utah, Wyoming and Idaho. 
Questar Gas owns and operates d istribution systems and has a total of 
29,600 miles of street mains, service lines and interconnecting pipelines. 
Questar Gas has a major operations center in Salt Lake Ci ty, and bas 
operations centers, field offices and scrvicc<cntcr faciliti es in other parts 
of its service area. 

Dominion Energy Questar Pipeline operates 2,200 miles ofnarural gas 
transportation pipel ines that interconnect with other pipelines in Utah, 
Wyoming and westem Colorado. Dominion Energy Questar Pipeline's 
system ranges in d iameter from lines that are less than four inches to 
36-inchcs. Dominion Energy Questar Pipeline owns the Clay Basin 
storage facility in northeastern Utah, which has a certificated capacity of 
120 bcf, includ ing 54 bcf of working gas. 

DECG's interstate natural gas pipeline system in South Carolina and 
southeastern Georgia is comprised of nearly I ,500 miles of transmission 
pipeline. 

!-lope's gas distribution network located in West Virginia is comprised 
of3,200 miles of pipe, exclusive of service lines. 

In total, Domin ion Energy has 17 1 compressor stations with 
approximately I ,190,000 installed compressor horsepower. 

P OWER D ELIVE RY 

See Item I. Business, General for details regarding Power Delivery's 
principal properties, which pri marily include transmission and 
distribution lines. 

POWER GE ERATIO ' 

Dominion Energy and Virginia Power gcncmtc electricity for sale on a 
wholesale and a retail level. Dominion Energy and Virginia Power supply 
electricity demand either from their gencmtion facilities or through 
purchased power contracts. As of December 31, 20 17, Power Generation 's 
total utili ty and merchant generating capacity was approximately 26,000 
MW. The following tables list Power Generation's utility and merchant 
generating units and capabil ity, as of December 31,2017. 
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VIRGINIA POWER UTJUTY GENERATIO •(1) 

Plant 
Gas 
Brunswick County (CC) 
Warren County (CC) 
Ladysm~h (CT) 
Bear Garden (CC) 
Remington (CT) 
Possum Point (CC) 
Chesterfield (CC) 
Erlzabeth River (CT) 
Possum Point(6) 
Bellemeade (CC)(6) 
Bremo(6) 
Gordonsville Energy (CC) 
Gravel Neck (CT) 
Darbytown (CT) 
Rosemary (CC) 

Total Gas 
Coal 
Ml Storm 
Chesterfield(6) 
Vtrginia City Hybrid Energy Center 
Clover 
Yorktown(3) 
Mecklenburg(6) 

Total Coal 
Nuclear 
Surry 
North Anna 

Total Nuclear 
Oil 
Yorktown 
Possum Point 
Gravel Neck (CT) 
Darbytown (CT ) 
Possum Point (CT) 
Chesapeake (CT) 
Low Moor (CT) 
Northern Neck (CT) 

Totai Oi 
Hydro 
Bath County 
Gaston 
Roanoke Rapids 
Other 

Total Hydro 
Biomass 
P~tsylvania 

Altavista 
Polyester 
Southampton 

Total Biomass 
Solar 
Wh~ehouse Solar 
Woodland Solar 
Scott Solar 

Total Solar 
Various 
Mt. Storm (CT) 

Power Purchase Agreements 
Total Utaity Generation 

Note: (CT') denotes combu.<tro11 turbme and (CC) de11ote.< combm ed cycle. 

Location 

Brunswick County, VA 
Warren County, VA 
Ladysm~. VA 
Buckingham County, VA 
Remington, VA 
Dumfries, VA 
Chester, VA 
Chesapeake, VA 
Dumfries, VA 
Richmond, VA 
Bremo Bluff, VA 
Gordonsv~le, VA 
Surry, VA 
Richmond, VA 
Roanoke Rapids, NC 

Mt. Storm,WV 
Chester, VA 
Wise County, VA 
Clover, VA 
Yorktown, VA 
Clarksville, VA 

Surry, VA 
Mineral, VA 

Yorktown, VA 
Dumfries, VA 
Surry, VA 
Richmond, VA 
Dumfries, VA 
Chesapeake, VA 
Covington, VA 
Lively, VA 

Warm Springs, VA 
Roanoke Rapids, NC 
Roanoke Rapids, NC 
Various 

Hurt, VA 
Altavista, VA 
Hopewell, VA 
Southampton, VA 

Louisa County, VA 
Isle of Wight County, VA 
Powhatan County, VA 

Mt. Storm, WV 

Net Summer 
Capabihty (MW) 

1,624 
1,268 

610 
439(2) 
323 
138 

4,402 

1,676 
1,672(4) 
3,348 

11 
19,925 

854 

20,779 

Percentage 
Net Summer 

Capabihty 

37% 

21 

16 

4 

100% 

{/)The table excludes Virgi11ia Pol\er's Morgans Ulmer so/nr facility located in Pasquoumk C<lunty. NC, Remington solar facility located in Remington, VA and Oceana solar 
facility located in Ytrgmia Beach, VA h1tich have a net summer capacity of 20 MW. 10 HW and 18 MW, respectively as thesefacilllles are dedicated to Ser\•ing 
non-jurisd;ctionnl customers. 

(2) Excludes 50% undivided illlerest OI\71Cd by ODEC. 
{3) C<la/-jired unit,, are expected to be retired a t Yorktown power station as ear(•• as 2018 as a result of the i<Sua11ce of MA TS 
(4) Exclude.• 11.6% 1111divided interest owned by ODEC. 
(5) Excludes 40% undivided in teres/ owned by Allegheny Generating C<lmpany, a subsidwn• of FtrstEnergy C<l1p. 
(6) In January 2018, Virgmia Po~<.V!rannouncetl it would piau urtam units at thisfaciltry tn cold storagt 
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OOMINIO 

Plant 
Nuclear 
Mlstone 

Total Nuclear 
Gas 
Fairless (CC) 
Manchester (CC) 

Total Gas 
Sola112l 
Escalante I, II and Ill 
Amazon Solar Farm Virginia-Southampton 
Amazon Solar Farm Virginia-Accomack 
Innovative Solar 37 
Moffett Solar 1 
Gran~e Mountain East and West 
Summit Farms Solar 
Enterprise 
Iron Springs 
Pavant Solar 
Camelot Solar 
Midway II 
Indy I, II and Ill 
Amazon Solar Farm Virgtnia---8uckingham 
Amazon Solar Farm Vtrgtnia---Correctional 
Hecate Cherrydale 
Amazon Solar Farm Virginia-Sappony 
Amazon Solar Farm Virginia-Scott II 
Cottonwood Solar 
Alamo Solar 
Maricopa West Solar 
Imperial Valley Solar 
Richland Solar 
CID Solar 
Kansas Solar 
Kent South Solar 
Old River One Solar 
West Antelope Solar 
Adams East Solar 
Catalina 2 Solar 
Mulberry Solar 
Selmer Solar 
Columbia 2 Solar 
Hecate Energy Clarke County 
Ridgeland Solar Farm I 
Azalea Solar 
Grtpperton 
Fremont Solar 
Moorings 2 
Pikevftle Solar 
Wakefield 
Somers Solar 

Total Solar 
Wind 
Fowler Ridge(S) 
NedPower(5) 

Total Wind 
Fuel Cell 
Bridgeport Fuel Cell 

Total Fuel Cell 
Total Merchant Generation 

Nore: (CC) denotes combin~d cycl<. 

LocatiOn 

Waterford, CT 

Fairless Hills , PA 
Providence, Rl 

Beaver County, UT 
Newsoms, VA 
Oak Hall, VA 
Morven, NC 
Ridgeland, SC 
Iron County, UT 
Moyock, NC 
Iron County, UT 
Iron County, UT 
Holden, UT 
Mojave, CA 
Catipatria, CA 
lndianapofts, IN 
Cumberland, VA 
Barhamsvine, VA 
Cape Charles, VA 
Soney Creek, VA 
Powhatan, VA 
Kings and Kern counties , CA 
San Bernardino, CA 
Kern County, CA 
Imperial, CA 
Jeffersonville, GA 
Corcoran, CA 
Lenmore, CA 
Lenmore, CA 
Bakersfield, CA 
Lancaster , CA 
Tranquiity, CA 
Kern County, CA 
Selmer, TN 
Selmer, TN 
Mojave, CA 
White Post, VA 
Ridgeland, SC 
Davisboro, GA 
Clinton, NC 
Fremont, NC 
Lagrange, NC 
Pikevine, NC 
Zebulon, NC 
Somers, CT 

Benton County, IN 
Grant County, WV 

Bridgeport, CT 

{I) Exclude< 6.53% undivided interest in Unit J owned by Ma rsachusel/s Municipal and Green Mountain. 
{2) All solarfocilitie.< are altematmg current. 

Not Summer 
Capability (MW) 

2,001(1 ) 

2,001 

1,240 
468 

1,708 

120(3) 

100 
80 
79 
71 
65(3) 
60 
40(3) 
40(3) 
34(~) 

30(4) 

30 
20(4) 

20 
20 
20 
20 
20 
16(4) 
13(4) 
13(4) 
13(4) 
13(4) 
13(4) 
13(4) 
13(4) 
13(4) 
13(~) 

13(4) 
12(4) 
11(4) 
11(~) 

10(~ ) 

10 
10 

5(4) 
5 
5 
5 
5 
5 
3(4) 

1,112 

150(6) 
132(7) 

282 

15 
15 

5,1 18 

{J) Excludes 50% noncontrollmg interest owned by NRG. Dominion En~rgy 's interest is subject to a litn securing Dominion Solar Projects Ill, Inc.'s debt 
(4) Excludes JJ% noncontrolling interest awned by Terra No•·a Renewable Partne,... Dominion Energy's interest is subject to a lien securing SBL Holden's debt 
(5) Subjectto a /ten secunng the facility's debt. 
(6) Excludes 50% membe,..lup mterest owned by BP. 
(7) Excludes 50% membe,..lup interest owned by Shell 

Percentage 
Not Summer 

Capability 

39% 

33 

6 

100% 
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Item 3. Legal Proceedings 
From time to t ime, the Compan ies are al leged to be in violation o r in 
default under orders, statutes, rules or regulations relating to the 
environment, compliance plans imposed upon or agreed to by the 
Companies, or petmits issued by various local, stale and/or federa l 
agencies fo r tbe construction or operation o f facilit ies. Admin istrative 
proceedings may a lso be pending on these matters. In addition, in the 
ordinary course o f business, the Companies and their subsidiaries arc 
involved in various legal proceedings. 

ln Januaty 2016, Virginia Power sel f-reported a release of mineral o i l 
from the Crystal City substation and began extensive cleanup. Virg in ia 
Power assumed the role o f responsi ble party and has continued to 
cooperate with ongoing requirements for investigative and corrective 
action. ln December 2016, the Virginia State Water Control Board 
approved a consent order between the VDEQ and Virginia Power related 
to this matter, which included a penalty in excess of$ 1 00,000. J'n May 
2017, the VDEQ formally terminated the consent order, finding that a ll 
requirements had been completed. Also in May 20 17, the U.S. 
Department o f the Interior, on behalfof several federal and state 
agencies, proposed a settlement to resol ve the agencies' claims for 
natural resource damages related to the mineral oil release. In Januaty 
20 18, Virginia Power and the natural resource trustee agencies executed 
a settlement agreement that would require Virginia Power to pay 
approximate ly $400,000 to fund wetland restoration and related 
p rojects in the location of the release. Final approval of the settlement is 
pending complet ion of a 30-day pub lic comment period which is 
expected during the first quarter of20 18. 

Sec Notes 13 and 22 to the Consolidated Financia l Statements and 
Future Issues and Other Mailers in Item 7. M D&A, which information is 
incorpomted herein by reference, for discussion o f various 
environ menta l and other regulatory proceedings to which the 
Companies are a party. 

Item 4. Mine Safety Disclosw-es 
Not applicable. 
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Information concerning the executi ve officers of Domin ion Energy, each o f whom is elecied annually, is as follows: 

Name and Age 

Thomas F. Farrell, II (63) 

Mark F. McGettrick (60) 

Robert M. Blue (50) 

PauiD. Koonce(58) 

Diane Leopold (51) 

Mark 0. Webb (53) 

Michele L. Cardiff (50) 

Business Experience Past Five Years{1) 

Cha irman of the Board of Directors, President and CEO of Dominion Energy from April 2007 to date; 
Chairman and CEO of Dominion Energy Midstream GP, LLC (the general partner of Dominion Energy 
Midstream) from March 2014 to date and President from February 2015 to date; CEO of Dominion 
Energy Gas from September 2013 to date and Chairman from March 20 14 to date; Chairman and CEO 
of Virginia Power from February 2006 to date and Que star Gas from September 2016 to date. 

Executive Vice President and CFO of Dominion Energy from June 2009 to date, Dominion Energy 
Midstream GP, LLC from March 201 4 to date, Virginia Power from June 2009 to date, Dominion Energy 
Gas from September 2013 to date, and Questar Gas from Seplember 2016 to date. 

Executive Vice President and President & CEO-Power Delivery Group of Dominion Energy from May 
2017 to date; President and COO-Power Delivery Group of Virginia Power from May 2017 to date; 
Senior Vice President and President & CEO-Dominion Virginia Power of Dominion Energy from 
January 2017 to May 2017; President and COO of Virginia Power from January 2017 to May 2017; 
Senior Vice President-Law , Regulation & Policy of Dominion Energy, Dominion Energy Gas and 
Dominion Energy Midstream GP, LLC from February 2016 to December 20 16 and Questar Gas from 
September 2016 to December 2016; President of Virginia Power from January 2016 to December 2016; 
Senior Vice President-Regulation, Law, Energy Solutions and Policy of Dominion Energy and 
Dominion Energy Gas from May 2015 to January 2016 and Dominion Energy Midstream GP, LLC from 
July 2015to January 20 16; Senior Vice President-Regulation, Law, Energy Solutions and Policy of 
Virginia Power from May 2015 to December 2015; President of Virginia Power from January 2014 to 
May 20 15; Senior Vice President-Law, Public Pol icy and Environment of Dominion Energy from 
January 20 11 to December 2013. 

Executive Vice President and President & CEO-Power Generation Group of Dominion Energy from 
January 2017 to date ; President and COO-Power Generation Group of Virginia Power from May 2017 
to date; Executive Vice President and CEO-Dominion Generation Group of Dominion Energy from 
January 2016 to December 2016; Executive Vice President and CEO-Energy Infrastructure Group of 
Dominion Energy from February 2013 to December 2015; Executive Vice President of Dominion Energy 
from April 2006 to February 2013; Executive Vice President of Dominion Energy Midstream GP, LLC 
from March 201 4 to December 20 15; President and COO of Virginia Power from June 2009 to May 
2017; President of Dominion Energy Gas from September 2013 to December 2015. 

Executive Vice President and President & CEO-Gas Infrastructure Group of Dominion Energy and 
Dominion Energy Midstream GP, LLC from May 2017 to date; President of Dominion Energy Gas from 
January 2017 to date and Questar Gas from August 2017 to date; Senior Vice President and President & 
CEO-Dominion Energy of Dominion Energy and Dominion Energy Midstream GP, LLC from January 
2017 to May 2017; PresidentofDETI, East Ohio and Dominion Cove Point, Inc. from January 201 4 to 
date; Senior Vice President of DETI from April 201 2 to December 2013. 

Senior Vice President-Corporate Affairs and Chief Legal Officer of Domin ion Energy, Virginia Power, 
Dominion Energy Gas, Dominion Energy Midstream GP, LLC, and Questar Gas from January 2017 to 
date; Senior Vice President, General Counsel and Chief Risk Officer of Dominion Energy, Virginia 
Power and Dominion Energy Gas from May 2016 to December 2016; Senior Vice President and 
General Counsel of Dominion Energy Midstream GP, LLC from May 2016 to December 2016 and 
Questar Gas from September 2016 to December 2016; Vice President, General Counsel and Chief Risk 
Officer of Dominion Energy, Virginia Power and Dominion Energy Gas from January 2014 to May 20 16; 
Vice President and General Counsel of Dominion Energy Midstream GP, LLC from March 2014 to May 
2016; Vice President and General Counsel of Dominion Energy and Virginia Power from January 2013 
to December 2013 and Dominion Energy Gas from September 2013 to December 2013. 

Vice President, Contro ller and CAO of Dominion Energy and Virginia Power from Apri l 2014 to date, 
Dominion Energy Gas and Dominion Energy Midstream GP, LLC from March 2014 to date and Questa r 
Gas from September 2016 to date; Vice President-Accounting of DES from January 2014 to March 
2014 ; Vice President and General Auditor of DES from September 2012 to December 2013. 

( I) Any service listed for Virginia Power, Dominion Energy Midstream GP, LLC, Dominion Enerro• Gas, DETI, East Ohio, Dominion Ca\'e Point, Inc .. Questar Gas and DES 
reflects se1vice at a subsidiary of Dominion Energy. 
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Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases 
ofEquity Securities 

Dominion Energy 
Dominion Energy's common stock is listed on the NYSE. At February 15,20 18, there were approximately 123,000 record ho lders of Dominion 
Energy's common stock. The number of record holders is compri sed ofindividual shareholder accounts maintained on Dominion Energy's transfer 
agent records and includes accounts with shares held in (I) ceni ficate form, (2) book-entry in the Direct Registration System and (3) book-entry under 
Domin ion Energy Direct~. Discussions of expected dividend payments and restrictions on Dominion Energy's payment of dividends required by this 
Item are contained in Liquidity and Capital Resources in Item 7. MD&A and Notes 17 and 20 to the Consolidated Financial Statements. Cash 
dividends were paid quanerly in 20 17 and 2016. Quanerly information concerning stock ptices and d ividends is disclosed in 'ote 26 to the 
Consolidated Financial Statements, which information is incorporated herein by reference. 

The following table presents certain infonnation with respect to Dominion Energy's common stock repurchases during the founh quaner of20 17: 

D OMl!'\'ION ENERGY P URCHASES OF EQUITY SECURITIES 
T~ NlJ"'lber Max1mli'Tl Nt.mbor (a 

Tocal AV«IJQO dSNres ApprOXJmar.e Doll..- Value) 
N..nb&- Price Plzchased- Pert dSNresrhai May 

dSivw .. Paldpor dP\Jtjdy- v .. BoPu-chooed...-the 
1Vcl>lsed(1) SNre(>) ~a. a Pr0f7wns Plans a Pr07atns(J) 

101112017-10/31/17 
111112017-11 /30/17 
1211/2017-12/3 1117 

29,305 $76.93 NIA 19,629,059 s hares/$1 .18 bill ion 
8 80.49 NIA 19,629,059 shares /$1 .18 bill ion 
4 83.57 N/A 19,629,059 shares/$1.18 billion 

Total 29,317 $76.93 NIA 19,629,059 shares/$1 .18 bill ion 

(/) 29,305. 8 and 4 shores wen tendered by employees to sotisfj• IDJC withholding obligations on vested restricted stock m October, November and Deunrber 2017, rrspectn•ely. 
(2) Represents the 1Veighted-average price paid per share. 
(3) The remainmg repurchase authorization is pursuant to repurchase authoJ;ty granted by the Dommion Euergy Board of DITectors m Febnwry 1005. as modified m June 

2007. n1e aggregate authorization granted by the Dommion Energy Board of Directors was 86 million shares (as adjusted to reflect a two-for-one stock split distributed in 
November 2007) not to exceed $4 billion. 

Virginia Power 
There is no estab lished publ ic trading market for Virgi nia Power's common stock, all of wh ich is o wned by Dominion Energy. Potential restrictions o n 
Virginia Power's payment of dividends are d iscussed in ole 20 to the Consolidated Financial Statements. ln 2016, no dividends were declared or paid 
given the suffici ency of operating and other cash flows at Dominio n Energy. In 20 I 7, Virginia Power declared and paid quarterl y cash dividends of 
$445 mi llio n, $409 million and $345 millio n during th e first three quarters of20 17. respectively. Virginia Power intends to pay quanerly cash 
dividends in 201 8 but is neither requ ired to nor restricted , except as described above, from making such payments. 

Dominion Energy Gas 
All of Domin ion Energy Gas' membership interests are owned by Dominion Energy. Potent ial restrictions on Dominion Energy Gas' payment of 
d istributions are discussed in ote 20 to the Consolidated Financial Statements. Dominion Energy Gas declared and paid cash distributions of 
$150 mill ion in the second quanerof20 16. Dominion Energy Gas declared and paid cash distributions o f$ 7 mill ion and $8 mi ll ion in the fi rst and 
second quarters of 20 17, respectively. Domi nion Energy Gas intends to pay quarterly cash dividends in 2018 but is neither required to nor restricted , 
except as described above, fro m making such payments. 
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Item 6. Selected Financial Data 

The following table should be read in conjunction with the Consolidated Financial Statements included in Item 8. Financial Statements and 
Supp lementary Data. 

DOMINION ENERGY 

Yeat Ended December 31, 

(m<lllons. -PI" sh¥o1011e<ns) 

Operabng revenue 
Income from continuing operations, net of tax(5) 
Loss from discontinued operations, net of tax(5) 
Net Income attributable to Dominion Energy 
Income from continuing operations before loss from discontinued operations per common share-basic 
Net income attributable to Dominion Energy per common share-basic 
Income from continuing operations before loss from discontinued operations per common share-diluted 
Net income attributable to Dominion Energy per common shar~iluted 
Dividends declared per common share 
Total assets 
Long-term debt 

201 7!11 

$12,586 
2,999 

2,999 
4.72 
4.72 
4 .72 
4.72 

3 .035 
76,585 
30,948 

2016(2) 

$1 1.737 
2,123 

2,123 
3.44 
3.44 
3.44 
3.44 
2.80 

71,610 
30,231 

2015 2014(3) 

$11 ,683 $1 2,436 
1,899 1,310 

1,899 1,310 
3.21 2.25 
3.21 2.25 
3.20 2.24 
3.20 2.24 
2.59 2.40 

58,648 54,186 
23,468 21,665 

2013(4) 

$13,120 
1,789 

(92) 
1,697 

3.09 
2.93 
3.09 
2.93 
2.25 

49,963 
19,199 

(/)Includes $851 million ofta:c benefits resulting from the remeasurement uf deferred mcome taxes to the new corporaJe income ta:c rate, partial~,. offset b\• S96 million of 
after-tax charges associated with equi~v method iiJ'vestments in \\'ind~powered generatioll facilities. 

(l) Includes a $122 million afler-ta:c charge related to fulllre ash pond and landfill closure costs at certain utility generation facilities. 
(J) Includes $148 million of aflt'r·tax charges associated y,-iJh V1rginia legislation enacted in Aprii:!0/4 relating to the de••elopment of a third nuclear Ill/it located at North 

Anna and offshore wind facilities, a S 193 million af/er-uu charge related to Domi111on £nt'rgy's restruclllring of lis producer sen•ices busmess and a $174 million after-tax 
charge associated with the Lwbility Ma nagement Exercise. 

{4) Includes a SJ 09 million ajler·ttu charge related to Dominion Energy's restmcturing of its producer sen• ices business (S 76 million) and an impaim1ent of certain natural gas 
infrastructure assets (SJJ mill1on). A lso in 201 J, Dominion Energy recorded a S92 million after-/OX net loss from the discominued operations of Brayton Point and Kincaid. 

(5) Amounts auributable to Dominion Energy's common shareholders. 
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Item 7. Management 's Discuss ion and Analysis of Financial Condition and Results of Operations 

MD&A discusses Dominion Energy's results of operations and general 
financial condition and Virginia Power's and Dominion Energy Gas' 
results of operations. MD&A shou ld be read in conjunctio n wi th Item I . 
Business and the Consolidated Financial Statements in Item 8. Financial 
Statements and Supplementary Data. Virginia Power and Dominion 
Energy Gas meet the conditions to file under the red uced disclosure 
fom1at , and theretore have omitted certain sections ofMD&A. 

CONTE TS OF MD&A 
MD&A consists of the following infom1ation: 

Forward-Looking Statements 
Accounting Matters-Dominion Energy 
Domin ion Energy 

Results of Operations 
Segment Results of Operat ions 

Virginia Power 
Results of Operat ions 

Dominion Energy Gas 
Results of Operations 

Liquidity and Capital Resources--Dominion Energy 
Future Issues and Other Matters-Dominion Energy 

FORWARD-LOOK! 'G STATEMENTS 

This report contains statements concern ing the Companies' 
expectations, plans, objectives, futu re financial perfom1ance and other 
statements that are not historical facts. These statements are ·'forward
looking statements" within the meaning of the Private Securities 
Litigation Refom1 Act of 1995. ln most cases, the reader can identify 
these forward-loo king statements by such words as "anticipate," 
·~estinlate," ·'forecast," ··expect," ··believe," "should," "could," •·plan," 
" may," "conti nue," " target" or other similar words. 

The Companies make forward-look ing statements with full knowledge 
that risks and uncertainties exist that may cause actual results to differ 
materially !Tom predicted results. Factors that may cause actual results to 
differ are often presented with the forward-looking statements 
themselves. Addit ionally, other factors may cause actual results to d iffer 
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 and other natural disasters, including, but 
not limited to, hurricanes, high wi nds, severe stomlS, earthquakes, 
flooding and changes in water temperatures and availability that can 
cause outages and property damage to faciliti es; 
Federal, state and local legislative and regulatory developments, 
including changes in federal and state tax laws and regulations, 
including provisions of the 2017 Tax Refonn Act that take effect 
beginning in 20 18; 
Changes to federal , tate and local environmental laws and 
regulations, including those related to climate change, the 
tig htening of emiss ion or discharge limits for GJ-IGs and other 
substances, more extensive pern1itting requirements and the 
regulation of add itional substances; 

Cost of environmental compliance, including those costs related to 
c limate change; 
Changes in implementation and enforcement practices of regulators 
relating to environmental standards and litigation exposure fo r 
remedial activities; 
Difficulty in ant icipating mitigation requ irements associated wi th 
environmental and other regulato1y approvals or related appea ls; 
Risks associated with the operation of nuclear facilities, including 
costs associated with the disposal o f spent nuclear fuel, 
decommissioning, plant maintenance and changes in existing 
regulations governing such fac ilities; 
Unplanned outages at facilities in which the Companies have an 
ownership interest; 
Fluctuations in energy-related commodity prices and the effect these 
could have on Dominion Energy's and Dominion Energy Gas' 
earnings and the Companies' liquidity position and the underlying 
value of their assets; 
Counterparty credit and perfortnance risk; 
Global capital market conditions, incl uding the availability o f credit 
and the abil ity to obtain financing on reasonable tem1s; 
Ri sks associated with Virginia Power's membership and participation 
in PJM, including ri sks related to obligations created by the default of 
other participants; 
Fluctuations in the value ofinvestments held in nuclear 
decommissioning trusts by Dominion Energy and Virginia Power and 
in benefit plan trusts by Dominion Energy and Dominion Energy Gas; 
Fluctuations in interest rates or foreig n cu1Tency exchange rates; 
Changes in rat ing agency requiremen ts or credit rat ings and their 
effect on availability and cost of capi tal; 
Changes in financia l or regulatory accounting principles or pol icies 
imposed by governing bodies; 
Employee workforce factors including collective bargaining 
agreements and labor negotiations with union employees; 
Risks of operating businesses in regulated industries that arc subject 
to changing regulatory structures; 
Impacts of acquisitions, divestitures, transfers of assets to joint 
ventures o r Dominion Energy Midstream, and retirements of assets 
based on asset portfolio reviews; 
The expected t iming and likelihood of completion ofthe proposed 
acquisition o fSCANA, including the abi lity to obtain the requi site 
approvals of SCAN A's shareholders and the tem1s and condit ion of 
any regulatory approvals; 
Receipt of approvals for, and timing of, closing dates for other 
acquisitions and divestitures; 
The timing and execution of Dominion Energy Mids tream's growth 
strategy; 
Changes in nlles fo r regional transmission organizations and 
independent system operators in which Dominion Energy and 
Virginia Power participate, including changes in rate designs, 
changes in FERC's interpretation of market rules and new and 
evolving capacity models; 
Political and economic conditions, including inflation and deflation; 
Domestic tcrt·orism and other threatS to the Companies' physical and 
intangible assets, as well as threats to cybcrsccurity; 
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Changes in demand for the Companies' services, including 
industrial, commercial and resident ial growth or decline in the 
Companies' service areas, changes in supplies ofnaiUral gas 
delivered lo Dominion Energy and Dominion Energy Gas' pipeline 
and processing systems, failure to maintain o r replace customer 
contracts on favorable terms, changes in customer growth or usage 
pal!ems, includ ing as a result of energy conservation programs, the 
avai lab ility of energy enicient devices and the use of distributed 
generation methods; 
Addit ional competition in industries in which the Companies 
operate, including in electric markets in which Dominion Energy's 
merchant generation facilities operate and potential competition 
from the development and deployment ofaltemative energy 
sources, such as self-generation and distributed generation 
technologies, and availabil ity of market alternatives to large 
commercial and industrial customers; 
Competiti on in the development, construction and ownersh ip of 
certai n electri c transmission faci lities in Virginia Power's service 
territory in connection with FERC Order 1000; 
Changes in technology, particularly with respect to new, develop ing 
or a ltemative sources of generation and smart grid technologies; 
Changes to regulated electric rates collected by Virginia Power and 
regulated gas distribution, transportation and storage rates, 
including LNG storage, collected by Dominion Energy and 
Domin ion Energy Gas; 
Changes in operating, maintenance and construction costs; 
Timing and receipt of regulatory approva ls necessary for p lanned 
construction or growth projects and compl iance with cond itions 
associated with such regulatory approvals; 
The inability to complete planned construction , conversion or 
growth projects at all , or with the outcomes or within the tem1s and 
time frames initially amicipated , including as a result of increased 
public involvement or intervention in such projects; 
Adverse outcomes in litigation matters or regulatory proceedings; 
and 
The impact o f operational hazards, including adverse developments 
with respect to pipel ine and plant safety or integrity, equipment 
loss, malfunction o r fa ilure. operator erTor, and o ther catastrophic 
events. 

Additi onally. other risks that could cause actual results to differ from 
predicted results are set forth in Item I A. Risk Factors. 

The Companies' forward-looking statements are based on beliefs and 
assumptions using infonnation available at the time the statements are 
made. The Companies caution the reader not to place undue rel iance on 
their forward-looki ng statements because the assumptions, beliefs, 
expectations and projections about future events may, and ofien do, 
differ materiall y from actual results. The Co mpanies under1ake no 
obligation to update any forward-looking statement to reflect 
developments occurring afier the statement is made. 

A CCO UNTING M TTERS 

Critical Accounting Policies and Estimates 
Dominion Energy has identified the fo llowing accounting policies, 
including cer1ain inherent est imates, that as a resu lt ofthcjudgments, 
uncenainties, un iqueness and complex ities of the 
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underlying accounting standards and operations involved, could result in 
material changes to its financial condi tion o r results of operations under 
different conditions or using different assumptions. Dominion Energy has 
discussed the development, selection and disclosure of each of these 
policies with the Audit Committee of its Board of Directors. 

ACCOUNTING IIOR R•~GUL.ATE:O OPERATIONS 

The accounting fo r Dominion Energy's reg ulated electric and gas 
operations differs fi'Om the accounting fo r non regu lated operations in that 
Dominion Energy is required to reflect the effect ofmte regulat ion in its 
Consolidated Financial Statements. For regulated businesses subject to 
federal or state cost-of-service rate regulat ion, 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 penni! the recovery of current costs through futu re rates 
charged to customers, these costs that otherwise would be expensed by 
non regulated companies are deferred as regulatory assets. Li kewise, 
regulatory liabi lities are recognized when it is probable that regulators 
will require customer refunds through future rates or when revenue is 
collected from customers for expenditures that have yet to be incun·ed . 
Generally, regu latory assets and liabilities are amortized into income over 
the period authorized by the regulator. 

Dominion Energy evaluates whether or not recovery of its regulatory 
assets through future rates is probable and makes various assumptions in 
its analysis. The expectations of future recovery are generally based on 
o rders issued by regulatory conunissions, legislation or historical 
experience, as well as discussions with applicable regulatory authorities 
and legal counsel. If recovery of a regulatory asset is dctcm1incd to be less 
than probable, it will be wriuen off in the period such assessment is made. 
Sec otcs 12 and 13 to the Consolidated Financial Statements fo r 
additional infonnation. 

ASSET R ETIRE ll::NT OBUGA TIO~ 

Dominion Energy recognizes liabilit ies for the expected cost of retiring 
tangible long-lived assets for which a legal obligation exists and the ARO 
can be reasonably estimated. These ARCs are recognized at fair value as 
incurred o r when su ffi cient infonnation becomes available to detennine 
fair value and arc generally capital ized as part of the cost of the related 
long-lived assets. In the absence of quoted market prices, Dominion 
Energy estimates the fai r value of its ARCs using present value 
techniques, in which it makes 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. The 
impact on measu remen ts of new ARCs or remeasurements of exist ing 
ARO , usi ng different cost escalation or credit-adjusted risk free rates in 
the future , may be significant. When Dominion Energy revises any 
assumptions used to calculate the fair value o f exist ing ARCs, it adjusts 
the carrying amount of both the ARO liabi lity and the related long-lived 
asset for assets that are in service; for assets that have ceased operations, 
Dominion Energy adjusts the carrying amount ofthe ARO liability with 
such changes recognized in income. Domin ion Energy accrctes the ARO 
liability to reflect the passage oftime. 
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In 20 17, 201 6 and 20 15, Dominion Energy recognized $1 17 mi ll ion , 
$ 104 mill ion and $93 million, respectively, of accretion, and expects to 
recognize $11 7 million in 2018. Dominion Energy records accretion 
and depreciation associated with utility nuclear decommission ing AROs 
and regu lated pipeline replacement AROs as an adjustment to the 
regulatory liabili ties related to these items. 

A significant portion of Dominion Energy 's AROs relates to the future 
deconun issioning of its merchant and utility nuclear facilities. These 
nuclear decommissioning AROs are repott ed in the Power Generation 
segment. At December3 1. 2017, Dominion Energy's nuclear 
decommissioning AROs totaled $1.5 billion, representing 
approximately 62% of its total AROs. Based on their significance, the 
fo llowing discussion of critical assumptions inherent in detennining the 
fair value of AROs relates to those associated with Dominion Energy's 
nuclear decommissioning obligations. 

Domin ion Energy obtains from th ird-party specialists periodic site
specific base year cost studies in order to estimate the nature, cost and 
timing of planned decommissioning activities for its nuclear plan ts. 
These cost studies are based on relevant infom1ation available at the 
ti me they are perforrned ; however, estimates o f future cash flows for 
extended periods of t ime are by nature highly uncertain and may vary 
significantl y from actual results. In addition, Dominion Energy's cost 
estimates inc lude cost escalation rates that are applied to the base year 
costs. Dominion Energy detem1ines cost escalation rates, which 
represent proj ected cost increases over t ime due to both general 
inflation and increases in the coSt of specific decommissioning 
activities, fo r each nuclear facil iry. The selection oftbese cost escalation 
rates is dependent on subjective factors which are considered to be 
critical assumptions. 

I COM E TAXES 

Judgment and the use o f estimates are required in developing the 
provision for income taxes and reporting of tax-related assets and 
liabilit ies. The interpretation of tax laws, including the provisions o f the 
2017 Tax Reform Act, involves uncertainty, since tax authorities may 
interpret the laws differentl y. In add ition, the states in which we operate 
may or may not conforrn to some or all the provisions in the 20 17 Tax 
Refom1 Act. Ultimate resolution or clari fi cation of income tax matters 
may result in favo rable or unfavorable impacts to net income and cash 
flows, and adjustments to tax-related assets and l iabilities could be 
material. 

Given the uncertainty and judgment involved in the detern1ination 
and fi ling of income taxes, there arc standards for recognit ion and 
measurement in fi nancial 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 arc recognized in the financial 
statements must satisfy a more-likely-than-not recognition threshold, 
assuming that the posit ion will be examined by tax authorities wi th fu ll 
knowledge of all relevant inforn1ation. At December 31 , 2017, 
Dominion Energy had $38 mill ion of unrecognized tax benefits. 
Changes in these unrecognized tax benefi ts may result from 
remeasure ment of amounts expected to be realized, settlements with tax 
authorities and expiration of statutes o f! imitat ions. 

Deferred income tax assets and liabilities arc reco rded representing 
future efTects on income taxes for temporary d ifTerences 

between the bases of assets and liabilit ies fo r li nanc ial reporting and tax 
purposes. Dominion Energy evaluates quarterly the probability of 
realizing deferred tax assets by considering current and historical 
financia l results, expectations for fu ture taxable income and the 
availabi lity of tax planning strategtes that can be implemented, if 
necessary, to realize deferred tax assets. Failure to achieve forecasted 
taxable income or successfully implement tax planning strategies may 
affect the realization o f deferred tax assets. Dominion Energy establishes 
a valuation allowance when it is more-l ikely-than-not that all or a pottion 
of a deferred tax asset will not be real ized. At December 31, 2017, 
Dominion Energy had established $146 mill ion of valuation allowances. 

The 2017 Tax Refonn Act includes a broad range of tax reforrn 
provisions afTect ing the Companies, includ ing changes in corporate tax 
rates and business deductions. Many of these provisions difTer 
significantly from prio r U.S. tax law, resulting in pervasive financial 
reporting implicat ions fo r the Companies. The 20 17 Tax Reforrn Act 
includes sign ificant changes to the Internal Revenue Code of 1986, 
including amendments which significantly change the taxation of 
indiv iduals and business en tities and includes speci fi c provisions related 
to regulated public util it ies including Dominion Energy subsidiati es 
Qucstar Gas, Wexpro, Hope, Virginia Power, and Dominion Energy Gas' 
subsidiaries DETI and East Ohio. The more significant changes that 
impact the Companies included in the 2017 Tax Refortn Act are (i) 
reducing the corporate federal income tax rate from 35% to 21 %; (ii) 
limit ing the deductibility of interest expense to 30% of adjusted taxable 
income for certain businesses; (iii) permitting I 00% expensing (I 00% 
bonus depreciation) fo r certain qualified propcny; (iv) eliminating the 
deduction for qualified domestic production activities: and (v) limit ing 
the util ization o f net operating losses arisin g a fter December 3 1, 201 7 to 
80% of taxable income with an indefi nite carry forward. The specific 
provisions related to regulated public util ities in the 20 17 Tax Refonn 
Act generally al low fo r the contin ued deductibil ity of interest expense, 
the exclusion from fu ll ex pensing for tax purposes of certain property 
acquired and placed in service afler September 27, 2017 and continues 
certain rate norrnal ization requirements for accelerated depreciation 
benefits. 

At the date of enactment, the Companies' de ferred taxes were 
remeasured based upon the new tax rate expected to apply when 
temporary d iftercnces are real ized or settled . For regu lated operations, 
many oft he changes in deferred taxes rep resent amou nts probable o f 
collection fro m or refu nd to customers, and arc recorded as either an 
increase to a regu latmy asset or liab ili ty. The 20 17 Tax Reform Act 
includes provisions that s tipulate how these excess deferred taxes may be 
passed back to customers for certain accelerated tax depreciation benefits. 
Potential refunds o f other dcfcnrcd taxes may be dctennincd by our state 
and federa l regulators. For nonrcgulatcd operations, the changes in 
deferred taxes arc recorded as an adjustment to deferred tax expense. 

A CCOU Tl G FOR DERIVATIVE C01 TRACTS AND FINANCIA l, 
INSTHUM E:NTS AT FA IR VA LUE 

Domin ion Energy uses deri vative contracts such as physical and financ ial 
forwards, fu tures, swaps, options and FTRs to manage commodity, interest 
rate and foreign currency exchange rate risks o f its business operations. 
Derivative con tracts, with certain exceptions, are reported in the 
Consolidated Balance Sheets at fair 
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value. The majority of investments held in Dominion Energy's nuclear 
decommissioning and rabbi trusts and pension and other postretirement 
funds are also subject to fa ir value accounting. See otes 6 and 21 to the 
Consolidated Financial Statements for further information on these fa ir 
value measurements. 

Fair value is based on actively-quoted market prices, if available. In 
the absence of actively-quoted market prices, management seeks 
indicative price information from external sources, including broker 
quotes and industry publications. When evaluating pricing infom1ation 
provided by brokers and other pricing services, Dominion Energy 
considers whether the broker is willing and able to trade at the quoted 
price, if the broker quotes are based on an acti ve market or an inactive 
market and the extent to which brokers are uti lizing a particular modeltf 
pricing is not readi ly available. If prici ng information from external 
sources is not available, or if Dominion Energy believes that observable 
pricing information is not indicative o ffai rvalue.judgmcnt is required 
to develop the estimates affair value. In those cases, Dominion Energy 
must estimate prices based on available h istorical and near-term future 
price information and use of statistical methods, including regression 
analysis, that reflect its market assumptions. 

Dominion Energy maximizes the use of observable inputs and 
minimizes the use of unobservable inputs when measuring fair value. 

U E OF E ·n M TES L" GOO DWILL IMPAIRMENT T ESTING 

As of December 3 1,2017, Dominion Energy reponed $6.4 billion of 
goodwill in its Consolidated Ba lance Sheet. A significant portion 
resulted from th e acquisition of the fanner CNG in 2000 and the 
Domin ion Energy QuestarCombination in 2016. 

In Apri l o f each year, Dominion Energy tests its goodwill for potential 
impairment, and perfomJS addi tional tests more frequent ly if an event 
occurs or circumstances change in the interim that would 
more-likely-than-not reduce the fair value of a reponmg unit below its 
carrying amount. The 2017, 2016 and 20 15 annual tests and any interim 
tests did not result in the recognition o f any goodwill impairment. 

In general, Dominion Energy estimates the fair value of its reponing 
units by using a combination of discounted cash flows and other 
valuation technique;, that use multiples ofeamings for peer group 
companies and analyses ofreeenl business combinations involving peer 
group companies. Fair value estimates are dependent on subjective 
factors such as Dominion Energy's est imate of future cash flows, the 
selection of appropriate discount and growth rates, and the selection of 
peer grou p companies and recent t ransactions. TI1ese underlying 
assumptions and estimates are made as of a point in time; subsequent 
modifications, particularly changes in discount rates or growth rates 
inherent in Dominion Energy's estimates of future cash flows, could 
result in a fu tu re impairment of goodwi ll. Although Dominion Energy 
has consistently applied the same methods in developing the 
assumptions and estimates that underlie the fair value calculations, such 
as estimates of future cash flows, and based those estimates on relevant 
information available at the time, such cash flow estimates are highly 
uncertain by nature and may vary significantly from actual results. If the 
estimates o f future cash flows used in 
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the most recent tests had been I 0% lower, the resu lting fair values would 
have st ill been greater than the carrying va lues of each of those reponing 
units tested, indicat ing that no impairment was presen t. 

See otc II to the Consolidated Financia l Statements for additional 
information. 

U EOF ESTl!\lATES IN LONG-LIVED AS ETAND EQUtn' M ETHOD 

IN\'ESTME."'T IMPAIRMENT T ESTL"G 

lmpainnent testi ng for an indivtdual or group oflong-lived assets, 
including intangible assets with definite lives, and equity method 
investments is required when circumstances indicate those assets may be 
impaired. When a long-l ived asset 's carrying amount exceeds the 
undiscounted est imated future cash flows associated with the asset, the 
asset is considered impaired to the extent that the asset's fair value is less 
than its carrying amount. When an equity method investment's carrying 
amount exceeds its fai r value, and the decline in value is deemed to be 
other-than-temporary, an impairment is recognized to the extent that the 
fair value is less than its carrying amount. Performing an impairment test 
on long-l ived assets and equity method investments involves judgment 
in areas such as identifying if circumstances indicate an impairment may 
exist, identifying and grouping affected assets in the case oflong-l ived 
assets, and developing the undiscounted and discounted estimated future 
cash flow:. (used to estimate fair value in the absence of a market-based 
value) associated with the asset, including probabil ity weighting such 
cash flows to reflect expectations about possible variations in their 
amounts or timing, expectations about the o perations of the long-l tved 
assets and equity method investmen ts and the selection o f an appropriate 
discount rate. When detennini ng whether a long-lived asset or asset group 
has been impaired , management groups assets at the lowest level that has 
identifiab le cash flows. Although cash flow est imates are based on 
relevant infonnation available at the time the estimates are made, 
esttmates of future cash flows are, by nature, highly uncertain and may 
vary significantly from actual results. For example, estimates of future 
cash flows would contemplate factors which may change over time, such 
as the c-<pected use of the asset or underlying assets of equity method 
in\'estees, including furure production and sales levels. expected 
fluctuations of prices of commodities sold and consumed and e-<pected 
proceeds from dispositions. See 'ote 9 to the Consolidated Fmancial 
Statements for a discussion ofimpainnents related to certain equity 
method investments. 

EMPLOYEE BENEFIT PL.A ' 

Dominion Energy sponsors noncontributory defined benefit pension 
plans and other postretirement benefit plans fo r el igible active 
employees, ret irees and qualifying dependents. The projected costs of 
providing benefi ts under these plans are dependent, in part, on historical 
information such as employee demographics, the level ofeontributions 
made to the p lans and earnings on plan assets. Assumptions about the 
future, including the expected long-term rate of return on plan assets, 
discount rates app lied to benefit obligations, mortality rates and the 
anticipated rate of increase in health care costs and participant 
compensation, also have a significant impact on employee benefit costs. 
The impact of changes in these factors, as well as differences between 
Dominion Energy's 
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assumptions and actual experience, is generally recognized in the 
Consolidated Statements of Income over the remaining average service 
period of plan participants, rather than immediately. 

The expected long-tenn rates of return on plan assets, discou nt rates, 
healtbcare cost trend rates and mortality rates are critical assumptions. 
Dominion Energy determines the expected long-term rates of return on 
plan assets for pension plans and o ther postretirement benefit plans by 
using a combination of: 

Expected inflation and risk-free interest rate assumptions; 
Historical retu rn analysis to determine long term historic returns as 
well as historic risk premiums for various asset classes; 
Expected future risk premiums, asset volatilities and correlations; 
Forward-looking return expectations derived from the yield on long
term bonds and the expected long-term returns of major stock 
market ind ices; and 
Investment allocation of plan assets. The strategic target asset 
allocation fo r Dominion Energy's pension funds is 28% U.S. eq uity, 
18% non-U.S. equity, 35% fixed income, 3% real estate and 16% 
01her alternative investments, such as private equity investments. 

Strategic investment pol icies are established for Dominion Energy's 
prefunded benefit plans based upon periodic asset/liability studies. 
Factors considered in setting the investment policy include those 
mentioned above such as employee demographics, liability growth 
rates, future discount rates, the funded status of the plans and the 
expected long-term rate of return on plan assets. Deviations from the 
plans' strategic allocation are a function of Dominion Energy's 
assessments regarding short-term risk and reward opportunities in the 
capital markets and/orshort-terrn market movements which result in the 
plans' actual asset allocations varying from the strategic target asset 
allocations. Through periodic reba lancing, actual allocat ions are 
brought back in line with the target. Future asset/liability studies wi ll 
focus on strategies to further reduce pension and other postretirement 
plan risk, whi le still achieving anracti ve levels ofretums. 

Domin ion Energy develops non-investment related assumptions, 
which are then compared to the forecasts of an independent investment 
advisorto ensure reasonableness. An internal committee selects the final 
assumptions. Dominion Energy calculated its pension cost using an 
expected long-terrn rate of return on plan assets assumption of8.75% fo r 
20 17,20 16 and 20 15. For 2018, the ex pected long-term rate ofretum 
for pension cost assumption is 8.75%. Dominion Energy calculated its 
other postretirement benefit cost using an expected long-term rate of 
return on plan assets assumption of 8.50% for 2017, 20 16 and 20 15. For 
20 18, the expected long-tem1 rate o fretum fo r other postretirement 
benefit cost assumption is 8.50%. The rate used in calculating o ther 
postretirement benefit cost is lower than the rate used in calculating 
pension cost because of differences in the relative amounts of various 
types of investments held as p lan assets. 

Dominion Energy detellllines discount rates from analyses of ANAa 
rated bonds with cash flows matching the expected payments to be 
made under its plans. The d iscount rates used to calculate pension cost 
and other postretirement benefit cost ranged from 3.3 1% to 4.50% for 
pension plans and 3.92% to 

4.4 7% for other postretirement benefit plans in 2017, ranged from 2.87% 
to 4.99% for pension plans and 3.56% to 4.94% for other postretirement 
benefit plans in 2016 and were 4.40% in 2015 . Dominion Energy selected 
a discount rate ranging from 3.80% to 3.8 1% for pension plans and 3. 76% 
for other postretirement benefit plans for detem1ining its December 31 , 
201 7 projected benefit obligations. 

Dominion Energy establishes the hcalthcare cost trend rate assumption 
based on analyses of various factors inc lud ing the specific provisions of 
its medical plans, actual cost trends experienced and projected. and 
demographics of plan participants. Dominion Energy's healthcare cost 
trend rate assumption as of December 3 1,20 17 was 7.00% and is 
expected to gradually decrease to 5.00% by 2022 and continue at that 
rate for years thereafter. 

Mortality rates are developed from actual and projected plan 
experience for postretirement benefit plans. Dominion Energy 's actuary 
conducts an experience study periodically as part of the process to select 
its best estimate ofm011ality. Dominion Energy considers both standard 
mortality tables and improvement factors as well as the plans' actual 
experience when select ing a best estimate. During 2016, Dominion 
Energy conducted a new experience study as scheduled and, as a result, 
updated its mortal ity assumptions. 

The following table illustrates the effect on cost of changing tJ1e cri tical 
actuarial assumptions previously discussed, while holding all other 
assumptions constant: 

Increase In Net PS"iodiC Cost 

Ctmgeln OCI1I>' 
Adua'ial """"" PoWeoremenl 

As>trnllllC>l llene6ts BeneiiS 

(m,ll><ns • .._ p«cnoges) 

Discount rate (0.25)% $20 $ 3 
Long-term rate of return on plan assets (0.25)% 19 4 
Heal!hcare cost trend rate 1 % N/A 24 

In addit ion to the effects on cost, at December 3 1, 20 17, a 0.25% 
decrease in the discount rate would increase Dominion Energy's 
projected pension benefi t obligation by $338 mi lli on and its 
accumulated postretirement benefit obligation by $44 million , while a 
1.00% increase in the healthcare cost trend rate would increase its 
accumulated postretirement benefit obligation by $158 million. 

See ote 2 1 to the Consolidated Financial Statements for additional 
information on Dominion Energy's employee benefit plans. 

New Accounting Standards 
See Note 2 to the Consolidated Financial Statements for a discussion of 
new accoun ting standards. 
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Dominion Energy 

R ESULTS OF OPERATIONS 

Presented below is a summary of Dominion Energy's consolidated 
results: 

v-Erdod 
Oeooonbo< 31, 2017 sch.,s• 2016 $Ch!rge 2015 
(rrulioos, .._ EPS) 

Net income attributable to Dominion 
Energy $2,999 $876 $2,123 $ 224 $1 ,899 

Diuted EPS 4.72 1.28 3.44 0.24 3.20 

Overview 

20 I 7 VS. 20 I 6 

Net income attributab le to Dominion Energy increased 41 %, pri mati ly 
due to benefi ts resu lting from the remeasurcment of deferred income 
taxes to the new corporate income tax rate, the Dominion Energy 
Questar Combination and an absence o f c harges related to furu re ash 
pond and land fi ll closures. These increases were panially offset by lower 
renewable energy investment ta-x credits and charges associated with 
equity method investments in wind-powered generation facil ities. 

2016VS.20 15 

et income attri butable to Dominion Energy increased 12%. primarily 
due to higher renewable ene rgy investment tax credits and the new PJM 
capacity perfonnance market efTect ive June 20 16. These increases were 
panially o ffset by a decrease in gains from agreements to convey sha le 
development rig hts underneath several natural gas storage fi elds and 
charges related to fu ture ash pond and landfi ll closure costs at certajn 
util ity generation facilities. 

Analysis of Consolidated Operations 
Presented below are selected amounts related to Domjnion Energy's 
results of operations: 

Year Erdod December 31, 2017 s Ch.-.se 2016 sc~ 2015 
(mdlias) 

Operating Revenue $12,586 $849 $11 ,737 s 54 $11 ,683 
Electric fu el and other 

energy-related purchases 2,301 (32) 2,333 (392) 2,725 
Purchased electric capacity 6 (93) 99 (231) 330 
Purchased gas 701 242 459 (92) 551 
Net Revenue 9,578 732 8,846 769 8,077 
Other operations and 

maintenance 2,875 (189) 3,064 469 2,595 
Depreciation, depletion and 

amortization 1,905 346 1,559 164 1,395 
Other taxes 668 72 596 45 551 
0 ther income 165 (85) 250 54 196 
Interes t and related charges 1,205 195 1,010 106 904 
Income tax expense 

(benem) (30) (685) 655 (250) 905 

50 

An analysis o f Dominion Energy's results of operations fo llows: 

2017 v. 20 16 

Net revenue increased 8%, ptimari ly reflecting : 
A $663 million increase from the operations acq uired in the 
Dominion Energy QuestarCombination being included for all o f 
2017; 
A $97 million e lectric capacity benefit related to non-ut il ity 
generators($ 133 million) and a benefit due to the annual PJM 
capacity perfo rmance market effective June 2016 (S 123 million), 
pan ially offset by the annual PJM capacity performance market 
effective June 201 7 (S 159 mi llion); 
An $86 million increase due to additional gene ration output rrom 
merchant solar generating projects; 
A $7 1 mi ll ion increase in sales to electtic ut ility retail customers due 
to the effect of changes in customer usage and other facto rs, including 
$25 mi ll ion re lated to customer growth ; 
A S63 mi llio n increase fro m regulated natural gas t ransmission 
growth projects placed in service; 
A S46 mi ll ion increase from rate adjustment clauses associated with 
e lectric utility operations; and 
A $34 mi ll ion increase in services perfo nned for Atlantic Coast 
Pipeline. 

These increases were panially offset by: 
AS 144 mi llion decrease from Cove Poi nt impo n contracts; 
AS 114 millio n decrease d ue to unfavorable pti cing at merchant 
generatio n facili t ies; and 
A decrease in sales to electric utility reta il customers from a decrease 
in cooling degree days during the cooling season of20 17 ($53 
million) and a reduction in heating degree days du ri ng the heating 
season of20 17 ($28 million). 

Other operations and maintenance decreased 6%, primari ly reflecting: 
A $ 197 mill ion absence of charges related to future ash pond and 
landfill c losure costs at cenain utility generation facil ities; 
AS 115 million decrease in cenain electric transmission-related 
expenditu res. These expenses are primari ly recovered through state 
and FERC rates and do not impact net income; 
A $78 million bene fi t from the sale o f cett ain assets associated with 
nonregu lated retail energy marketi ng operations; 
The absence of organizational desig n in itiative costs ($64 mi ll io n); 
and 
A $46 mi ll ion decrease in stonn damage and service restoration costs 
associated with e lectric m i lity operat ions, pattia lly offset by 
AS 162 million increase from the operat ions acquired in the 
Dominion Energy QuestarCombination being included for all of 
2017; 
A S92 mi ll ion increase in salaries, wages and benefits; 
A $36 mi ll ion increase in outage costs; and 
A S33 mi ll ion increase in services perfo nned fo r Atlantic Coast 
Pipeline. These ex penses are billed to Atlantic Coast Pipeline and do 
not significan tly impact net income. 

Depreciation , depletion and amortization increased 22%, primarily due 
to the operations acquired in the Dominio n Energy QuestarCombination 
being included for all of20 17 ($162 million) 
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and various growth projects being placed imo service (SJ 51 mill ion). 
Other taxes increased 12%, primarily due to the operations acquired in 

the Dominion Energy Questar Combination being included fo r all o f 
201 7 ($35 mi ll ion) and increased property taxes related to growth 
projects placed into service ($27 million). 

Other Income decreased 34%, primarily due to charges associated with 
equity method investments in wind-powered generation faci lities ($158 
mi ll ion), partially offset by an increase in earnings, excluding charges, 
from equity method investments ($29 million) and an increase in 
AFUDC associated with rate-regulated projects ($23 mi llion). 

Interest and related charges increased 19%, primarily due to higher 
long-term debt interest expense resulting from debt issuances in 2016 
and 20 17 ($1 71 million) and debt acquired in the Dominion Energy 
QuestarCombination ($37 million). 

Income tax expense decreased $685 mi llion, primarily due to benefit s 
resulting fro m the remeasurement o f defetTed income taxes to the new 
corporate income tax rate ($851 mi l lion), pa11ially off.set by lower 
renewab le energy investment tax credits ($133 million). 

20 16 vs. 20 15 

Net revenue increased I 0%, primarily reflecting: 
A $544 million increase from electric utili ty operations, primarily 
reflecting: 

A $225 mill ion electric capacity benefit, primarily due to the 
new PJ M capacity performance market effective June 2016 
(S 155 million) and the expirat ion of non-utility generator 
contracts in 2015 ($58 mill ion): 
An increase from rate adjustment clauses($ 183 million); and 
The absence of an $85 million write-off of deferred fuel costs 
associated with Virginia legislat ion enacted in February 20 15; 
and 

A $305 mill ion increase due to the Dominion Energy Questar 
Combination. 

These increases were partially offset by: 
A $47 mill ion decrease trom merchant generation operations, 
primarily due to lower realized prices at certain merchant generation 
facil ities ($64 million) and an increase in planned and unplan ned 
outage days in 2016 ($26 million), partiall y offset by additional 
solar generating facilities placed into service ($3 7 million); 
AS 19 mill ion decrease tram regulated natural gas transmission 
operations, primarily due to: 

A $1 4 mill ion decrease in gas tran sportation and storage 
act ivit ies, primarily due to decreased demand charges ($28 
million), increased fuel costs ($ 13 mi ll ion), eonLract rate changes 
($1 1 million) and decreased revenue trom gathering and 
extraction services ($8 mill ion). partially offset by expansion 
projects placed in service($ 18 million) and increased regulated 
gas sales ($20 million); and 
A $17 million decrease in GL act ivities, due to decreased 
prices ($ 15 million) and volumes ($2 mill ion); pa1tially offset by 
AS 12 million increase in other revenues, primarily due to an 
increase in services performed for Atlantic Coast Pipeline ($2 1 
million), partiall y offset by decreased amor-

tization of deferred revenue associated with conveyed shale 
development rights ($4 million); and 

AS 12 million decrease from regulated natural gas dis tribution 
operat ions, primalily due to a decrease in rate adjustment clause 
revenue related to low income assistance programs ($26 million) and 
a decrease in sales to customers due to a reduction in heating degree 
days ($6 million), partially off:·ct by an increase in AMR and PIR 
program revenues($ 18 million). 

Other operations and maintenance increased 18%, primari ly reflecting: 
AS 148 mil lion increase due to the Domin ion Energy Questar 
Combination, includi ng $58 million o f transaction and transition 
costs; 
A $98 mi ll ion increase in charges related to future ash pond and 
landfill closure costs at certain utility generation facilities; 
A $78 mi ll ion decrease in gains from agreements to convey shale 
development rights underneath several natural gas storage fi elds; 
Organizationa l design initiative costs ($64 million); 
A $50 million increase in storm damage and service restoration costs, 
including $23 million for Hurricane Matthew; 
A $20 million increase in services performed for Atlantic Coast 
Pipeline. These expenses are billed to Atlant ic Coast Pipeline and do 
not signifi cantl y impact net income; and 
AS 16 million increase due to labor contract renegotiations as well as 
costs result ing from a union workforce temporary work stoppage; 
partially offiet by 
A $26 million decrease in bad debt expense at regulated natural gas 
distribution operations primarily related to low income assistance 
programs. These bad debt expenses are recovered through rates and 
do not impact net income. 

Depreciation, depletion and amortization increased 12%, primarily due 
to various expansion projects being placed into service. 

Other income increased 28%, primarily due to an increase in earnings 
from equity method investments ($55 million) and an increase in AFUDC 
associated with rate-regulated projects (S 12 million), partially offset by 
lower realized gain s (net ofinvestment income) on nuclear 
decommission ing trust fu nds ($19 million). 

Interest and related charges increased 12%, primarily due to higher 
long-term debt interest expense resulting from debt issuances in 2016 
(S 134 million), partially offset by an increase in capitalized interest 
associated with the Cove Point Liquefaction Project ($45 million). 

Income tax expense decreased 28%, prinmily due to higher renewable 
energy investment tax credits ($189 mil l ion) a nd the impact of a state 
legislative change ($14 million), partially offset by higher pre-tax income 
($ 15 mi ll ion). 

Outlook 
Dominion Energy's strategy is to cont inue focusing on its regulated and 
long-tem1 contracted businesses while maintai ning upside pote ntial in 
well-positioned non regulated businesses. The goals of this stmtegy are to 
provide EPS growth, a growing div idend and to maintain a stab le cred it 
profile. Dominion Energy expects approximately 90% of earnings from 
its primary operating segments to come from regulated and long-term 
contracted businesses. 
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Domin ion Energy's 2018 net income is expected to decrease on a per 
share basis as compared to 2017 primarily from the fo llowing: 

Absence of a benefit fro m remeasurement of deferred income taxes 
fro m the 20 17 Tax Reform Act; 
Reduction o f solar in vestment tax credits; 
lncreases in interest and related charges; 
An increase in depreciat ion, depletion, and amortizat ion; and 
Share dilution. 

T hese decreases are expected to be partially offset by the following: 
Revenues from the Liquefact ion Project ; 
A retum to nonual weather in its e lectric uti lity operat ions; 
Growth in weather-norma lized electric utility sales of app roximately 
1.5%; 
Construction and operation of growth proj ects in electric utility 
operations and associated rate adjus tment c lause revenue; 
Construction and operation of growth projects in gas transmi ssion 
and d istribution; 
Absence of additio nal refueling outages at Millstone; and 
A lower effective tax rate, driven by the tax reform. 

In addi tion, if the merger with SCANA is completed in 20 18, it wo u ld 
result in a decrease to net income as the result of charges to be inctmed 
for refunds to SCE&G electric customers, Wii tc-offs ofrcgulat01y assets 
and transaction costs. 

SEGMENT RESULTS OF OPERATIONS 

Segment resu lts include the impact ofintersegment revenues and 
expenses, which may result in intersegment profit o r loss. Presented 
below is a summary of contributions by Dominion Energy's operating 
segments to ne t income attributable to Dominion Energy: 

Year Ended December 31, 

(m•llicns, except EPS) 

f'oNII'O<ilvery 
PoNer GMet-atlon 
Gas rrtras•uctLre 

CaporateMd Other 
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Net 
In eo me 

Mtributable 
to Dominion 

Energy 

$ 531 

1,181 

898 
2,610 

389 

$2,999 

2017 

Net 
rrcome 

anrituat1e 
Ollutod toDomlrioo 

EPS Energy 

$4.83 $ 484 
1.86 1.397 
U1 726 
4.10 2,007 

0.62 (484) 

$4.n $2,1Zl 

2016 2015 
Net 

rnca!1e 
aftrl00tati8 

OdtM!d aoDanlrioo Diluted 
EPS Energy EPS 

$0.78 $ 400 $0.82 

2.26 1,120 1.89 
1.18 600 1.15 

4.22 2,200 3.86 
(0.78) (391) (0.66) 

S 3.44 $1,899 $3.20 

Power De livery 
Presented below are operating statistics related to Power Delivery's 
operat ions: 

2017 '.4 Change 2016 % Ch!rjle 2015 

Electricity delivered (million MWh) 
Degree days: 

Cooling 
Heating 

Average electric dis tribution customer 
accounts (thousands )(1) 

(I) Period a••erage. 

83.4 -% 

1,801 (2) 
3,104 (10) 

2,574 

83.7 -% 83.9 

1,830 (1) 1,849 
3 ,446 1 3,416 

2,549 2,525 

Presented below, on an after-tax basis, are the key fac tors impacti ng 
Power Delivery 's net income conui bution: 

201 7 vs. 2016 

(mtllkrls, exoep EPS) 

Regulated electric sales: 
Weather 
Other 

FERC transmission equity return 
Storm damage and service restoration 
Other 
Share d~ution 
Change in net income contribution 

2 0 I 6 vs. 20 I 5 

(millions. except EPS) 

Regulated electric sales: 
Weather 
Other 

FERC transmission equity return 
Storm damage and service restoration 
Depreciation and amortization 
AFUDC return 
Interes t expense 
Other 
Share dMion 
Change in net income contribution 

P ow er Generation 

ln<:rease {Oec:rease) 
Amount EPS 

$(14) $(0.02) 
15 0 .02 
14 0.02 
14 0.02 
18 0.03 

(0.02) 
$47 $0.05 

Increase (Decrease) 
Am<Ut EPS 

s (1) s -
1 

41 0.07 
(16) (0.03) 
(10) (0.02) 

(8) (0.01 ) 
(5) (0.01 ) 
(8) (0.01 ) 

(0 .03 ) 
s (6) $(0.04) 

Presen ted below arc operating statistics re lated to Power Generation 's 
operations: 

Year EndedDecember31, 2017 •.4 Chanse 2016 %C~ 2015 

Electricity supplied 
(m~lion MWh): 
Utilny 85.0 (3)% 87.9 3% 85.2 
Merchant 28.9 28.9 7 26.9 

Degree days (electric 
utility service area): 
Cooling 1,801 (2) 1,830 (1) 1,849 
Heating 3,104 (10) 3,446 3,416 
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Presented below, on an after-tax basis, are the key factors impacting 
Power Generation's net income contribution: 

2017 vs. 2016 

k\crease (Deerea.) 
Amount EPS 

(m !loons. ex<:<!lf EPS) 

Regulated electric sales: 
Weather 
Other 

Electric capac~y 
Depreciation and amortization 
Renewable energy investment tax credits 
Merchant generation margin 
Interest expense 
Outage costs 
Other 
Share dilution 
Change in net income contribution 

2016 vs. 20 15 

$ (36) $(0.06) 
32 0.05 
58 0.09 

(46) (0.07) 
(133) (0.21) 

(28) (0.04) 
(25) (0.04) 
(22) (0.03) 
(16) (0.03) 

(0.06) 
$(216) $(0.40) 

Wease (Decrease) 

(mtiiKn:,cx~EPS) 

Regulated electric sales: 
Weather 
Other 

Renewable energy investment tax credits 
Electric capac~y 
Merchant generation margin 
Rate adjustment clause equ~ return 
Noncontrolling interest(!) 
Depreciation and amortization 
Other 
Share dMion 
Change in net income contribution 

Am CUll 

s 2 
13 

186 
137 
(34) 
24 

(28) 
(25) 

2 

$277 

{I) Represents noncontrollmg mterest related to merchant solar partnerships. 

Gas Infrastructure 
Presented below are selected operating stati stics rela ted to Gas 

In frastruc tu re's operations. 

Yo. Ended December 31, 2011 •.t. Chans• 2016 'lloC~ 
Gas distribution throughput 

(bcf)(t): 
Sales 130 113% 61 126% 
Transportation 654 22 537 14 

Heating degree days (gas 
distribution service area): 
Eastern region 4,930 (6) 5,235 (8) 
Western region(t) 4,892 161 1,876 100 

Average gas distribution customer 
accounts (thousands )(1 )(2): 

Sales 1,240 1,234(3) 4 14 
Transportation 1,086 1 ,071 

Average retail energy marketing 
customer accounts 
(thousands)(2) 1,405 2 1.376 6 

{I) Includes Dommion Energy Questar effective September 1016. 
{1) Period average. 

EPS 

$ -
0.02 
0.31 
0 .23 
(0.06) 
0.04 

(0 .05) 
(0 .04) 
0 .01 

(0 .09) 
$0.37 

2015 

27 
470 

5 ,666 

240 
1,057 

1,296 

(3) In cludes Dommion En erg; Questar customer accomusfor the entrre year. 

Presented below, on an after-tax basis, are the k ey factors impacting Gas 

Infrastruc ture's net income contribut ion: 

201 7 v. 2016 

(m.tl-.ex<:<!lfEPS) 

Dominion Energy Questar Combination 
Sale or certain retail energy marketing assets 
Asstgnment or shale development rights 
Noncontrolling interest(1 ) 
Cove Point import contracts 
Transportation and storage growth projects 
Other 
Share dilution 

lna"MM (Decrease) 
Amounl EPS 

$184 
48 
13 

(30) 
(86) 
29 
14 

$172 

s 0.30 
0.08 
0.02 

(0.05) 
(0.14) 
0.04 
0.02 

(0.04) 
$0.23 

(I) Rep,ysents the portion of eammgs allributable to Dominion Eurgy \f1dstream's 
public unitholders. 

20l6VS.20 l 5 

(m lhono. excep& EPS) 

Gas distribution margin: 
Weather 
Rate adjustment clauses 
Other 

Assignment or shale development rights 
Dominion Energy Questar Combrlation 
Other 
Share diution 
Change in net income contribution 

Corporate and Other 

lncr .... (Decrease) 

Nn<ut EPS 

s (4) 
11 
6 

(48) 
78 

3 

$46 

$(0.01) 
0.02 
0.01 
(0.08) 
0.13 
0.01 

(0.05) 
s 0.03 

Presented below are the Corporate and Other segment 's after-tax resu l ts: 

v- ErdodO""""'bor 31. 2017 2016 2015 

(m 1110'11.- EPS .-nans) 

SpecifiC i1ems attributable to operating segments $861 s (180) s (136) 
SpecifiC i1ems attributable to Corporate and 

Other s~ment (151) (44) (5) 

Total specifiC i1ems 710 (224) (1 41) 
Other cor~rate operations (321) (260) (250) 

Total net expense $ 389 s (484) $ (391 ) 

EPSim~ct $0.62 $(0.78) $(0.66 ) 

T OTAL SPECIFIC ITEMS 

Corporate and Other includes specific items attributable to Dominion 

Energy's primary operati ng segments that are not included in pro fit 
measures eval uated by executive management in assessing the segments' 

performance or in allocating resources. See o te 25 to the Consol idated 
Financial Statements for discussion ofthese items i n more detail. 

Corporate and Oth er also includes speci fic items am ibutable to the 
Corporate and Othcr segment. ln201 7, this primari ly included 
$124 million o f tax benefits resul t ing from the remeasurement of defen·ed 

income taxes to the new corporate income tax rate. ln 2016, this p1imari ly 

included $53 million ofafter-ta.x t ransaction and transition costs 

associated with the Dominion Energy QuestarCombination . 
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VIRGINIA P OWER 

R ESULTS OF OPERAT IONS 

Presented below is a sununary ofVi rginia Power's consolidated results: 

v ... Endod 
Oec&'ll ber 31, 
(mlllals) 

Net Income 

Overview 

2017 vs. 2016 

2017 $ Change 

$1,540 $322 

2016 SCN>:ge 2015 

$1,218 $131 $1,087 

Net income increased 26%, primaril y due to the absence of charges 
related to future ash pond and land fill c losures costs, a benefi t from the 
remeasurement o f deferred income taxes to the new corporate inco me 
tax rate and an electric capacity benefit. 

20 16 vs. 20 15 

Net income increased 12%, primarily due to the new PJM capacity 
performance market effective June 20 16, an increase in rate adjustment 
clause revenue and the absence of a write-off of deferred fuel costs 
associated with the Virg in ia legislation enacted in February 20 15. These 
increases were partially offi;et by charges related to future ash pond and 
landfill closure costs at certain utility generation faci lities. 

Analysis of Consolidated Operations 
Presented below are selected amounts re lated to Virginia Power's results 
of operations: 

y.., Ended o..,..,bo< 31. 2017 $ Chan sa 2016 sc~ 2015 
(millioos} 

Operating Revenue $7,556 $ (32) $7,588 s (34) $7,622 
Electric fuel and other 

energy-related purchases 1,909 (64) 1,973 (347) 2,320 
Purchased electric 

capacity 6 (93) 99 (231) 330 
Net Revenue 5,641 125 5 ,516 544 4,972 
Other operations and 

maintenance 1,478 (379) 1,857 223 1,634 
Depreciation and 

amortization 1,141 116 1,025 72 953 
Other taxes 290 6 284 20 264 
Other income 76 20 56 (12) 68 
Interest and related 

charges 494 33 461 18 443 
Income tax expense 774 47 727 68 659 

An analysis of Virginia Power's results of operations follows: 

2017 VS. 2016 

Net revenue increased 2%. plimari ly reflecting: 
A $97 million electric capacity benefit related to non-utility 
generators ($133 mil lion) and a benefi t d ue to the annual PJM 
capacity petfonnance market effective June 20 16 {$123 mill ion), 
partial ly offset by the annual PJM capacity perfonnance market 
effect ive June 2017 ($159 million); 
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A$ 71 million increase in sales to re tai l customers due to the effect 
of changes in customer usage and other factors , including 
$25 million related to customer growth; and 

A $46 million increase from rate adjustment clauses; partially offset 
by 
A decrease in sales to retail customers from a decrease in cooling 
degree days during the cooling season of20 17 ($53 million) and a 
reduction in heating degree days during the heating season o f20 17 
($28 million). 

Other o perations and maintenance decreased 20%, pli marily reflecting: 
A $ 197 million decrease due to the absence o f charges related to 
future ash pond and landfill closure costs at certain utility generation 
faci lities; 
A $115 million decrease in certain electric transmission-related 
expenditures. These expenses are primarily recovered through state 
and FERC rates and do not impact net inco me; 
A $46 mill ion decrease in stom1 damage and service restoration costs; 
and 
The absence o f organizat ional design init iati ve costs ($32 million); 
part ially offset by 
A $37 mi ll ion increase in salaries, wages and benefit s and genera l 
admin istrati ve expenses. 

Depreciation and amortization increased I I%, primari ly due to various 
growth projects being placed into service ($58 mi llion) and revised 
depreciation rates ($40 million). 

Other income increased 36%. primatily refl ecting: 
An $1 I mill io n increase in interest income assoc iated with the 
settlement of state income tax refu nd claims; 
An $11 millio n increase from the assignment ofVirginia Power's 
electri c transmission tower rental portfol io ; and 
An $8 mi ll ion increase in AFUDC associated wi th rate-regulated 
projects; partia lly offset by 
A $16 million charge associated with a customer settlement. 

Income tax expense increased 6% primarily due to higher pre-tax 
income (S 139 million). partially offset by benefi ts resulting fro m the 
remeasuremen t of deferred income taxes to the new corporate income tax 
rate ($93 million). 

2016 vs. 20 15 

Net revenue increased II %, primari ly refl ecting: 
A $225 mill ion e lectric capacity benefit, ptimarily due to the new 
PJM capacity perfom1ance market effect ive June 2016 ($155 million) 
and the expi ration of non-utility generator contracts in 2015 ($58 
million); 
An increase ti·om rate adjustment clauses ($ 183 million); and 
The absence of an $85 million write-offofde fetTed fuel costs 
associated with Virginia legislat ion enacted in February 2015. 

Other operations and maintenance increased 14%, pti marily reflecting: 
A $98 mill ion increase in charges related to future ash pond and 
landfill closu re costs at certain utility generat ion facilities; 
A $50 million increase in storm damage and service restoration costs, 
including $23 million for Hurricane Matthew; 
A $37 mill ion increase in salaries, wages and benefits and genera l 
administrative expenses; and 
Organizational design initiative costs ($32 million). 

Income tax expense increased I 0%, primarily reflect ing higher pre-tax 
income. 
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DOMINION ENERGY GAS 

R ESULTS OF OPERATIONS 

Presented below is a summary of Domi nion Energy Gas' consolidated 
results: 

Yfli!l Etded Oecemba' 31, 2017 $Change 2016 $CimQe 2015 
(malions) 

Net Income $61 5 $223 $392 $(65) $457 

Overview 

20 17 vs. 20 16 

Net income increased 57%, primarily due to a benefit !Tom the 
remeasu rement of deferred income taxes to the new corporate income 
tax rate and gas transportation and storage activities from growth 
p rojects p laced into service. 

201 6 VS. 20 IS 

Net income decreased 14%, primarily d ue a decrease in gains from 
agreements to convey shale development rights underneath several 
narural gas storage fi elds. 

Analysis of Consol idated Operations 
Presen ted below are selected amounts related to Dominion Energy Gas' 
results of operat ions: 

Yet111 Ended December 31, 2017 s Chanse 2016 SC~w-ge 2015 
(mill""') 

Operating Revenue $1 ,814 $176 $1 ,638 $ (78) $1.716 
Purchased gas 132 23 109 (24) 133 
Other energy-related 

purchases 21 9 12 (9) 2 1 
Net Revenue 1,661 144 1.517 (45) 1.562 
Other operations and 

maintenance 527 53 474 84 
Depreciation and 

amortization 227 23 204 (13) 
Other taxes 185 15 170 4 
Eamngs from equity 

method investee 21 21 (2) 
Other income 20 9 11 10 
Interest and related 

charges 97 3 94 21 
Income tax expense 51 (1 64) 215 (68) 

An ana lysis of Dominion Energy Gas' results o f operations fo llows: 

20 17 VS.2 0 16 

Net revenue in creased 9%, pri marily reflecting: 
A $55 mill ion increase due to regulated natural gas transmission 
growth proj ects placed in service; 
A S34 mi ll ion increase in services performed for Atlantic Coast 
Pipeline; 
A $24 mill ion increase in PIR program revenues; and 

390 

217 
166 

23 

73 
283 

A $ 16 mill ion increase in rate recovery fo r low income assistance 
programs associated with regulated natural gas distribution 
operat ions. 

Other operations a nd maintenance increased I I%, primari ly re flect ing: 
A $33 mi ll ion increase in services performed for Atlantic Coast 
Pipeline. These expenses are billed to Atlantic Coast Pipeline and do 
not significantly impact net income; 
A $16 mi ll ion increase in bad debt expense at regu lated natural gas 
distribution operations primarily related to low income assi stance 
programs. These bad debt expenses arc recovered through rates and 
do not impact net income; 
AS 15 million increase due to a charge to write-off the balance o f a 
regulatory asser no longer considered probable o f recovery; and 
AS 13 million increase in salaries, wages and benefits and general 
admini strative expenses; partially offset by 
A S25 mill ion increase in gains !Tom agreements to convey shale 
developmen t rights underneath several natural gas storage fields. 

Depreciation and amortization increased I I%, ptimarily due to growth 
projects being p laced into service. 

Other income increased 82%, primarily d ue to a $12 million increase in 
AFUDC associated with rate-regulated projects, pa11ially offset by the 
absence of the 2016 sale of a portion ofDomin ion Energy Gas' interest in 
lroquois ($5 mill ion). 

Income tax expense decreased 76%, primarily due to benefits resulting 
from the remeasurement o f deferred income taxes to the new corporate 
income tax rate ($197 mi llion), partially ofTset by h igher pre-tax income 
($22 mill ion). 

201 6 VS. 20 15 

Net revenue decreased 3%, primari ly reflecting: 
A $34 mill ion decrease from regulated natu ral gas transmission 
operations, primatil y reflecting: 

A $36 mi llion decrease in gas transp011at ion and storage 
act ivities, p1imarily due to decreased demand charges (S28 
million), increased fuel costs ($ 13 mill ion), com ract rate changes 
($11 million) and decreased revenue from gathering and 
extract ion services ($8 million). partially offset by increased 
regulated gas sales($ 16 million) and expansion projects placed in 
service ($9 million); and 
An S 18 million decrease !Tom GL activities, due to decreased 
prices ($ 16 million) and volumes ($2 million); partially offset by 
A $2 1 mi llion increase in services performed for Atlantic Coast 
Pipeli ne; and 

A $ 12 mi ll ion decrease from regulated natural gas distribution 
operat io ns, primari ly reflecting: 

A decrease in rate adjustment clause reven ue related to low 
income assis tance programs (S26 mi ll ion); and 
A $9 mi ll ion decrease in other revenue primarily due to a decrease 
in pooling and metering activities ($3 million), a decrease in Blue 
Racer management fees (S3 million) and a decrease in gathering 
activi ties ($2 million); partially offset by 
An $18 mi II ion increase in AM R and PrR program revenues; and 
An $8 million increase in off-system sales. 

55 



Table of Contents 

Management's Discussion and Analysis of Financial Condition and Results of Operations, Continued 

Other operations and maintenance increased 22%, primarily 
reflecting: 

A $78 mi ll ion decrease in gains fi·om agreements to convey shale 
development rights underneath several natural gas storage fields; 
and 
A $20 mi ll ion increase in services pcrfo nned for Atlantic Coast 
Pipeline. These expenses are billed to Atlantic Coast Pipeline and 
do not significantly impact net income; panially offset by 
A $26 million decrease in bad debt expense at regulated natural gas 
distribution operations primarily related to low income assistance 
programs. These bad debt expenses are recovered through rates and 
do not impact net income. 

Other income increased$ I 0 million, primarily due to a gain on the 
sale of0 .65% of the noncon tro lling partnership interest in Iroquois ($5 
million) and an increase in AFUDC associated with rate-regu lated 
projects ($5 million). 

Interes t and related charges increased 29%, primari ly due to higher 
interest expense resulting from the issuances of senior notes 
in ovember 20 I 5 and the second quaner of20 I 6 ($28 million), 
partially offset by an increase in deferred rate adjustment clause interest 
expense ($7 million). 

Income tax expense decreased 24% primarily reflecting lower pre-tax 
income. 

LIQUIDITY AND CAPITAL RESOURCES 

Dominion Energy depends on both internal and external sources of 
l iquidity to provide working capital and as a bridge to long-term debt 
financ ings. Sha n-term cash requirements not met by cash provided by 
operations are generally satisfied with proceeds from short-tenn 
bon"Owings. Long-term cash needs are met through issuances of debt 
and/or equity securities. 

At December 3 I, 2017, Dominion Energy had $2.1 billion o f unused 
capacity under its credit facil ities. See additional discussion below 
under Credit Facilities a11d Short-Term Debt. 

A summary ofDominion Energy's cash flows is presented below: 

Year Eroed December 31, 2017 2016 2015 
(mJlions) 

Cash and cash equivalents at beginning of year $ 261 s 607 $ 318 
Cash flows provided by (used in): 

Operating activijies 4,549 4,127 4,475 
Investing activities (5,993) (10,703) (6,503) 
Financing activijies 1,303 6,230 2,317 

Net increase (decrease) in cash and cash 
equivalents (141) (346) 289 

Cash and cash equivalents at end of }:ear $ 120 $ 261 $ 607 

Operating Cash Flows 
et cash provided by Dominion Energy's operating act ivities increased 

$422 million, primarily due to the operations acquired in the Dominion 
Energy Questar combination being included for all of20 17, derivative 
activities, and lower income tax payments, panially offset by lower 
deferred fuel cost recoveries in the Virgin ia j urisdiction, higher interest 
expense, lower revenue from Cove Point 's impon contracts and higher 
pension and postretirement benefit payments and fu nd ing. 
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Domin ion Energy believes that its operations provide a stable source of 
cash flow to contribute to planned levels nf capita l expenditures and 
maintain or grow the d ividend on common shares. In December20 I 7, 
Dominion Energy's Board of Directors established an annual dividend 
rate for 2018 of$3.34 per share o f common stock, a I 0.0% increase over 
the 20 I 7 rate. Dividends are subject to declaration by the Board of 
Directors. In January 2018, Dominion Energy's Board of Directors 
declared dividends payable in March 2018 of83.5 cents per share of 
common stock. 

Beginn ing in 20 I 8, the 20 I 7 Tax Reform Act is expected to reduce 
customer rates due to lower income tax expense recoveries and the 
settlement of income taxes refundable through future rates. The 
Companies' regulated utilities continue to work with their respective 
regulatory conm1issions to determine the amount and timing o f the 20 I 7 
Tax Rcfom1 Act benefits to customers. FERC has not yet issued guidance 
on the 20 I 7 Tax Reform Act. The ultimate resolutio n of the amount and 
timing ofthesc rate reductions with the Companies' regulators could be 
material to the Companies' operating cash flows. 

Dominion Energy's operations are subject to risks and uncenainties 
that may negatively impact the timing or amounts of operating cash 
flows , and which are discussed in Item I A. Risk Factors. 

CREDJTRI K 

Dominion Energy's exposure to potential concentrations of credit risk 
results primarily from its energy marketing and price risk management 
activities. Presented below is a summary of Dominion Energy's credit 
exposure as o f December 31. 20 I 7 for these act iviti es. Gross credit 
exposure fo r each counterpany is calculated as outstanding receivables 
plus any unrealized on- or off-balance sheet exposure, taking into 
account comractual netting rights. 

(m llia'4) 

Investment grade(1) 
Non-investment grade(2) 
No external ratings: 

lnternaDy rated-investment grade(3) 
JnternaDy rated-non-inves tment grade(4) 

Total 

Gross Nel 
Credt Credt Crecft 

Expoo<re CdlaU!n!l Expoo<re 

$19 
8 

5 
63 

$95 

$-

$-

$19 
8 

5 
63 

$95 

(I) Design allons as investment grade are based upon minimum credit ratmgs assigned 
by Moody's tllld Swndard & Poor's. 1?1e five largest cou11terparry exposures, 
combined,for th is cmego!j• represe11ted approximately 14% of the torn/ net credit 
exposure. 

(1) 77•efi\•e largest cou11terpany exposures, combined,for this category represe11ted 
approXImately 7% of the total Mt credit exposure. 

(3) 171efive largest cormterparty exposures, combined.for thrs category repreunted 
appraximate(l' 5% of the tolfll net credit exposure. 

(4) 171efive largest counterparty exposures, combined, for thts categof)' represented 
approxrmately 38% of the total net cred1t exposure 

Investing Cash Flows 
et cash used in Dominion Energy's invest ing activities decreased 

$4.7 billion, pri marily due to the absence of the acquisition ofDominion 
Energy Questar and decreases in plant construction and o ther propen y 
additions, pmtially off.~et by an increase in acqui sit ions o f solar 
development projects and increased contributio ns to Atlantic Coast 
Pipeline. 
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Financing Cash Flows and Liquidity 
Dominion Energy relies on capital markets as significant sources o f 
funding for capital requirements not sati sfied by casb provided by its 
operat ions. As discussed in Credit Ratings, Domin ion Energy's abil ity 
to botTow funds or issue securities and the return demanded by investors 
arc affected by credit ratings. ln addition, the raising of external capita l 
is subject to certa in regulatory requirements, including registratio n with 
the SEC fo r certain issuances. 

Domi nion Energy currently meets th e de fi n ition o f a wel l-known 
seasoned issuer under SEC rules goveming the registration, 
communications and offering processes under the Securit ies Act o f 
1933. The rules provide fora streamlined she lf registration process to 
provide registrants with timely access to capital. This allows Domin ion 
Energy to use automatic shelf registration statements to register any 
offering of securities, other than those for exchange offers or busi ness 
combinat ion transaction s. 

From time to time, Dominion Energy may reduce its outstanding debt 
and level of interest expense through redemption of debt securities prior 
to maturi ty a nd repurchases in the open market , in privately negot iated 
transactions, through lender offers or otherwise. 

Net cash provided by Dominion Energy's fi nancing activities 
decreased $4.9 b illion, primarily due to the absence of issuances of debt, 
common s tock, and Dominion Energy Midstream common and 
convett ib le preferred units utilized to finance the Dominion Energy 
Questar Combination in 20 16. 

C REDIT FAC ILITIES At D SIIORT-TER~I DEBT 

Dominion Energy uses short-term debt to fund working capital 
req uirements and as a bridge to long-tenn debt fi nancings. The levels of 
borrowing may vary significantly during the course of the year, 
depending upon the timing and amount of cash requirements not 
sati sfied by cash from operations. In addit ion, Do min ion Energy util izes 
cash and letters of credit to fund collateral requirements. Collateral 
requ irements are impacted by conunodity prices, hedging levels, 
Dominion Energy's credit ratings and the credit quali ty of its 
counterparties. 

In connectio n with conm10dity hedgi ng activities, Dominion Energy 
is req uired to provide collateral to countcrpattics under some 
circumstances. Undcrccnain co llateral ammgcmcms, Dominion Energy 
may satisfY these requirements by elect ing to either deposit cash, post 
letters of credit or. in ome cases, uti lize other forms of security. From 
t ime to time, Dominion Energy may vaty the fonn of co llateral provided 
to counterpat1ies after weighing the costs and benefits of various factors 
associated with the different fonns of co llateral. These factors incl ude 
short-tetm borrowing and shon-tenn investment rates, the spread over 
these shon-tern1 rates at which Dominio n Energy can issue commercial 
paper, balance sheet impacts, the costs and fees ofaltemative collateral 
post ings with these and othercoun terpmt ies and overall liquidity 
management objectives. 

Dominion Energy's commercial paper and letters of credit outstanding, 
as well as capacity available under credit facil ities, were as follows: 

Ouls!Mding Ouls..-.:lng Facility 
Fadl>ly CaTlmerdal L..etterscl Capacity 

0f1081llber 31,2017 Umit Paperl21 Credit Aval~c 

tmtiUons) 
Joint revolving credit 

faciity(1) $5,000 $3,298 $- $ 1,702 
Joint revolving credit 

fac~ity(1) 500 76 424 
Total $5,500 $3,298 $76 $2,126 

(/) 77tese credit facilities mature in April 1020 and can be used to support bank 
borrowings and the issuance of commercial paper, as well as to suppon up to a 
combined $2.0 billion of letters of credit. 

(2) 77re l<'eighted-average interest rate of the outstanding commercial paper supported 
by Dominion Enetgy's credit facilities'"" 1.61% at December 31, 2017. 

Dominion Energy has indicated its intent ion to replace the existing two 
joint revolving cred it fac ilities with a $6.0 bi llion joint revolving credit 
faci l ity in the first quatt er of20 18. Tetms and covenants of the new credit 
faci liry are expected to be similar to the exis ting c redit t:1cilities, 
including that Virginia Power, Dominion Energy Gas and Qucstar Gas 
will remain as co-bon·owcrs, except that the maturity wi ll be in five years 
and the maximum allowed total debt to total capital ratio. with respect to 
Dominion Energy on ly, will be increased fro m 65% to 67.5%. In Februaty 
20 18, Virginia Power, as co-borrower, filed with the Virginia Conunission 
fo r approval. 

In February 20 18, Dominion Energy borrowed $950 million under a 
364-Day Tenn Loan Agreement that bears interest at a variable rate. In 
addition, the agreement contains a maximum allowed total debt to total 
capital ratio of67.5%. The proceeds were used for general corporate 
purposes and to repay debt. 

In July 2017 , Dominion Energy Questar repaid a $250 million variable 
rate term loan due in August 2017 at the amount of principal then 
outstand ing plus accrued interest. 

In November 201 7, Dominion Energy fil ed an SEC shelf registration for 
the sale o f up to $3.0 billion of variable denominat ion Ooating rate 
demand notes, called Dominion Energy Reliability lnvesunentSM. The 
registration limits the principal amount that may be outstanding at any 
one t ime to $ 1.0 bi ll ion. The notes are offered on a continuous basis and 
bear interest at a tloat ing rate per annum detennined by the Dominion 
Energy Reliabi lity Investment Committee, or its designee, on a week ly 
basis. The no tes have no stated maturity date, arc non-transferable and 
may be redeemed in whole or in part by Dominio n Energy or at the 
investor's option at any t ime. The balance as of December 31, 2017 was 
less than $0.1 mill ion. The notes are short-tem1 debt obligations of 
Dominion Energy and are retl ected as shott-teml debt on Dominion 
Energy's Co nsolidated Balance Sheets. The proceeds will be used for 
general corporate putposes and to repay debt. 

57 



Table of Contents 

Management's Discussion and Analysis of Financial Condition and Results of Operations, Continued 

LONG-TERM DEBT 

During 20 17, Dominion Energy issued the following long-tenn pu blic 
debt: 

T~ Pr•na£!! R .. Matu"l!:r; 
(mill..-.) 

Senior notes $ 400 1.875•/o 201 9 
Senior notes 400 2.750% 2022 
Senior notes 100 3.900% 2025 
Senior notes 750 3.500% 2027 
Senior notes 550 3.800% 2047 
Senior notes 200 2.750% 2023 
Total notes issued $2,400 

During 20 17, Dominion Energy also issued the following long-tenn 
pri vate debt: 

In March 20 17, Dominion Energy issued through private placement 
$300 million of3.496% senior notes that mature in 2024. The 
proceeds were used for general corporate purposes and to repay 
short-tem1 debt, including commercial paper. 
In June 2017, Dominion Energy issued through private placement 
S500 million of variable rate senior notes that rnarurc in 2019. The 
proceeds were used for general corporate puiposes and to repay 
short-tem1 debt, including commercial paper. 
In November 2017, Questar Gas issued through private placement 
$100 million o£3 .38% senior notes that mature in 2032. The 
proceeds were used for general corporate purposes and to repay 
shot1-lem1 debt. 
In December2017, Dominion Energy issued through private 
placement $300 million of variable rate senior notes that mature in 
2020. The proceeds were used for general corporate purposes and to 
repay short-tenn debt, including commercial paper. 

During 2017, Dominion Energy also rcmarkcted the following long-
teml debt: 

ln May 2017, Dominion Energy successfully remarketed the 
S 1.0 billion 2014 Series A 1.50% RS s due in 2020 pursuant to the 
tenns of the 2014 Equity Units. In connection with the remarketing, 
the interest rate on the junior subordinated notes was reset to 
2.579%. Dominion Energy did not receive any proceeds from the 
remarkcting. See 1ote 17 to the Consolidated Financial Statements 
for more infonnation. 

During 2017 , Dominion Energy also bono wed the following under a 
tenn loan agreement : 
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ln May 20 17, Dominion Solar Projects Til, Inc. bono wed 
S280 million under a tenn loan agreement that bears interest at a 
variable rate. The tenn loan amortizes over an 18-year period and 
matures in May 2024. The debt is nonrecourse to Dominion Energy 
and is secured by Dominion Solar Projects Ill, Inc.'s interest in 
cenain so lar faci lities. The proceeds were used for general corporate 
purposes. 

During 2017, Dominion Energy repaid the following long-temt debt: 
In August 20 17, Dominion Energy retired its $75 million variable 
rate Massachuseus De' elopment Finance Agency 

Solid Waste Disposal Revenue Bonds, Series 20 I 08, due in 204 1 at 
the amount of principal then outstand ing plus accrued interest. 

During 2017, Domin ion Energy repaid and repurchased S 1.6 billion o f 
long-tem1 debt. 

In October 2017, Questar Gas entered into an agreement with certain 
investors to issue through pri vate placements in April 2018, $50 million 
of3.30% 12-year senior notes and S I 00 million of3.97% 30-year senior 
notes. The proceeds will be used for general corporate purposes and to 
repay short-te nn debt. 

In January 2018, Dominion Energy Questnr Pipeline issued through 
private placement $100 million of3.53% senior notes and S !50 million 
of3 .9 1% senior notes that mature in 2028 and 2038. respectively. The 
proceeds were used for general corporate purposes and to pay maturing 
long-tenn debt. 

AJ CE OF COMMON STOCK AND 0Tll ER EQ ITY EC RITIES 

Dominion Energy maintains Dominion Energy Dirccrt and a number of 
employee savings plans through which contributions may be invested in 
Dominion Energy's common stock. These shares may either be newly 
issued or purchased on the open market with proceeds contributed to 
these plans. In January 2014 , Dommion Energy began purchasing its 
common stock on the open market forthese plans. In April 2014, 
Dominion Energy began issumg new common shares for these d irect 
stock purchase plans. 

During 20 17, Dominion Energy issued 4.3 nu ll ion shares of common 
stock totaling $335 million through employee snvings plans, direct stock 
purchase and dividend reinvestment p lans and other employee and 
director benefit plans. Dominion Energy received cash proceeds of 
$302 million from the issuance of3 .8 mill ion o f such shares through 
Dominion Energy Direct® and employee savings plans. In July 20 17, 
Dominion Energy issued 12.5 million shares under the related stock 
purchase contracts entered into as part of Dominion Energy 's 2014 
Equity Units and received proceeds of$1.0 billion . 

In January 20 18, Dominion Energy issued 6 .6 million shares and 
received cash proceeds of$495 million, net of fees and commissions paid 
of$5 million through its at-the-market program. See ote 19 to the 
Consolidated Financial Statements fo r a description of the at-the-market 
program. 

During 20 18, Dominion Energy plans to issue shares for employee 
savings plans and d irect stock purchase and dividend reinvestment 
plans. In addition, iftbe merger with SCANA is realized, Dominion 
Energy would issue 0.6690 shares of Dominion Energy common stock for 
each share ofSCANA conm1on stock outstanding at closing. 

REP RCHA E OF COMMO TOCK 

Dominion Energy did not repurchase any shares in 2017 and does not 
plan to repurchase shares during 2018, except for shares tendered by 
employees to satisfy tax withholding obligat ions on vested restricted 
stock, which does not count against its stock repu rchase authorization. 

Credi t Ratings 

Credit ratings are intended to provide banks and capital market 
panicipants with a framework for comparing the credit 
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quality of securities and are not a recommendation to buy, sell or bold 
securi ties. Dominion Energy believes that its current credit ratings 
provide sufficient access to the capital markets. However, disruptions in 
the banki ng and capital markets not specifically related to Dominion 
Energy may affect its ability to access these fi.mding sources o r cause an 
increase in the retum required by investors. Dominion Energy's cred it 
rat ings affect its l iquidity, cost ofboiTOwing under credit facilit ies and 
collatera l posting requirements under commod ity contracts, as well as 
the rates at which it is able to offer its debt seculities. 

Both quanti tative (financial strength) and qualitative (business or 
operating characteristics) factors are considered by the credit rating 
agencies in establish ing an individual company's credit rating. Credit 
rati ngs should be evaluated independently and are subject to revis ion or 
withdrawal at any t ime by the assigning rating organization . Th e credit 
ratings for Dominion Energy are affected by its financial pro fi le, mix of 
regulated and nonreg ulated businesses and respecti ve cash flows, 
changes in methodologies used by the rating agencies and event risk, if 
app licable, such as major acquisitions or dispositions. 

In January 2018, Moody's affirmed Dominion Energy's senior 
unsecured debt and commercial paper ratings ofBaa2 and P-2, 
respectively, and Standard & Poor's affitmed Domin ion Energy's seni or 
unsecured debt and commercial paper ratings o fBBB and A-2, 
respectively. Moody's and Standard & Poor's each changed Dominion 
Energy's rating outlook to negative fi·o m stable. Dominion Energy 
cannot predict the potential impact the negative outlook at Moody's 
and Standard & Poor's could have on its cos t ofborrowing. 

In Jan uary 2018, Fitch affirmed Dominion Energy's senior unsecured 
debt and commercial paper rat ings ofBBB+ and F2. respectively, and 
maintained its stabl e outlook for both ratings. 

Cred it ratings as ofFebruary 23, 2018 follow: 

Filch 
Dominion Energy 
Issuer BBB+ 
Senior unsecured debt securities BBB+ 
Junior subordinated notes(1) BBB 
Enhanced junior subordinated 

notes(2) BBB-
Junior/ remarketable subordinated 

notes(2) BBB-
Commercial ~aper F2 

(I) Securities do not ha"~ an interest deferral feature. 
(2) Securities have an interest deferralfeamre. 

M~s Slal,.,d & Poo-"s 

Baa2 BBB+ 
Baa2 BBB 
Baa3 BBB 

BaaJ BBB· 

Baa3 BBB-
P-2 A-2 

AsofFcbiUary 23,2018, Fitch mainta ined a stable outlook for its 
respective ratings of Dominion Energy and Moody's and Standard & 
Poor's maintained a negative outlook fo r their respective ratings of 
Dominion Energy. 

A downgrade in an individual company's credit rating does not 
necessarily restrict its ability to raise shot1-tenn and lo ng-term financing 
as long as its credit rating remains investment grade, but it could result 
in an increase in the cost of borrowing. Dominion Energy works closely 
with Fitch, Moody's and Standard & Poor's with the objective of 
achieving its targeted credit ratings. Dominion Energy may find it 
necessa1y to modifY its business plan to maintain or achieve approptiate 
credit ratings and such changes may adversely affect growth and EPS. 

Debt Covenants 

As pan o fbortowing funds and issuing debt (both short-tenn and iong
teml) or prefetTed secutities. Dominion Energy must enter into enabling 
agreements. These agreements contain covenants that, in the event of 
default. could resu lt in the acceleration ofpti ncipal and interest 
payments; restrictions on distributions related to capital stock, including 
dividends, redempt ions, repurchases, liquidat ion payments or guarantee 
payments; and in some cases, the termination of credit comrnitmetl!S 
unless a waiverofsuch requirements is agreed to by the lenders/securi ty 
holders. These provis ions are customary, wi th each agreemen< speci fy ing 
which covenants apply. These provisions are not necessarily unique to 
Dominion Energy. 

Some o f the typical covenants include: 
The timely payment of principal and interest; 
Information requirements, including submitt ing financial repons filed 
with the SEC and infomtation about changes in Dominion Energy's 
credit ratings to lenders; 
Performance obligations, audits/ inspections, continuation of the basic 
natuJ·e of business, rest1ictions on cenai n matters related to merger or 
consolidation and rcst1ictions on disposition of a ll or substantially all 
assets; 
Compliance with collateral minimums or requ irements related to 
mongage bonds; and 
Limitations on liens. 

Dominion Energy is required to pay annual co mmitment fees to 
maintain its credit faci lities. In addition, Dominion Energy's credit 
agreements contain vatious terms and conditions that could affect its 
ability to borrow under these faci l ities. They include maximum debt to 
total capital ratios and cross-default prov isio ns. 

As o f December 3 I, 20 I 7, the calculated total debt to total capital ratio, 
pursuant to the tenns o f the agreements, was as fol lows: 

Canprtt Mcoomum Allowed Ratfo(1} Aclwl Ralio(2) 

Dominion Energy 65% 62% 

(I) The S950 million 364-Da_v Tenn Loan Credit Agreement, borrowed in Febnwry• 
1018, has a maximum allowed total debt to total capital ratio of67.5%. In 
addition, the $6.0 billion replacement joint re"olving credit facility, expected to be 
executed in the first qunrter o/2018. is expected to increase the maximum allowed 
total debt to total capital ratio from 65% to 6 7.5%. 

(2) Indebtedness as defined by the bonk agreements excludes ce11ain junior 
subordinated and ,.emarketab/e subordinated notes reflected as /oug-tem1 debt as 
well as AOCJ reflected as equity in the Owsolidated Balance SheeiS. 

If Dominion Energy o r any of its mate1ial subsidiaries fails to make 
payment on various debt obligations in excess of$100 mill ion, the 
lenders could req ui re the defaulting company, if it is a borrower under 
Dominion Energy's credit facili t ies, to accelerate its repayment o f any 
outstanding bon·owings and the lenders could tem1inate their 
commitments, if any, to lend funds to that company under the credit 
facilities. In addition, if the default ing company is Virginia Power, 
Dominion Energy's obl igations to repay any outstanding borrowing 
under the credit facilities could also be accelerated and the lenders ' 
cotrunilments to Dominion Energy cou ld tem1ioate. 
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Dominion Energy executed RCCs in connection with its issuance of 
the June 2006 hybrids and September 2006 hybrids. Sec otc 17 to the 
Consol idated Financial Statements for add itional infom1ation, 
including tem1s of the RCCs. 

At December 31,2017, the termination dates and covered debt under 
the RCCs associated with Dominion Energy's hybrids were as follows: 

Hybrid 

June 2006 hybrids 
September 2006 hybrids 

RCC 
Term!natlm 

Date 

613012036 
913012036 

September 2006 hybrids 
June 2006 hybrids 

Dominion Energy monitors these debt covenants on a regular basis in 
order to ensure that events of default will not occur. As of 
·December 31, 2017, there have been no events of default under 
Domin ion Energy's debt covenants. 

Dividend Restrictions 
Cenain agreements associated with Dominion Energy 's credit faci lities 
contain restrictions on the ratio of debt to total capitalization. These 
limitations did not restrict Dominion Energy's ability to pay dividends 
or receive dividends from its subsidiaries at December 31 , 20 17. 

See Note I 7 to the Con sol ida ted Financial Statements for a 
description of potential restrictions on dividend payments by Dominion 
Energy in connection with the deferral of interest payments and contract 
adjustment payments on cenain junior subord inated notes and equity 
units, initially in the fom1 of corporate units. which information is 
incorporated herein by reference. 

Future Cash Payme nts fo r Contractual Obligations and 
Pla nne d Ca pital Expenditures 

CONTRACTUAL OBLIGATIONS 

Domin ion Energy is pany to numerous contracts and arrangements 
obligating it to make cash payments in furure years. These contracts 
include financing arrangements such as debt agreements and leases, as 
well as contracts for the purchase of goods and services and financ ial 
derivatives. Presented below is a table summarizing cash payments that 
may resul t from contracts to which Dominion Energy is a party as of 
December 31, 20 17. For purchase obligatio ns and other I iabil it ies, 
amounts are based upon contract tenns. 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 wi ll likely difler from amounts presented below. The table 
excludes all amounts classified as current liabilities in the Consolidated 
Balance Sheets, other than curren t maturities oflong-term debt, interest 
payable and certain derivative insti1Jments. The majority of Domin ion 
Energy's current liabilities will be paid in cash in 2018. 
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2018 

(mllhcns} 

long-term debt! I) $3,31 1 
Interest payments(2) 1,349 
Leases(3) 68 
Purchase obligations(4): 

Purchased electric capacity 
for utilrty operations 93 

Fuel commhments for utiity 
operations 1,019 

Fuel commitments for 
nonregulated operations 11 5 

Pipeline transportation and 
storage 389 

Other(5) 330 
Other long-term Iiabiities(6): 

Other contractual 
obl!flations(7) 151 

Total cash payments $6,825 

s 

2019-
2020 

6,321 
2,341 

119 

113 

820 

97 

712 
107 

107 
$10,737 

2021-
2022 

$3,719 
1,969 

87 

46 

364 

110 

549 
28 

31 
$6,903 

T01al 

$20,942 $34,293 
14,556 20,215 

361 635 

252 

1,362 3,565 

165 487 

2,190 3,840 
45 510 

153 442 
$39,774 $64,239 

(/)Based on staled marurity dates rather than rhe earlier redemption dates that could 
be elected bv ins1111ment holders. In Februarv 2018. $250 million of Dominion 
Energy Qu;star Pipe/in~ ·s seniOr notes were .repaid usi1Jg proceeds from the 
January 2018 issuance. through private placements, of$100 million and 
$I 50 million ofseuior notes tlwt mll/ure in 2028 and 2038. respecti1•ely. As a 
result. at December 31. 101 7. S150 million of senior notes with a 2018 maturity 
""re included in long·term debt in the Consolidated Balance Sheets 

(2) Includes interest payments Ol'er the terms of the debt and payments on related stock 
purchase contracts. Interest is calculaled usi11g the applicable bueresl rate or 
forward interest rate cwve at December 3 I. 2017 and outstanding pnncrpalfor 
each instrument with the tenns ending at each instn1ment's stated maturity See 
Note 17 10 the COJJSolidated Financial Statements. Does not reflect Dominion 
Energy's abili(vto defer interest and stock purchase contract payments 011 cerwi" 
junior subordinated 1101es or RSN'i anti equity mriLf, mitially m the font~ of 
Corporal~ Units. 

{3) Primarily consists of operating leases. 
{4) Am01mts exclude open pure/rase orders for services tlrar are provided 011 demand. 

the timi11g ofwhic/r cannot be detenni11ed. 
(5) Includes capual, operations, and maintenance commirments. 
(6) Excludes regula/at)' liabilities. AROs and employee benefit plan obligarrons. which 

are not contrnctual(l' faed as to timi11g and amorml See No tes I 2, I 4 and 2 I to 
the Consolidated Financial Statements. Due to uncertainty about the timing and 
amounts that\\;}/ ultimately be paid. S2 7 million of income taxes payable 
associated willl unrecognized tax benefits are excluded. Deje1red income taxes a re 
also excluded shrce cash payments are based primari(y on ttuable mcomefor each 
discreufrscal year. Su Note 5 10 the Consolidated Financilll Swtemtms. 

(7) Includes mterest rate and foreign currency Sh'tlp agreements. 

PLAN ED CAPITAL EXPENDITURES 

Dominion Energy's planned capital expenditures are expected to total 
approximately $5 .5 bi ll ion , $5.2 billion and $4.8 bill ion in 2018 , 2019 
and 2020, respectively. Dominion Energy's planned expenditures are 
expected to include construction and expansion of electric generation 
and natural gas transmission and storage faci lities, construction 
improvements and expansion of electric t ransmission aod distlibution 
assets, purchases of nuclear fuel , maintenance and Dominion Energy's 
ponion of the Atlantic Coast Pipeline. 

Dominion Energy expects to fu nd its cap ital expenditures with cash 
from operations and a combination of securi ties issuances and shon-tcm1 
borrowings. Planned capital expendirures include capital projects that are 
subject to approval by regu lators and the Board of Di rectors. 
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See Power Delivery, Power Generation and Gas lnfrasrructure
Properties in ltem I. Business for a discussion of Dominion Energy's 
expansion plans. 

These estimates are based on a capita l expenditures p lan reviewed and 
endorsed by Dominion Energy's Board of Directors in late 20 17 and are 
subject to co ntinuing review and adj ustment and actual capital 
expenditures may vary from these estimates. Domin ion Energy may also 
choose to postpone or cancel certain planned capital expenditures in 
order to mitigate the need fo r future debt financings and equ ity 
issuances. 

Use of Off-Balance Sheet Arrangements 

LEASING ARRANGEME 'T 

ln July 20 16, Dominion Energy signed an agreement with a lessor to 
construct and lease a new corporate office property in Richmond, 
Virgi nia. The lessor is providing equity and has obtained fi nancing 
commitments fi·om debt investors, totaling $365 mi llion, to fu nd the 
esti mated project costs. The project is ex pected to be completed by 
mid-20 19 . Domin ion Energy has been appointed to act as the 
construction agent for the lessor, d uring which time Dominion Energy 
wi ll request cash draws from the lessor and debt investors to fund all 
project costs, which totaled $139 mill ion as of December 31,20 17. If 
the project is tem1inated under certain events of defau lt, Do min ion 
Energy could be requi red to pay up to 89.9% of the then funded 
amount. For specifi c fu ll recourse events, Domin ion Energy could be 
required to pay up to I 00% of the then funded amount. 

The five-year lease tenn will commence once construct ion is 
substanti ally complete and the fac ility is able to be occupied. At the end 
of the initial lease tenn, Dominion Energy can (i) extend the tenn of the 
lease fo r an additio nal five yea rs, subject to the approval of the 
participants, at current market terms, (ii) purchase the property for an 
amount equa l to the project costs or, (iii) subject to certain terms and 
cond itions, sell the property on behalf of the lessor to a third part y using 
commercially reasonable efforts to obta in the highest cash purchase 
price fo r the property. If the project is sold and the proceeds fTo m the 
sale are insuffic ient to repay the investors for the project costs, 
Dominion Energy may be required to make a payment to the lessor, up 
to 87% of project costs, for the d ifference between the project costs and 
sale proceeds. 

The respecti ve transact ions have been s tructured so that Dominion 
Energy is not considered the owne r during construct ion for fi nancia l 
accounting purposes and, therefore, will not re fl ect the construction 
activity in its consolidated financial statements. The financial 
accoun ting treatment o f the lease agreement will be impacted by the 
new accounting standard issued in February 20 16. See ote 2 to the 
Consolidated Financial Statements for addit ional in formation . 
Domin ion Energy will be considered the ownero fthe leased proper1y 
fo r tax purposes, and as a result , wi ll be entitled to tax deductions for 
depreciation and interest expense. 

G UARA TEES 

Domin ion Energy pri marily enters into g uarantee arrangements on 
behalf of its consol idated subsidiaries. These arrangements arc not 
subject to the prov isions o f FASB guidance that dictate a guaranto r's 
accounting and d isclosu re requirements for guarantees, including 
indirect guarantees of indebtedness of others. In 

addition, Dominion Energy has provided a guarantee to support a por1ion 
of Atlantic Coast Pipeline's ob ligation under a $3 .4 billion revolv ing 
credit facili ty. Sec Note 22 to tbe Conso lidated Financial Statements for 
additio nal infom1ation, which information is incorporated herein by 
reference. 

F UT URE ISSUES AND OTH ER MATTERS 

See Item I . Business and Notes 13 and 22 to the Consolidated Fi nancia l 
Statements fo r additional infom1ation on vari ous environmental, 
regulatory, legal and other matters that may impact future results o f 
operations, fi nancial condition and/or cash flows. 

Env ironmental Matters 
Domin ion Energy is subject to costs resulting from a number of federal , 
state, uibal and local laws and regulations designed to protect human 
health and the environment. These laws and regulations affect futu re 
plann ing and ex isting operations. They can resu lt in increased capi tal, 
operat ing and other costs as a resu lt of compliance, remed iation, 
containment and mon itoring obl igat ions. 

E VlRONMENTAL PROTECTIO AND MO !TO RI 'G EXPENOIT RES 

Dominion Energy incurred $200 mi llion, $394 mill ion and $298 million 
o f ex penses (includ ing accretion and depreciatio n) during, 2017, 20 16 
and 2015 respective ly, in connect ion wi th env ironmental protect ion and 
monitori ng acti vities and expects these expenses to be approximately 
$ 190 mill ion and $ 185 mill ion in 20 18 and 201 9, respectively. In 
add it ion, capital expenditu res related to environmen tal controls were 
$20 I million, $ 191 million, and $94 mi ll ion for 20 17, 20 16 and 2015, 
respectively. These ex penditures are expected to be approx imately 
$205 million and $ 135 mil lion for 20 18 and 2019, respect ively. 

FUTURE E NVIRONMENTAL R£GUL.A110NS 

Air 

The CAA is a co mprehensive program util iz ing a broad range of 
regulatory tools to protect and preserve the natio n 's air quality. At a 
mi nimum, delegated states are required to establish regulatory programs 
to address all req ui rements of the CAA. However, states may choose to 
develop regu latory programs that are more restrict ive. Many ofthe 
Companies' faci lities arc subject to the CAA 's penn itting and other 
requirements. 

ln August 201 5, the EPA issued fi nal carbon standards for exist ing 
fossi l fuel power plants. Known as the Clean Power Plan, the rule uses a 
set of measures for reducing emissions fi·om exist ing sources that includes 
efficiency improvementS' at coal plants, disp lacing coal-fired generation 
with increased utilization of natural gas combined cycle units and 
expanding renewable resources. The fi na l rul e has been challenged in the 
U.S. Court of Appeals fo r the D.C. Circuit. In February 2016. the U.S. 
Supreme Court issued a stay of the Clean Power Plan until the disposition 
of the petitions cha llenging the rule now before the Court o f Appeals, 
and, if such petitions are fi led in the future, before the U.S. Supreme 
Cour1. Pursuant to an Executive Order directing the EPA to undertake a 
review of the Clean Power Plan, the EPA issued a pro posed rule in 
October 20 17 to repeal the Clean Power Plan on the basis that the rul e 
pro mulgated in 20 15 exceeds the 

61 



Table of Contents 

Management's Discussion and Analysis of Financial Condition and Results of Operations, Continued 

EPA's authority undenhe CAA ln December 2017, the EPA issued an 
Advanced Notice of Proposed Rulemaking to sol icit input on whether it 
hould proceed with a rule to replace the C lean Power Plan, and if so, 

what the scope of such a rule should be. Given these developments and 
associated federal and state regu latory and legal uncertainties, 
Dominion Energy cannot predict the potential financial statement 
unpacts but believes the potential expend itures to comply could be 
material. 

Climate Change 

ln December 2015, the Paris Agreement was formally adopted under the 
United ntions Framework Convention on C limate Change. A key 
element of the ini tial U.S. commi tment to the agreement was the 
implementat ion of the Clean Power Plan, which the EPA has proposed 
to repeal. In June 2017, the Administration announced that the U.S. 
intends to fi le to withdraw from the Paris Agreement in 2019. Several 
states, including Virginia, subsequently announced a commitment to 
achieving the carbon reduction goals of the Paris Agreement. It is not 
possible at this time to predict the tinting and impact of this withdrawal, 
or how any legal requirements in the U.S. at the federal, state or local 
levels pursuant to the Paris Agreement could impact the Companies' 
cu tamers or the business. 

ln March 2016, the EPA began development of regulations for 
reducing methane emissions from existing sources in the oil and natural 
gas sectors. In ovember 2016, the EPA issued an Information 
Collection Request to collect infonnat ion on existing sources upstream 
of local distribution companies in this sector. In March 20 17, the EPA 
withdrew the information collection request and it remains unclear 
whether the EPA may propose new regu lations on ex isting sources. 
Domin ion Energy cannot currently estimate the potent ial impacts o n 
results of operations, financial cond ition and/or cash flows related to 
this matter. 

State Actions Related to Air and GJIG Emissions 

In August 20 17, the Ozone Transport Co0101ission released a drafi 
model rule for control of 'Ox enlissions from natural gas p1peline 
compressor fuel-fire prime movers. States within the ozone transport 
reg JOn, including state in which Dominion Energy has natural gas 
operations, arc expected to develop reasonably achievable control 
technology rules for existing sources based on the Ozone Transport 
Commission model ru le. States outside of the Ozone Transport 
Commission may also consider the model rules in setting new 
reasonably achievable control technology standards. Several sta tes in 
which Domin ion Energy operates, includ ing Pennsylvania, New York 
and Maryland, are developing state-speci fi c regul ations to control GIIG 
emissions, including methane. In January 20 IS, the VDEQ published for 
comment a proposed state carbon regulation program linked to RGG I. 
Dominion Energy cannot currently estimate the potential financia l 
statements impacts on results of operations. fi nancial condition and/or 
cash flows rela ted to these matters. 

PHMSA Regulation 
The most recent reauthorization ofPHMSA included new provisions on 
historical records research, maximum-allowed operating 
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pressure validation, use of automated or remote-controlled valves on new 
or replaced lines, increased civil penalties and evaluation of expanding 
integrity management beyond high-consequence areas. PHMSA has not 
yet issued new rulcmaking on most of these items. 

Dodd-Fra nk Act 
The Dodd-Frank Act was enacted into law in July 20 I 0 in an effort to 
improve regulation of financial markets. The CEA, as amended by Title 
VII of the Dodd-Frank Act, requires certain over-the counter derivatives, 
or swaps. to be cleared through a derivatives clearing organization and, if 
the swap is subject to a clearing requiremen t, to be executed on a 
designated contract market or swap e-<eeution facility. on-financial 
entit ies that use swaps to hedge or mlligate commercial risk, often referred 
to as end users, may elect the end-user exception to the CEA 's clearing 
requirements. Dominion Energy has elected to exempt its swaps from the 
CEA 's clearing requi rements. If, as a result of changes to the rulemaking 
process, Dominion Energy 's derivative activ ities are not exempted from 
clearing, exchange trad ing or margin requirements, it could be subject to 
higher costs due to decreased market liquidity or increased margin 
payments. In addition, Dominion Energy's swap dealercounterparties 
may attempt to pass-through additional trading costs 111 connection with 
changes to or the elimination ofrulemaking that implements Title VII of 
the Dodd-Frank Act. Due to the evolving rulemaking process, Donlin ion 
Energy IS currently unable to assess the potential impact of the Dodd
Frank Act's derivative-related provisiOns on its financial condition, 
results of operations or cash flows. 

VIrginia Le gislation 

PROPO £D GlliO TRANSFO I~MATlON AND SECU RITY ACT OF 2018 

In January 20 18, legislation was int roduced in the Virgin ia Genera l 
Assembly to reins tate base rate rev1ews on a t1icnnial basis other than the 
first review, which will be a quadrennial review, occurring for Virginia 
Power in 202 1 for the four successive 12-month test periods beginning 
January I. 2017 and ending December 31, 2020. This review for Virgin ia 
Power will occur one year earlier than under the Regulation Act 
legislation enacted in February 2015. 

In the triennial review proceedings, earnings that are more than 70 basis 
pomts above the utility's authorized return on eqUJty that might have 
been refunded to customers may be reduced by any prior investment 
amounts for new solar or wind generation fac ilities or up to 5,000 MW of 
new solar or wind generation facilnies and electric distribution grid 
transformation projects that Virginia Power elects to include in a 
customer cred it reinvestment offset. The legislation declares that e lectric 
distribution grid transfonnation projects are in the public interest and 
provides that the costs of such projects may be recovered through a rate 
adjustment clause if not the subject of a c usto mer cred it reinvestment 
ofTset. Any costs that are the subject of a customer credit reinvestment 
offset may not be recovered in base rates for the service life oft be projects 
and may not be included in base rates in future triennial review 
proceedings. 

The legis lation also includes provisions requiring Virgmia Power to 
provide current customers a one-time bill credit of 
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$200 million and to reduce base rates to reflect reductions in federal tax 
liability resulting from the enactment of tbe 20 17 Tax Reform Act. The 
legislation is pend ing. 

Other Matters 

While management currently has no plans which may affect !.he carrying 
value of Millstone, based on potential future economic and other 
factors, including. but not limited to, market power prices, results of 
capacity auct ions, legislative and regulatory solut ions to ensure nuclear 
p lam s are fairl y compensated for thei r carbon-fTee generation, and the 
impact of potential EPA carbon rules; there is risk that Mill stone may be 
evaluated for an early retirement date. Should management make any 
decision on a potential early retirement date, the prec1se date and the 
resultmg financial statement impacts, which could be material to 
Dominion Energy, rna} be affected by a numberoffactors,mcluding 
any potential regulatory or legislative sol utions, results of any 
transmission system reliab ility study assessments, and decommissioning 
requirements, among other factors. 

Item 7 A. Quantitative and Qualitative 
Disclosures About Market Risk 
The marters discussed in lh1s Item may contain "forward-looking 
statements" as described in the introductory paragraphs of Item 7. 
MD&A. The reader's attention is directed to those paragraphs and 
Item I A. Risk Factors for discussion of various risks and uncertainties 
that may impact the Companies. 

MARKET RI K 
'I i'IAGEM ENT 

The Compan ies' financ1almstruments, commodity contracts and related 
financia l derivative instruments are exposed to potential losses due to 
adverse c hanges in commodity p rices, interest rates and equity security 
prices as described below. Commodity price risk is present in Dominion 
Energy's and Virginia Power's electric operations and Dominion 
Energy's and Dominion Energy Gas' natural gas procurement and 
marketing operations due to the ex posure to market shifts in prices 
received and paid for electricity, natural gas and other commodit ies. The 
Companies usc commodity deri vative contracts to manage price risk 
exposures for these operat1ons. Interest rate risk is generally related to 
their outstanding debt and future issuances of debt. In addition, the 
Companies are exposed to investment price risk through various 
ponfolios of equity and debt securities. 

The following sensiti\ ity analysis estimates the potential loss of 
futu re earni ngs or fair value from market ri sk sensit ive instru ments over 
a selected time period due to a I 0% change in commodity prices o r 
interest rates. 

Commodity Price Risk 
To manage price risk, Domm1on Energy and Virginia Power hold 
commodity-based derivative instruments held for non-tradmg purposes 
associated with purchases and sales of electricity, natural gas and other 
energy-related p roducts and Dominion Energy Gas 

pnmarily holds commodity-based financia l derivat ive instruments held 
for non-trading purposes associated with purchases and sales of natural 
gas and other energy-related products. 

The derivatives used to manage commodity price risk arc e~ecuted 
within establ ished policies and procedures and may include instruments 
such as futures, forwards , swaps, options and FTRs that arc sensitive to 
changes in the related commodiry pnces. For sensitivity analysis 
purposes, the hypothetical change in market prices of commodity-based 
financial derivative instruments is determined based on models that 
consider the market prices of commodities in fu ture periods, the volat il ity 
of the market prices in each period, as well as the t ime value factors o f the 
derivative instruments. Prices and vo latility are principally determined 
based on observable market prices. 

A hypothetical I 0% decrease in commodity prices would have resulted 
m a decrease in fair value of$5 million and $27 million of Dominion 
Energy's commodi ty-based derivative instruments as of December 31, 
20 17 and December 3 1, 20 16, respectively. The decrease in sensitivi ty is 
largely due to a decrease in commodity derivative activity and changes in 
commodity prices. 

A hypothetical I 0% decrease in commodity prices would have resulted 
m a decrease in tbe fair value of$51 million and $62 million of Virginia 
Power's conunodity-based derivat ive instruments as ofDeeember 31 , 
2017 and December 3 1, 2016, respectively. The decrease in sensi tivity is 
largely due to a decrease in commodity derivative activity and lower 
commodity prices. 

A hypothetical I 0% increase in commodi ty prices of Dominion Energy 
Gas' commodity-based financial derivative instruments would have 
resulted in a decrease in fair value of$4 million as ofboth December 31, 
2017 and 20 16. 

T he impact o f a change in energy commodi ty prices on the Compan ies' 
commodity-based financia l derivative instruments at a point in time is 
not necessari ly represen tative of the results that will be reali1ed when the 
contracts are ultimately settled. et losses fTom commodity derivative 
mstruments used for hedging purposes, to the extent realized, Wtll 
generally be offset by recognition of the hedged transaction, such as 
revenue from physical sales of !.he commodity. 

Interest Rate Risk 
The Companies manage their interest rate risk exposure predominantly by 
mamtaining a balance of fi xed and variable rate debt. They also enter into 
interest rate sensi tive derivat ives, meluding interest rate swaps and 
mterest rate lock agreements. For variab le rate debt and Interest rate swaps 
designated under fair value hedging and o utstandi ng for the Companies, 
a hypothetical 10% increase in market interest rates would not have 
resulted in a material change in annual earnings at December 3 1, 2017 or 
2016. 

The Companies also use Interest rate derivatives, includmg forward
stamng swaps, as cash flow hedges of forecasted interest payments. As of 
December 31 , 2017, Dominion Energy and Virginia Power had 
$3.5 bi ll ion and $1 .5 billion, respectively, in aggregate notiona l amoun ts 
of these interest rate deri vatives outstand ing. A hypothetical I 0% 
decrease in market interest rates wou ld have resu lted in a decrease of 
$86 million and $67 million, respectively, in the fair value of Dominion 
Energy's and Virginia Power's mterest rate deri vatives at December 31. 
2017 As of December 31, 2016, Dommion Energy and Virgmia Power 
had 
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$2.9 billion and S 1.7 billion, respectively, in aggregate nollonal 
amounts of these interest rate derivatives ou tstanding. A hypothetical 
10% decrease in market interest rates would have resulted in a decrease 
of$58 mil lion and $45 million, respect ively, in the fair value of 
Dominion Energy's and Virgmia Power's interest rate deriva11vcs at , 
December 3 I, 20 16. 

During 20 16, Dominion Energy Gas entered into fore ign currency 
swaps with the purpose of hedging the foreign currency exchange risk 
associated with Euro denominated debt. As of December 31, 20 17, 
Dominion Energy and Dominion Energy Gas had $280 million (€ 250 
mi ll ion) in aggregate notional amounts o f these foreign currency swaps 
ou tstand ing. A hypothetical I 0% increase in market interest rates would 
have resulted in a $6 million decrease in the fair value of Dominion 
Energy's and Dominion Energy Gas' foreign currency swaps at 
December 31,2017. As of December 31,2016, Dominion Energy and 
Dominion Ene rgy Gas had $280 million (€ 250 million) in aggregate 
notional amounts of these foreign currency swaps outstanding. A 
hypothetical I 0°'o increase in market interest rates would have resulted 
m a S5 million decrease m the fair value ofDomimon Energy's and 
Dominion Ene rgy Gas's foreign currency swaps at December 31, 201 6. 

The impact of a change in imcrcst rates on the Companies' interest 
rate-based financial derivative instrumen ts at a point in time is not 
necessarily representative of the results that will be realized when the 
contracts are ultimate ly sen led. Net gains and/o r losses from imerest rate 
derivative insuuments used fo r hedging purposes, to the extent rea lized , 
will generally be offset by recognition of the hedged transaction . 

Investment Price Risk 
Domi nion Energy and Virginia Power are subject to investment price 
risk due to securit ies held as investments in nuclear decommission ing 
and rabbi trust funds that are managed by third-party investment 
managers. These trust funds primarily hold marketable securities that are 
reported in the Consolidated Balance Sheets at fair value. 

Domin ion Energy recognized net realized gains (including 
in,estment income) on nuclear decommissioning and rabb i trust 
investments of$ 167 million and S 144 mill ion in 20 17 and 2016, 
respectively. et realized gains and losses include gains and losses from 
the sale of investments as well as any other-than-temporary decl ines in 
fair value. Dominion Energy recorded, in AOC:I and regulatory 
liabilities, a net increase in unrealized gains of$462 million and 
S 183 m1llion in 20 17 and 2016, respectively. 

Virginia Power recognized net realized gains (including mvesuncnt 
income) on nuc lear decommissioning trust investments of$76 million 
and $67 million in 2017 and 20 16, respectively. 'et rea lized gains and 
losses include gains and losses from the sale of investments as well as 
any other-than-temporary declines in fu ir value. Virginia Power 
recorded, in AOC I and regulatory liabilities, a net increase in unreali zed 
gains of $2 16 mill ion and $93 million in 20 17 and 2016, respectively. 

Dominion Energy sponsors pension and other postretirement 
employee benefit plans that hold investment in trusts to fund employee 
benefit pay ments. Virginia Power and Dominion Energy Gas emp loyees 
participate in these plans. Dominion Energy's pension and other 
postretirement p lan assets experienced aggregate actual returns of 
S 1.6 billion and $534 mrllion in 2017 

and ::!016, respectively, versus e~pected returns of$767 million and 
$69 1 million, respectively. Dominion Energy Gas' pension and o ther 
postretirement plan assets for employees represented by collective 
bargaining units experienced aggregate actual returns of$335 million 
and S 130 million in 2017 and 2016. respectively. versus expected returns 
o f $165 mi ll ion and $157 mill ion, respectively. Differences berween 
actual and expected returns on plan assets arc accumulated and amonized 
during future periods. As such, any investment-related declines in these 
trusts will result in fu ture increases in the net periodic cost recognized for 
such employee benefit plans and will be included in the determination of 
the amount of cash to be contributed to the employee benefit plans. A 
hypothetical 0.25% decrease in the assumed long-term rates of return on 
Dominion Energy's plan assets would result in an increase in net periodic 
cost of$ 19 million and S 18 million as of December 31, 2017 and 20 16, 
respectively, for pension benefits and $4 million as ofboth December 3 1, 
2017 and 20 16, for o ther postretirement benefits. A hypothetical 0.25% 
decrease in the assumed long-term rates of return on Dominion Energy 
Gas' plan assets, for employees represented by collective bargaining 
unns, wou ld result in an increase in net pen odic cost of$4 million as of 
both December 3 1, 2017 and 2016, for pension bene fits and S I million as 
of both December 31, 20 17 and 2016, for other po !retirement benefits. 

Risk Management Policies 
The Companies have established operating procedures with corporate 
management to ensure that proper internal controls arc maintained. In 
add ition, Dominion Energy has established an independent function at 
the corporate level to monitor compliance with the credit and commodity 
risk management policies of all subsidiaries, includ ing Virginia Power 
and Do mi nion Energy Gas. Dominion Energy maintains credit pol icies 
that include the evaluat ion of a prospective counterparty 's financial 
condition, collateral requi rements where deemed necessary and the use of 
standard ized agreements that facilitate the netting of cash flows 
associated with a single counterparty. ln addition, Dominion Energy also 
monitors the financial condition of existing counterparties on an ongoing 
basis. Based on these credit policies and the Companies' December 31, 
2017 provision for credit losses, management believes that it is unlikely 
that a material adverse effect o n the Companies' financial position, results 
o f operations or cash flows would occur as a resu lt o f counterparty 
nonperformance. 
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REPORT OF INDEPENDENT REGISTERED PUBLTC ACCOUNTING FTRM 

To the Shareholders and the Board of Directors of 
Domin ion Energy, Inc. 

Opinion on the Consolidated Financial Statements 

We have audi ted the accompanying consolidated balance sheets o fDominion Energy, Inc. and subsidiaries (""Dominion Energy") at December 31, 
201 7 and 201 6, the related consolidated statements of income, comprehensive income, equ ity, and cash flows, for each o f the three years in the period 
ended December 31 , 20 17, and the related notes (colleclively referred to as the ··consolidated financial statements"). In our opin ion, the consolidated 
financia l statements present fa irly, in all material respects, the financial position of Dominion Energy at December 31,2017 and 2016, and the resu lts 
of its operat io ns and its casb flows for each o f the three years in the petiod ended December 3 1,201 7, in conformity with accounting principles 
generally accepted in the United States of America. 

We have also audited, in accordance with the standards of the Public Company Accounting Oversigh t Board (United States) (PCAOB), Domi11ion 
Energy's internal control over fi nancial reporting at December 3 1,201 7, based on criteria established in Internal Comrol- lntegrated Framework 
(2013) issued by tbe Commi ttee of Sponsoring Organizations of the Treadway Commission and our report dated Febnmy 27, 2018, expressed an 
unqualified op inio n on Dominion Energy's intemal control over financ ial reponing. 

Basis for Opinion 

These consolidated fi nancial s tatements are the responsibil ity of Dominion Energy's management. Our responsibi lity is to express an opinion on 
Dominion Energy's consolidated financial statements based on our audits. We are a public accounting finn registered with the PCAOB and are required 
to be independent with respect to Do minion Energy in accordance with the U.S. federal securities laws and the applicable rules and regulations ofihe 
Securi t ies and Exchange Commission and the PCAOB. 

We cond ucted our audi ts in accordance wi tb the standards of the PCAOB. Those standards requ ire that we plan and pe1fom1 the audit to obtain 
reasonable assurance about whether the consolidated financ ial statements are free of material misstatement, whether due to en·or or fraud. Our audits 
included performing procedures to assess the risks o f material misstatement of the conso lidated fi nancial statements, whether due to error or fraud, and 
perf01ming procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regard ing the amounts and 
disclosures in the consol idated financial statements. Our audits also included evaluating the accounting principles used and significant estimates made 
by management, as well as evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reason able 
basis fo r our opinion. 

/s/ Deloitte & Touche LLP 

Richmond, Virginia 
Februaty 2 7, 20 18 

We have served as Dominion Energy's aud itor since 1988 . 
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Dominion Energy, Inc. 
Consolidated Statements oflncome 

Year Ended December 31, 
(m1thons, except per share amounts) 

Operating Revenue(1) 
Operating Expenses 

Electric fuel and other energy-related purchases 
Purchased electric capacity 
Purchased gas 
Other operations and maintenance 
Depreciation, depletion and amortization 
Other taxes 

Total operating expenses 
Income from operations 
Other income(1) 
Interest and related charges 
Income from operations including noncontrolling interests before income tax expense (benefit) 
Income tax expense (benefit) 
Net Income Including Noncontrolling Interests 
Noncontrolling Interests 
Net Income Attributable to Dominion Energy 
Earnings Per Common Share 
Net income attributable to Dominion Energy-Basic 
Net income attributable to Dominion Energy-Diluted 
Dividends Declared Per Common Share 

(/)See Note 9 for amounrs alldbutable to related parties. 

77re nccompa11yi11g 11otes are an integral part of Domi11io11 E11ergy 's Co11 solidated Fi11a11cial Stateme11ts. 
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2017 

$12,586 

2,301 
6 

701 
2,875 
1,905 

668 
8 ,456 
4,130 

165 
1,205 
3,090 

(30) 
3,120 

121 
2,999 

$ 4.72 
$ 4.72 
$ 3.035 

2016 2015 

$11 ,737 $11 ,683 

2,333 2,725 
99 330 

459 55 1 
3,064 2,595 
1,559 1,395 

596 55 1 
8,110 8,147 
3,627 3,536 

250 196 
1,010 904 
2,867 2,828 

655 905 
2,212 1,923 

89 24 
2,123 1,899 

$ 3.44 $ 3.21 
$ 3.44 $ 3.20 
$ 2.80 $ 2.59 
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Dominion Energy, Inc. 
Con sol ida ted Statements of Comprehensive Income 

Year Ended December 31. 
(miloons) 

Net income including noncontroling interests 
Other comprehensive income (loss). net of taxes: 

Net deferred gains on derivatives-hedging activhies, net of $(3), S(37) and $(74) tax 
Changes in unrealiZed net ga1ns on investment securrues, net of $(121), $(53) and S23 tax 
Changes in net unrecognized pension and other postretirement benefit costs, net of $32, $189 and $29 tax 
Amounts reclassif!Cd to net income: 

Net derivative gains-hedging activities, net of $1 8, $100 and $68 tax 
Net realized gains on Investment securities, net of$21, $15 and S29tax 
Net pension and other postretirement benefrt costs, net of $(32), $(22) and $(35) tax 

Changes In other comprehensive income (loss) from equity method investees, net of $(2), S-and $1 tax 
Total other comprehensive income (Joss) 
Comprehensive Income ind.Jding noncontroling interests 
Comprehensive income attnbutable to noncontroling interests 
Comprehensive Income attributable to Dominion Energy 

n.~ auompanymg notes arran mtegral pan of Domin ron Enugy's ConS<Jirdat•d FinanclDI SIIJt~m~nts. 

2017 

$3,120 

8 
215 
(69) 

(29) 
(37) 
50 

3 
141 

3,261 
122 

$3,139 

2016 2015 

$2,212 $1,923 

55 110 
93 6 

(319) (66) 

(159) (108) 
(28) (50) 
34 51 
(1) (1) 

(325) (58) 
1,887 1.865 

89 24 
$1 ,798 $1 ,841 
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Dominion Energy, Inc. 
Consolidated Balance Sheets 

At December 31. 
(milloons) 

ASSETS 
Current Assets 

Cash and cash equivalents 
Customer receivables (less allowance for doubtful accounts of $17 and $18) 
Other receivables (less allowance for doubtful accounts of $2 at both dates)(1) 
Inventories 

Materials and supplies 
Fossil fuel 
Gas Stored 

Prepayments 
Regulatory assets 
Other 

Total current assets 
Investments 

Nuclear decommissioning trust funds 
Investment in equity method affiliates 
Other 

Total investments 
Property, Plant and Equipment 

Property, plant and equipment 
Accumulated depreciation, depletion and amortization 

Total property, plant and equipment, net 
Deferred Charges and Other Assets 

Goodwill 
Pension and other postretirement benefit assets 
Intangible assets, net 
Regulatory assets 
Other 

Total deferred charges and other assets 
Total assets 

{I) See No te 9 for amounts attributable to related parries. 
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2017 2016 

$ 120 $ 261 
1,660 1,523 

126 183 

1,049 1,087 
328 341 
100 96 
260 194 
294 244 
397 319 

4 ,334 4,248 

5,093 4,48l! 
1,544 1,561 

327 298 
6,964 6,343 

74,823 69,556 
(21,065) (19,592) 
53,758 49 ,964 

6,405 6,399 
1,378 1,078 

685 618 
2,480 2,473 

581 487 
11 ,529 11 ,055 

s 76,585 $71,610 
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AJ December 31, 
(ml5ons) 

LJABILlTIES AND EQUITY 
Current Liabilities 

Securities due within one year 
Short-term debt 
Accounts payable 
Accrued interest, payroll and taxes 
Other(1 ) 

Total current liabilities 
Long-Term Debt 

long-term debt 
Junior subordinated notes 
Remarl<etable subordinated notes 

Total long-term debt 
Deferred Cred its and Other liabilities 

Deferred income taxes and investment tax credits 
Regulatory liabilities 
Asset retirement obligations 
Pension and other postretirement benefit liability 
Other(1) 

Total deferred credits and other l iabilities 
Total liabilities 

Commitments and Contingencies (see Note 22) 
Equity 

Common stock-no par(2) 
Retained earnings 
Accumulated other comprehensive loss 

Total common shareholders' equity 
Noncontrolling interests 

Total equ ity 
Total liabilities and eguity 

(/)See Notes J and 9 for amounts aunbutable 10 related parttes. 
(1) I billion shares a111ho~d; 64J mil/ton shares and 618 mil/tan shares oul<ltlnding at D~umb~r J / , 2017 and 2016, resp~cl/ve/y 

rn~ accompouying not~S art an In tegral pan of DomiJJiOIJ Energy's Co nsolidated Financml StatementJ 

2017 2016 

$ 3,078 $ 1,709 
3,298 3,155 

875 1,000 
848 798 

1,537 1,453 
9,636 8,115 

25,588 24 ,878 
3,981 2,980 
1,379 2,373 

30,948 30,231 

4,523 8,602 
6,916 2,622 
2,169 2,236 
2,160 2,112 

863 852 
16,631 16.424 
57,215 54,770 

9,865 8 ,550 
7,936 6,854 

(659) (799) 
17,142 14,605 

2,228 2,235 
19,370 16,840 

$76,585 $71,610 
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Dominion Energy, Inc. 
Consolidated Statements of Equity 

Common Stock 
Dornimon Energy 

Shareholders 
AccurmAated 

Other Total Common 
Retained Comprehensive Shareholders' Noncontrollong Total 

Shares Amount Eam1nqs Income (loss) Equrty Interests Equ•ty 
(mlloons) 

December 31 , 2014 585 $5,876 $6,095 $(416) $11 ,555 $ 402 $11 ,957 
Net income including noncontro!ling interests 1,899 1,899 24 1,923 
Dominion Energy Midstream's acquisition of interest in 

Iroquois 216 216 
Acquisition of Four Brothers and Three Cedars 47 47 
Contributions from Sun Edison to Four Brothers and Three 

Cedars 103 103 
Sale of interest in merchant solar projects 26 26 179 205 
Purchase of Dominion Energy Midstream common units (6) (6) (19) (25) 
Issuance of common stock 11 786 786 786 
Stock awards (net of change in unearned compensation) 13 13 13 
Dividends (1,536) (1 ,536) (1,536) 
Dominion Energy Midstream distributions (16) (16) 
Other comprehensive loss, net of tax (58) (58) (58) 
Other (15) (15) 2 (13) 
December 31 , 2015 596 6,680 6,458 (474) 12,664 938 13,602 
Net income including noncontrolling interests 2,123 2,123 89 2,212 
Contributions from SunEdison to Four Brothers and Three 

Cedars 189 189 
Sale of interest in merchant solar projects 22 22 117 139 
Sale of Dominion Energy Midstream common units-net of 

offering costs 482 482 
Sale of Dominion Energy Midstream convertible preferred 

units-net of offering costs 490 490 
Purchase of Dominion Energy Midstream common units (3) (3) (14) (17) 
Issuance of common stock 32 2,152 2,152 2,152 
Stock awards (net of change in unearned compensation) 14 14 14 
Present value of stock purchase contract payments related to 

RSNs(1) {191) {191 ) (1 91 ) 
Tax effect of Dominion Energy Questar Pipeline contribution to 

Dominion Energy Midstream {116) (1 16) (116) 
Dividends and distributions (1.727) (1,727) (62) {1 ,789) 
Other comprehensive loss, net of tax (325) (325) (325) 
Other (8 ) (8) 6 (2) 
December 31, 2016 628 8 ,550 6 ,854 F99) 14,605 2,235 16,840 
Net income including noncontrolling interests 2,999 2,999 121 3,120 
Contributions from NRG to Four Brothers and Three Cedars 9 9 
Issuance of common stock 17 1,302 1,302 1,302 
Sale of Dominion Energy Midstream common units-net of 

offering costs 18 18 
Stock awards (net of change in unearned compensation) 22 22 22 
Dividends and distributions (1,931) (1,931) (156) (2,087) 
Other comprehensive income, net of tax 140 140 1 141 
Other 5 5 
December 31, 2017 645 $(659) $17,142 $2,228 $19,370 

(I) Su Note 17 for further mfomJatioll 

Th~ accompanymg ~otes art- an mtegral part of Dommion Energy '.t Conmlidauul Financia l Stat~mtnts 
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Dominion Energy, Inc. 
Consolidated Statements of Cash Flows 

Year Ended December 31, 
(miloons) 

Operating Activities 
Net income including noncontroling interests 
Adjustme.n~ to reconcile net Income includi~g noncontrolng interests to net cash provided by operating activities: 
Deprec~at10n, depletJon and amortiZatiOn (including nuclear fuel) 
Deferred income taxes and investment tax credits 
Current income tax for Dominion Energy Ouestar Pipeline contribution to DominiOn Energy Midstream 
Proceeds from assognment of tower rental portfolio 
Gains on the sales of assets 
Charges associated With equrty method investments 
Charges associated With Mure ash pond and landfil closure costs 
Contribution to pension plan 
Other adjustments 
Changes in: 

Accounts receivable 
Inventories 
Deferred fuel and purchased gas costs, net 
Prepayments 
Accounts payable 
Accrued interest, payrol and taxes 
Margin depostt assets and liabilities 
Net realized and unrealized changes related to derivative activtties 
Asset retirement obligatJons 
Pension and other postreti'ement benefrts 
Other operating assets and liabiilles 

Net cash provided by operating activities 
Investing Act ivities 
Plant construction and other property additions (including nuclear fuel) 
Acquisition of Dominion Energy Questar, net of cash acqUired 
Acquisttion of solar development projects 
Acquisition of DECG 
Proceeds from sales of securibes 
Purchases of securtties 
Sale of certain retai energy rnarke~ assets 
Proceeds from assignment of shale development rights 
Contributions to equity method affiliates 
Distributions from equtty method affiliates 
Other 
Net cash used in investing activtties 
Financing Act ivities 
Issuance (repayment) of short-term debt, net 
Issuance of short-term notes 
Repayment and repurchase of short-term not.es 
Issuance and rernarke!Jng of long-term debt 
Repayment and repurchase of long-term debt 
Net proceeds from issuance of Dominion Energy Midstream common units 
Net proceeds from issuance of Dominion Energy Midstream preferred units 
Proceeds from sale of interest in merchant solar projects 
Contributions from NRG and SunEdison to Four Brothers and Three Cedars 
Issuance of common stock 
Common dividend payments 
Other 
Net cash provided by fV1ancing activrties 
Increase (decrease) 1n cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash eqUivalents at end of year 
Supplemental Cash Flow Information 
Cash paid during the year for: 

Interest and related charges, excluding capttaized amounts 
Income taxes 

SignifiCant noncash inves~ and fr1ancing activities :(1 X2l 

Accrued capttal expendrtures 
Guarantee provided to equtty method affiliate 
Dominion Energy Midstream's acquisttion of a noncontrol1ng partnership interest 111 l roqums '" exchange for issuance of Dominion 

Energy Midstream common units 

(I) Su Note 3 for noncash acrm ttts related to the acquisllro/1 of Four Brotherr a11d nu·u C~darr 
{1) Su Note 17 for noncaJh ac/lnties related to 1M remarl:etmg ofRSNr m 1017 and 2016. 

Th~ accompanying notes nr~ an uuegrnl port of Domm1011 Energy's Consohdated Fmancial Statements 

2017 

$ 3,120 

2,202 
(3) 

91 
(148) 
158 

(75 ) 
(37) 

(103) 
15 

(71) 
(62) 
(89) 
64 

(10) 
44 
(94) 

(177) 
(276) 

4 ,549 

(5,504) 

(405) 

1,831 
(1,940) 

68 
70 

(370) 
228 

29 
(5,993) 

143 

(250) 
3,880 

(1 ,572) 
18 

9 
1,302 

(1 ,931) 
(296) 

1,303 
(141) 
26 1 

$ 120 

$ 1 ,083 
9 

343 
30 

2016 2015 

s 2,212 s 1,923 

1,849 1,669 
725 854 

(21 2) 

(50) (123) 

197 99 

(108 ) (42) 

(286) 294 
1 (26) 

54 94 
21 (25) 
97 (199) 

203 (52) 
(66) 237 

(335) (176) 
(61 ) (4 ) 

(152) (51) 
38 3 

4 ,127 4,475 

(6,085) (5,575) 
(4 ,381 ) 

(40) (41 8) 
(497) 

1,422 1,340 
(1,504) (1,326) 

10 79 
(198) (51) 

26 16 
47 (7 1 

(10,703) (6,503) 

(654 ) 734 
1,200 600 

(1.800) (400) 
7.722 2 ,962 

(1,610) (892) 
482 
490 
117 184 
189 103 

2 ,152 786 
(1,727) (1,536) 

(331) (224) 
6 ,230 2 ,317 

(346) 289 
607 318 

s 261 s 607 

s 905 s 843 
145 75 

427 478 

216 
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REPORT OF lNDEPENDE T R EGfSTERED PUBLIC A CCOUNTING FIRM 

To the Board of Directors and Shareholder of 
Virgin ia Electric and Power Company 

Opi ni on on the Consolida ted Financial Sta tements 

We have audited the accompanying consolidated balance sheets ofVirgmia Electric and Power Company (a wholly-<>wned subsid•ary of Dominion 
Energy, Inc.) and subsidiaries (""Virginia Power'') at December 31, 20 17 and 20 16, the related consolidated statements of inco me, comprehensive 
income, common shareholder's equi ty, and cash {lows, for each of the three years in the period ended December 3 1,20 17, and the related notes 
(co llecti vely re ferred to as the ""conso li dated financial statements"). In our opin ion, the conso lidated fi nancial statements present fa irly, in all material 
respects, the fi nancial posit ion ofVirg in ia Power at December 3 1,20 17 and 2016, and the results of its operations and its cash {lows for each of the 
three years in the period ended December 31,2017, in conformity with accounung principles generally accepted in the United States of America. 

Basis for Opinion 
These consolidated fi nancial statements arc the responsibility of Vi rginia Power's management. Our responsibility is to express an opimon on Virginia 
Power's consolidated financial statements based on our audits. We arc a public accounting firm registered with the Publ ic Company Accounting 
Oversigh t Board (United States) (PCAOB) and arc required to be independent with respect to Virgin ia Power in accordance with the U.S. federal 
securities laws a nd the applicable ru les and regulations of the Securities and Exchange Commission and the PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perforn1the audit to obtain 
reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to error or fraud. Virgima 
Power is not required to have, nor were we engaged to perform, an audi t of its internal control over financial reponmg. As pan of our audits, we are 
required to obtain an understanding of internal control over financ ial reponing but not for the purpose of expressing an opin ion on the effectiveness o f 
Virginia Power's internal control over financial reponing. According ly, we express no such opinion. 

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether due to 
error or fraud, and performing procedures that respond to those ri sks. Such procedures included examining, on a test basis, evidence regarding the 
amoun ts and disclosures in the consolidated fi nancial s tatements. Our audits also included evaluating the accounting principles used and significant 
estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements. We believe that our audits 
provide a reasonab le basis for our opi nion. 

lsi Delo itte & Touche LLP 

Richmond, Virginia 
February 27,20 18 

We have served as Virginia Power's auditor since 1988. 
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Virginia Electric and Power Company 
Consolidated Statements of Income 

Year Ended December 31, 
(millions) 

Operating Revenue(1) 
Operating Expenses 

Electric fuel and other energy-related purchases(1 l 
Purchased electric capacity 
Other operations and maintenance: 

Affi liated suppliers 
Other 

Depreciation and amortization 
Other taxes 

Total operating expenses 
Income from operations 
Other income 
Interest and related charges(1 l 
Income from operations before income tax expense 
Income tax expense 
Net Income 

(I) See Note 24 for amo11111S atmbutable to affiliares. 

T1t~ accompanying notes a~ an integral part of Virginza PoK~r·s Consolidated Financial Sratem~nts. 

76 

2017 

$7,556 

1,909 
6 

309 
1,169 
1,141 

290 
4,824 
2,732 

76 
494 

2,314 
774 

$1,540 

2016 2015 

$7,588 $7,622 

1,973 2,320 
99 330 

310 279 
1,547 1,355 
1,025 953 

284 264 
5,238 5 ,501 
2,350 2,121 

56 68 
461 443 

1,945 1,746 
727 659 

$1.218 $1 ,087 
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Virginia Electric and Power Company 
Consolidated Statements of Comprehensive Income 

Year Ended December 3 1, 

(mll1tOns) 

Net income 
Other comprehensive income (loss), net of taxes: 

Net deferred losses on derivatives-hedging activities, net of $3, $1 and $2 tax 
Changes in unrealized net gains (losses) on nuclear decommissioning trust funds, net of$(16), $(7) and $1 

tax 
Amounts reclassified to net income: 

Net derivative losses on derivative-hedging activities, net of$-, $-and S- tax 
Net realized gains on nuclear decommissioning trust funds, net of $3, $2 and $4 tax 

Total other comprehensive income (loss) 
Comprehensive income 

The accompanying notes are an mtegral part of Virginia Po·K"tr's Consolidated Financial Statements. 

2017 

$1,540 

(5) 

24 

1 
(4) 
16 

$1 ,556 

2016 2015 

$1 ,218 $1,087 

(2) (1) 

11 (4) 

1 1 
(4) (6) 
6 (10) 

$1 ,224 $1 ,077 
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Virginia Electric and Power Company 
Consolidated Balance Sheets 

AI December 31 
(millions) 

ASSETS 
Current Assets 

Cash and cash equivalents 
Customer receivables (less allowance for doubtful accounts of$1 0 at both dates) 
Other receivables (less allowance for doubtful accounts of $1 at both dates) 
Affiliated receivables 
Inventories (average cost method) 

Materials and supplies 
Fossil fuel 

Prepayments 
Regulatory assets 
Other(1) 

Total current assets 
Investments 

Nuclear decommissioning trust funds 
Other 

Total investments 
Property, Plant and Equipment 

Property, plant and equipment 
Accumulated depreciation and amortization 

Total property, plant and equipment, net 
Deferred Charges and Other Assets 

Pension and other postretirement benefit assets(1 J 
Intangible assets, net 
Regulatory assets 
Derivative assets(1 J 
Other 

Total deferred charges and other assets 
Total assets 

(/)See No te 24 for amo11nU attnbutab/e to affiliates. 
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2017 2016 

$ 14 $ 11 
951 892 

64 99 
3 112 

531 525 
319 328 

27 30 
205 179 
110 72 

2,224 2,248 

2,399 2,106 
3 3 

2,402 2,109 

42,329 40,030 
(13,277) (12,436) 
29,052 27,594 

199 130 
233 225 
810 770 

91 128 
128 104 

1,461 1,357 
$ 35,139 $ 33,308 
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A1 December 31, 
(milions) 

LIABlLITLES AND SHAREHOLDER'S EQUITY 
Current Liabilities 

Securities due with1n one year 
Short-term debt 
Accounts payable 
Payables to affiliates 
Affiliated current borrowings 
Accrued interest, payroll and taxes 
Asset retirement obligations 
Other{1) 

Total currentliabilities 
Long-Term Debt 
Deferred Credits and Other Liabilities 

Deferred income taxes and investment tax credits 
Asset retirement obligations 
Regulatory liabilities 
Pension and other postretirement benefit !iabilities(1) 
Other 

Total deferred credits and other liabilities 
Total liabilities 

Commitments and Contingencies (see Note 22) 
Common Shareholder's Equity 

Common stock- no par{2) 
Other paid-in capital 
Retained earnings 
Accumulated other comprehensive income 

Total common shareholder's equity 
Total liabilities and shareholder's equity 

{I) See No te 24 for 1111101111 /S attriburable to affiliates. 
{2) 500,000 •htll'es autlrorl=ed, 174,713 shares outsta11di11g at December 3 I, 2017 a11d 2016 

The accompa11ylng notes arr 011 mtegral pan of Virginia PoK~r·s CtJnsohda ted Fmancia/ Statements. 

2017 2016 

$ 850 $ 678 
542 65 
361 444 
125 109 

33 262 
256 239 
216 181 
537 544 

2,920 2,522 
10,496 9,852 

2,728 5,103 
1,149 1,262 
4,760 1,962 

505 396 
357 346 

9,499 9,069 
22,915 21,443 

5,738 5,738 
1,113 1,113 
5,31 1 4 ,968 

62 46 
12,224 11 ,865 

$35,139 $33,308 
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Virginia Electric and Power Company 
Consolidated Slalements of Common Shareho lder ' s Equity 

Accumulated 
Other Other 

Common Stock PaJCI.In Retaoned ComprehensiVe 

Shares Amount Capotal Eamongs Income (loss I Total 

(millions except for shares) (thou5ands) 

Balance at December 31 , 2014 275 $5,738 $1,113 $ 3,154 $50 $10,055 
Net income 1,087 1,087 
Dividends (491) (491) 
Other coml::!rehensive loss, net of tax (10) (10) 
Balance at December 31 , 2015 275 5,738 1 ,113 3,750 40 10,641 
Net income 1,218 1,218 
Other com£!rehensive income, net of tax 6 6 
Balance at December 31. 2016 275 5,738 1,1 13 4,968 46 11,865 
Net income 1,540 1,540 
Dividends (1 ,199) (1,199) 
Other comprehensive income, net of tax 16 16 
Other 2 2 
Balance at December 31 ,2017 275 $5,738 $1,113 $ 5,31 1 $62 $12,224 

Th~ accompanying not~ a~ an rnt~gral pan ofVirginta Powt>r'J Consolidated Fmancial Stat~m~nu. 
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Virgin ia Electric and Power Company 
Con o lidated Statements of Cash Flows 

Year Ended December 31 
(m1ftions) 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization (including nuclear fuel) 
Deferred income taxes and investment tax credits 
Proceeds from assignment of rental portfolio 
Charges associated with future ash pond and landfill closure costs 
Other adjustments 
Changes in: 

Accounts receivable 
Affiliated accounts receivable and payable 
Inventories 
Prepayments 
Deferred fuel expenses, net 
Accounts payable 
Accrued interest, payroll and taxes 
Net realized and unrealized changes related to derivative activities 
Asset retirement obligations 
Other operating assets and liabil ities 

Net cash provided by operating activities 
Investing Activities 

Plant construction and other property additions 
Purchases of nuclear fuel 
Acquisition of solar development projects 
Purchases of securities 
Proceeds from sales of securities 
Other 

Net cash used in investing activities 
Financing Activities 

Issuance (repayment) of short-term debt, net 
Repayment of affiliated current borrowings, net 
Issuance and remarketing of long-term debt 
Repayment of long-term debt 
Common dividend payments to parent 
Other 

Net cash provided by (used in) financing activities 
Increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year 
Supplemental Cash Flow Information 
Cash paid during the year for: 

Interest and related charges, excluding capitalized amounts 
Income taxes 

Significant noncash investing activities: 
Accrued capital expenditures 

The accompanying notes are 11n mtegrnl pari of Virginia Po¥.~r·s Consolidated Fmandal Sta tements 

2017 

$ 1,540 

1,333 
269 

91 

(36) 

(27) 
125 

3 
3 

(59) 
(42) 
17 
13 

(88) 
(181) 

2,961 

(2,496) 
(192) 

(41 ) 
(884) 
849 
(51) 

(2,815) 

s 

s 458 
362 

169 

Z016 

$ 1,218 

1,210 
469 

197 
(16) 

(65) 
220 
20 

8 
69 
25 
49 

(153) 
(59) 
77 

3 ,269 

(2,489) 
(153) 

(7) 
(775) 
733 
(33) 

(2,724) 

(1,591 ) 
(114) 

1,688 
(517) 

$ 435 
79 

256 

Z015 

s 1,087 

1,121 
251 

99 
(27) 

128 
(314) 

(20) 
214 

64 
(75) 

(9) 
(67) 
10 
93 

2,555 

(2,474) 
(172) 

(43) 
(651) 
639 
(87) 

(2,788) 

$ 422 
517 

169 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors of 
Dominion Energy Gas Holdings, LLC 

Opinion on the Co nsolidated Financia l Sta teme nts 

We have audited the accompanying consolidated balance sheels of Dominion Energy Gas Holdi ngs, LLC (a wholly-owned subsid iary of Dominion 
Energy, Inc.) and subsidiaries (""Dominio n Energy Gas") at December J I, 2017 and 2016, the rclalcd consolidated s latemenls of income, 
comprehensive income, equity, and cash nows, for each of the three years in I he pe1iod ended December 31, 2017, and the relaled noles (colleclively 
refe1Ted lo as 1he ··consol idaled financia l slatements"). In ou r opinion , lhc conso lidaled fi nancial slatements presenl fairly, in al l material respecls, lhe 
financia l posit ion of Dominion Energy Gas at December 3 1, 20 17 and 20 16, and I he resulls o f its operalions and its cash nows for each of the three 
years in the period ended December 3 1, 201 7, in conformity wi lh account ing principles general ly accepted in the United Sta tes o f America. 

Basis for Opinion 

These consolidated fi nancial statements are the responsibility of Dominion Energy Gas' management. Our responsibility is to express an opinion on 
Dominion Energy Gas' consolidated financia l statements based on our audits. We are a public accounting firm registered with the Public Company 
Account ing Oversight Board (United States) (PCAOB) and are required to be independent with respect to Dominion Energy Gas in accordance with the 
U.S. federal securities laws and the applicable rules and regulat ions of the Securities and Exchange Commission and the PCAOB. 

We conducted our audits in accordance with the s tandards of the PCAOB. Those s tandards require that we plan and perform the audit to obtain 
reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether d ue to error or fraud. Dominion 
Energy Gas is not required to have, nor were we engaged to perfonn, an audit of its internal control over financial reporting. As part of our audits, we 
are requ ired to obtain an understanding of internal control over financial reponing but not for the purpose of expressing an opinion on the 
effectiveness of Dominion Energy Gas' internal control over financ ial reponing. Accordingly, we express no such opin ion. 

Our audits included performing procedures to assess the risks o f material misstatement of the consolidated financial statements, whether due to 
error or fra ud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, ev idence regarding the 
amounts and disclosures io the consolidated fi nancial state ments. Our audits also included evaluating the accounting principles used and significant 
estimates made by management, as well as evaluating the overall presentation of the consolidated financ ial statements. We believe that our aud its 
provide a reasonable basis for our opinion. 

Is/ Dcloittc & Touche LLP 

Richmond, Virginia 
February 27,20 18 

We have served as Dominion Energy Gas' auditor since 20 12. 
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Dominion Energy Gas Holdings, LLC 
Consolidated Statements of Income 

Year Ended December 31 , 
(miHions) 

Operating Revenue(1) 
Operating Expenses 

Purchased gas(1 J 
Other energy-related purchases(1) 
Other operations and maintenance: 

Affiliated suppliers 
Other(1) 

Depreciation and amortization 
Other taxes 

Total operating expenses 
Income from operations 
Earnings from equity method in vestee 
Other income 
Interest and related charges(1) 
Income from operations before income tax expense 
Income tax expense 
Net Income 

(I) Su Note 24 for amounts allributable to related parties. 

The accompanying notes ml' an integral pa rt of Dominion Energy Gas' Consolidated Financia l Statements. 

2017 

$1 ,814 

132 
21 

87 
440 
227 
185 

1,092 
722 

21 
20 
97 

666 
51 

$ 61 5 

2016 2015 

$1,638 $1,716 

109 133 
12 21 

81 64 
393 326 
204 217 
170 166 
969 927 
669 789 

21 23 
11 1 
94 73 

607 740 
215 283 

$ 392 $ 457 
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Dominion Energy Gas Holdings, LLC 
Consolidated Statements of Comprehensive Income 

Year Ended Docomber 31, 
(miUions) 

Net income 
Other comprehensive income (loss), net of taxes: 

Net deferred gains (losses) on derivatives-hedging activities, net of $(3), $10, and $(4) tax 
Changes in unrecognized pension benefit (costs), net of$(8), $1 4, and $13 tax 
Amounts reclassified to net income: 

Net derivative (gains) losses, net of $3, $(6), and $3 tax 
Net pension and other postretirement benefit costs, net of $(2), $(2), and $(3) tax 

Other comprehensive income (loss) 
Comprehensive income 

The accompanying notes or~ an mt<grol part of Dominion Energy Gas' Consolidated Financial Sta tements. 

2017 2016 2015 

$615 $392 $457 

5 (16) 6 
20 (20) (20) 

(4) 9 (3) 
4 3 4 

25 (24) (13) 
$640 $368 $444 
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Dominion Energy Gas Holdings, LLC 
Con olidated Balance Sheets 

AI December 31. 
(milions) 

A ET 
Current Assets 

Cash and cash equivalents 
Customer receivables (less allowance for doubtful accounts of $1 at both dates)(1) 
Other receivables (less allowance for doubtful accounts of $1 at both dates)(1) 
Affiliated receivables 
Inventories: 

Materials and supplies 
Gas stored 

Prepayments 
Gas imbalances(1) 
Other 

Total current assets 
Investments 
Property, Plant and Equipment 

Property, plant and equipment 
Accumulated depreciation and amortization 

Total property, plant and equipment, net 
Deferred Charges and Other Assets 

Goodwill 
Intangible assets, net 
Regulatory assets 
Pension and other postretirement benefit assets(1 l 
Other(1) 

Total deferred charges and other assets 
Total assets 

(I) Su Note 24 for amowJLt attnbutable to related parties. 
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2017 2016 

$ 4 $ 23 
297 281 

15 13 
10 17 

55 57 
9 13 

112 94 
46 37 
52 47 

600 582 
97 99 

11 ,173 10,475 
(3,018) (2,851) 
8 ,155 7,624 

542 542 
109 98 
511 577 

1,828 1,557 
98 63 

3,088 2,837 
$11 ,940 $11 ,142 
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AI December 31, 

LIABILITIES ND EQUJTY 
Current Liabilities 

Short-term debt 
Accounts payable 
Payables to affiliates 
Affi liated current borrowings 
Accrued interest, payroll and taxes 
Other(1 ) 

Total current liabilities 
Long-Term Debt 
Deferred Credits and Other Liabilities 

Deferred income taxes and investment tax credits 
Regulatory liabilities 
Other(1) 

Total deferred credits and other liabil ities 
Total liabilities 

Commitments and Contingencies (see Note 22) 
Equity 

Membership interests 
Accumulated other comprehensive loss 

Total equity 
Total liabilities and equity 

{I) See Note 24 for amounts auributable to related parties. 

The accompanying notes are an mtegral part of Dominiorr Energy Gas' Consolidated Fmancial Statements 

2017 2016 

$ 629 $ 460 
193 221 

62 29 
18 118 

250 225 
189 162 

1,341 1,215 
3,570 3,528 

1,4 54 2,438 
1,227 219 

185 206 
2,866 2,863 
7,777 7,606 

4,261 3,659 
(98) (123) 

4,163 3,536 
$11,940 $11 ,142 
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Dominion Energy Gas Holdings, LLC 
Consolidated Statements ofEquity 

(miLons) 

Balance at December 31, 2014 
Net income 
Distributions 
Other comprehensive loss, net of tax 
Balance at December 31 , 2015 
Net income 
Distributions 
Other comprehensive loss, net of tax 
Balance at December 31,2016 
Net income 
Distributions 
Other comprehensive income, net of tax 
Other 
Balance at December 31, 2017 

n.~ acc:ompanymg nola arP an 1n1~gral pan of Domin ton £11~rgy Gas' Consoltdal~d Fmanc:ia/ S1a1em~nu. 

88 

Membership 
Interests 

2 
$4,261 

Accumulated 
Other 

Comprehensive 
Income (loss) Total 

s (86) $3,566 
457 

(692) 
(13) (13) 
(99) 3,318 

392 
(150) 

(24) (24) 
(123) 3,536 

615 
(15) 

25 25 
2 

$ (98) $4,163 
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Dominion Energy Gas Holdings, LLC 
Consolidated Statements of Cash Flows 

Year Ended December 31, 
(m oiiOr\S) 

Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Gains on sales of assets 
Depreciation and amortization 
Deferred income taxes and investment tax credits 
Other adjustments 
Changes In: 

Accounts receivable 
Affdiated receivables and payables 
Inventories 
Prepayments 
Accounts payable 
Accrued interest, payrol and taxes 
Pension and other postretirement benefits 
Other operating assets and liab~ities 

Net cash provided by operating activities 
Investing Activities 

Plant construction and other property add~ions 
Proceeds from sale of equ~ method investment in Iroquois 
Proceeds from assignments of shale development rights 
Other 

Net cash used in investing activities 
Financing Activities 

Issuance of short-term debt, net 
Issuance (repayment) of affiiated current borrowings, net 
Repayment of long-term debt 
Issuance of long-term debt 
Distnbution payments to parent 
Other 

Net cash provided by financing activities 
Increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year 
Supplemental Cash Flow lnfonnation 
Cash paid (received) during the year for: 

Interest and related charges, excluding cap~ariZed amounts 
Income taxes 

Signifteant noncash investing and fnancing activijies: 
Accrued ca~al expend~ures 

The accompany ing notes a1~ an integral part of Dominion Energy Gas' Consolidated Fmancial Statements. 

2017 

$ 615 

(70) 
227 

27 
(9) 

(17) 
40 

6 
(18) 
(17) 
24 

(143) 
(1) 

664 

(778) 

169 
(100) 

(15) 
(6) 

48 
(19) 
23 

$ 4 

$ 89 
9 

38 

2016 2015 

s 392 $457 

(50) (1 23) 
204 217 
238 163 

(6) 16 

(68) 115 
88 (105) 

8 (13) 
(6) 99 
15 (51) 
42 (1 1) 

(1 41 ) (119) 
(68) (17) 

648 628 

(854) (795) 
7 

10 79 
(18) (11) 

(855) (727) 

69 391 
23 (289) 

(400) 
680 700 
(150) (692) 

(5) (7) 
217 103 

10 4 
13 9 

s 23 $ 13 

$ 81 $ 70 
(92) 98 

59 57 
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Combined Notes to Consolidated Financial Statement 

Dominion Energy, headquartered in Richmond, Virginia, is one of the 
nation's largest producers and transporters of energy. Dominion 
Energy's o perations are conducted through various subsidtanes, 
including Virginia Power and Dominion Energy Gas. Vtrginia Power is a 
regulated public ut ility that generates, transmi ts and distributes 
electricity for sale in Virginia and northeastern orth Carolina. Virgi nia 
Power is a mcmbcr ofPJM, an RTO, and its electric t ransmission 
facilities arc integrated into the PJM wholesale electricity markets. All 
ofVirginia Power's stock is owned by Dominion Energy. Dominion 
Energy Gas is a holding company that conducts business act ivities 
through a regulated interstate natural gas transmission pipeline and 
underground storage system in the ortheast, mid-Atlantic and Midwest 
s tates, regulated gas transportation and distribution operauons in Oh to, 
and gas gathering and processing acti vities primarily in West Virginia, 
Ohio and Pennsylvania. AJI of Dominion Energy Gas' membership 
interests arc held by Dominion Energy. The Dominion Energy Qucstar 
Combination was completed in September 20 16. ee 'otc 3 for a 
descnption of operations acquired in the Dominion Energy Qucstar 
Combi nation. 

Dominion Energy's operations also include the Cove Po int L G 
import, transport and storage facility in Mary land, an equity investment 
in Atlantic Coast Pipeline and regulated gas transportation and 
distribution operations 10 West Virginia. Domin ion Energy's 
nonregulated operations include merchant generation, energy marketing 
and price risk management activities, retail energy mari<eting operat ions 
and an equity investment in Blue Racer. 

In Octobcr20 14, Dominion Energy Midstream launched its init ial 
publ ic otreri ng of20, 125,000 common uni ts representing l imi ted 
partner interests. At December 31, 20 17, Dominion Energy owns the 
general partner, 50.6% of the common and subordinated units and 
37.5% of the convertible preferred interests in Dominion Energy 
Midstream, which owns a preferred equity interest and the general 
partner interest in Cove Point, DECG, Dominion Energy Questar 
Pipeline aud a 25.93% noocootrolli ug partnership interest in Iroquois. 
The public's ownership interest in Dominion Energy Midstream is 
rcncctcd as noncootrolling iotercst in Dominion Energy's Consolidated 
Financial tatemcnts. 

Dominion Energy manages its daily operations through three 
primary operating segments: Power Del ivery, Power Generation and Gas 
Infrastructu re. Dominion Energy also reports a Corporate and Other 
segment, which include its corporate, service company and other 
functions (including unallocated debt). In addition, Corporate and Other 
includes specific items auributable to Dominion Energy's operating 
segments that are not included in profit measures evaluated by 
executive management 10 assessing the segments' performance or in 
allocating resources. 

Virgin ia Power manages its daily operations through two primary 
operating segments: Power Delivery and Power Generation. It also 
reports a Corporate and Other segment that primari ly includes spccili c 
items attributable to its operating segments that are not 10cluded in 
pro tit measures evaluated by executive management in assessing the 
segments' performance or in allocating resources. 

Domimon Energy Gas manages its dai ly operations through one 
primary operat ing segment: Gas Infrastructure. It a lso repons a Corporate 
and Other segment that primarily inc ludes specific items auributable to 
its operating segment that are not included in profit measures evaluated 
by executive management in assessing the segment's perfom1ance or in 
allocating resources and the effect of certain items recorded at Dominion 
Energy Gas as a result of Dominion Energy's basis in the net assets 
contributed. 

See Note 25 for fur1 bcr discussion of the Companies' operat ing 
segments. 

General 
The Companies make certain estimates and assumptio ns in preparing 
their Consolidated Financtal Statements in accordance with GAAP. Titese 
esumates 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 reponed amounts o f re\enues, expenses 
and cash nows fo r the periods presented. Actual results may differ from 
those estimates. 

The Companies' Consolidated Financial Statements include, afier 
eliminating intercompany transactions and balances, the accounts of their 
respecti\e majority-owned subsidianes and non-wholly-owned entit ies in 
which they have a controlling financial interest. Fo r cenain partnership 
structures, income is allocated based on the liquidation value of the 
underlying contractual arrangements. RG's ownership interest in Four 
Orothers and Three Cedars, as well as TerTa Nova Renewable Partners' 
33% interest in certain of Dominion Energy's merchant solar projects, is 
rcnectcd as noncontrolling ioterest in Dominion Energy's Consolidated 
Financial Statements. See ote 3 for further information on these 
transactions. 

The Companies report certain contracts, instruments and investments 
at fair value. See Note 6 for further information on fair value 
measurements. 

Dominion Energy maintains pens10n and other postretirement benefit 
plans. Virgima Power and Dommion Energy Gas parttcipate 111 certain of 
these plans. See ote 21 for further information on these plans. 

Cenain amounts in the 2016 and 20 15 Consolidated Financial 
Statements and footnotes have been reclassi fi cd to con form to the 20 I 7 
presen tation for comparat ive purposes. The reclassifications did not a nect 
the Companies' net income, total assets, liabi lities, equity o r cash nows, 
except for the reclassificatton of debt issuance costs. 

Amounts d isclosed for Dominion Energy are inclusive of Virginia 
Power and/or Doruinion Energy Gas, where appl icable. 

Operating Revenue 
Operat ing revenue is recorded on the basis o f sctvices rend ered , 
commodit ies delivered or contracts settled and includes amounts yet to 
be billed to customers. Dominion Energy and Virginia Power collect 
sales, consumption and consumer utility taxes and Domimon Energy Gas 
collects sales taxes; however, these amounts are excluded from revenue. 
Domin ion Energy's customer receivables at December 31, 20 I 7 and 20 16 
included $66 1 million and $631 million, rc.pcctivcly, of accrued 
unbilled 
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revenue based on est imated amounts o f el ecllicity and natural gas 
delivered but not yet bi lled to its utility customers. Virginia Power's 
customer receivables at December 31 , 20 17 and 2016 included 
$400 mil lion and $349 mi llion. respecti vely, ofaccrucd unbillcd 
revenue based on estimated amounts of electricity delivered but no t yet 
billed to its customers. Dominion Energy Gas' customer receivab les at 
December 3 1,2017 and 201 6 included $121 million and S 134 million , 
respectively, of accrued unbilled reven ue based on estimated amounts 
of natural gas deli vered but not yet billed to its customers. See ote 9 
for amounts attributable to related parties. 

The primary types of sales and service activities reported as o perating 
revenue for Dominion Energy are as fo llows: 

Regula ted electr ic sa les consist primarily of state-regulated retai l 
elect ric sales, and federally-regulated wholesale e lectric sales and 
electric transmission setvices; 
Nonr·eg ulated electric sal es consist primari ly o f sales of electri city 
at market-based rates and contracted fi xed rates, and associated 
derivative activity; 
Regul a ted gas sales consist pri marily of s tate- and FERC-regulated 
natural gas sales and related d istribution services and associated 
derivative activity; 

·o nregulated gas sa les consist primarily of sales of natural gas 
production at market-based rates and contracted fixed prices, sales 
of gas purchased from third parties, gas trading and marketing 
revenue and associated derivat ive activi ty; 
Gas transpor tation and s tor a ge consists primarily ofFERC
regulated sales of transmission and storage services. Also included 
are state-regulated gas distribution charges to retail distribution 
service customers opting for alternate supp liers and sales of 
gatheri ng services; and 
Other r evenue consists primari ly o f sales of NGL production and 
condensate, extracted products and associated derivative activ ity. 
Other reven ue also includes miscellaneous service revenue from 
electric and gas d istribution operations, sales of energy-related 
products and services from Domin ion Energy 's retai l energy 
marketing operations and gas processing and handl ing revenue. 

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

Regulated electric sales consist primari ly of sta te-regulated retail 
electric sales and federally-regulated wholesale electric sales a nd 
electric transmission services; and 
Other reve nue consists primaril y of miscellaneous serv ice reven ue 
from electlic dist ribution operations and miscellaneous revenue 
from generation operations, including sa les o f capacity and o ther 
commodities. 

The primary types of sales and service activit ies reported as operating 
revenue for Domin ion Energy Gas are as follows: 
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Regulated gas sales consist primarily of state- and FERC-rcgu latcd 
natural gas sales and rel ated distribution services; 
'o nregulated gas sales consist pri marily of sales o f natural gas 

production at market-based rates and contracted fixed prices and 
sales of gas purchased from third parties. Revenue from sales of gas 
production is recognized based o n actual volu mes of gas sold to 
purchasers and is reported net o f royalties; 
Gas t ra nspo l'tation a nd sto r·age consists primari ly o fFERC
regulated sales o f transmission and storage services. Also 

included are state-regulated gas distributi on charges 10 retail 
distribution service customers opting fo r altemate suppliers and sales 
of gatheri ng setv ices; 
'GL revenue consists primarily of sa les ofNGL production and 

condensate, extracted products and associated derivat ive activity; 
and 
Other •·evenue consists primarily o f miscellaneous service revenue, 
gas processing and handling revenue. 

Electric Fue l, Purc hased Energy and Purc h ased Gas-Deferred 
Costs 
Where permiued by regulatory authorities, the differences between 
Dominion Energy's and Virginia Power's actual electric fuel and 
purchased energy expenses and Dominion Energy's and Dominion 
Energy Gas' purchased gas expenses and the re lated levels of recovery for 
these expenses in current rates are deferred and matched against 
recoveries in future periods. The deferral of costs in excess o f current 
period fue l rate reco very is recogn ized as a regulatory asset, whi le rate 
recovery in excess of curren t period fue l expenses is recogn ized as a 
reg ulatory liability. 

Of the cost o f fue l used in electric generation and energy purchases to 
serve ut ility customers, approximately 84% is current ly subject to 
deferred fuel accounting, while substantially all of the remaining amount 
is subject to recovery through simi lar mechanisms. 

Virtually all of Domin ion Energy Gas', Cove Po int's, Questar Gas' and 
Hope's natu ral gas purchases are either subject to deferral accounting or 
arc recovered from the customer in the san1e accounting period as the sale. 

Income Taxes 
A consolidated federal income tax return is fi led for Dominion Energy 
and its subsidiaries, including Virginia Power and Dominion Energy Gas' 
subsidiaries. In addition, where applicable, combined income tax retums 
for Dominion Energy and its subsidiaries are fi led in various states; 
o therwise. separate state income tax returns are fi led . 

Although Dominion Energy Gas is d isregarded for income tax purposes, 
a provision for income taxes is recognized to reflect the inclusion o f its 
business activities in the tax returns of its parent, Dominion Energy. 
Virginia Power and Dominion Energy Gas participate in intercompany 
tax sharing agreements with Dominion Energy and its subsidiaries. 
Curren t income taxes are based on taxable income or loss and credits 
dete rmined o n a separate company basis. 

Under the agreemen ts, if a subsidiary incurs a tax loss or earns a credi t, 
recognition of current income tax benefits is limited to refunds of prior 
year taxes obtained by the carryback o f the net operating loss or credi t or 
to the extent the tax loss or credit is absorbed by the taxable income of 
other Dominion Energy consolidated gro up members. Otherwise, the net 
operating loss or cred it is canied forward and is recognized as a defen·ed 
tax asset un til realized . 

The 2017 Tax Reform Act includes a broad range of tax refom1 
provisions affecting the Companies, including changes in corporate tax 
rates and business deductions. The 2017 Tax Reform Act reduces the 
corporate income tax rate from 35% 10 21% fo r tax years beginning after 
December 31, 20 17. Deferred tax assets and liabi lities are classified as 
noncurren t in the Consolidated Balance 
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heelS and measured at the enacted tax rate expected to ~ppl) when 
temporary diflerences are realized or seuled. Thus, at the date of 
enactment, federal deferred taxes were remeasured based upon tbe new 
21% tax rate. The total effect of tax rate changes on deferred tax 
balances is recorded as a component of the income tax provision related 
to continuing operations for the period in which the law is enacted, even 
if the assets and liabilmes relate to other components of the financ ial 
statements, such as items of accumulated other comprehensive income. 
For Domi ni on Energy subsidiaries that are not rate-regu lated utili t ies, 
existing deferred income tax assets or li abiliti es were adjusted for the 
reduction in the corporate income tax rate and allocated to con tinu ing 
operations. Dominion Energy's rate-regulated utility subsidiaries 
likewise are required to adjust deferred income tax assetS and liabilit ies 
forthe change in income tax rates. However, if it is probable that the 
effect of the change in income tax rates will be recovered or refunded in 
future rates, the regulated utility recorded a regulatory asset or liabi lity 
instead of an increase or decrease to de felTed income tax expense. 

Accounting for income taxes involves an asset and liabi lity approach. 
Deferred income tax assets and liabilities are provided, representing 
future eflects on income ta~es fortemporary differences between the 
bases of assets and liabilities for financial reponing and tax purposes. 
Accordingly, deferred taxes are recognized for the futu re consequences 
of different treatments used for the repon ing of transactions tn financial 
accounting and income tax returns. The Companies establish a 
valuation allowance when it is more-likely-than-not that all, or a 
portion, o f a deferred tax asset will not be realized. Where the treatment 
of temporary d ifferences is different for rate-regulated operations, a 
regulatory asset is recognized if it is probable that future revenues will 
be provided forthe payment of deferred tax liabilities. 

The Companies recognize positions taken. or expected to be taken, in 
income tax returns that are more-likely-than-not to be realized , 
assuming that the position will be examined by tax authorities with full 
knowledge of all relevant information. 

I fit is not more-likely-than-not U1at a tax position, or some portion 
thereof, will be sustained, the related tax benefits are not recognized in 
the financia l statements. Unrecognized tax benefits may result in an 
increase in income taxes payable, a reductio n of income tax refunds 
receivable or changes in deferred taxes. Also, when uncertainty about 
the deductibi lity of an amount is limited to the timing of such 
deductibility, the increase in income taxes payable (orreducuon in tax 
refunds receivable) is accompanied by a decrease in deferred tax 
liabilities. Except when such amountS are presented net with amounts 
receivable from or amounts prepaid to tax authorit ies, noncurrent 
income taxes payable related to unrecognized tax benefits are c lassi fi ed 
in other deferred credits and other liabilities on the Consolidated 
Balance Sheets and current payables arc included in accrued interest, 
payroll and taxes on the Consolidated Balance Sheets. 

The Companies recognize interest on underpayments and 
overpayments of income taxes in interest expense and other income, 
respectively. Penalties are also recognized in other income. 

Dominion Energy and Virgin ia Power both recognized interest 
income o f $11 mill ion in 2017. Dominion Energy Gas' interest was 
immaterial in 20 17.lnterest for the Companies was immaterial in 20 16 
and 2015. Dominion Energy's, Virginia 

Power's and Dominion Energy Gas' penalties were 1mmatenal in 2017, 
2016 and 2015. 

At December 31, 2017, Virginia Power had an income tax-related 
afliliated payable of$ 16 million. comprised o f $16 million of federal 
income taxes due to Dominion Energy. Dominion Energy Gas also bad an 
affiliated payable of$25 million due to Dominion Energy, representing 
$21 million of federal income taxes and $4 million of state income taxes. 
The net afliliated payables are expected to be paid to Dominion Energy. 

In addi tion , Virgi nia Power's Consolidated Balance Sheet at 
December 31,20 17 inc luded $1 million of noncurrent federa l income 
taxes receivable, less than $1 million of state income taxes receivable and 
$1 million of noncurrent state income taxes receivable. Donunion Energy 
Gas' Consolidated Balance Sheet at December 31,2017 included 
S 14 million o f state income taxes receivable. 

At December 3 1, 2016, Virginia Power had an income tax-related 
afliliated receivable of$ 112 million, comprised of$ 122 million of 
federal income taxes due from Dominion Energy net ofS I 0 million for 
state income taxes due to Dominion Energy. Donunion Energy Gas also 
had an affiliated receivable ofS II m1llion due from Dommion Energy, 
representing S I 0 million of federal income taxes and S I m1lhon of state 
income taxes. The net aftiliated rece1vables were refunded by Domimon 
Energy. 

In addition, Virgin ia Power's Consolidated Balance heet at 
December 31,2016 included $2 million of noncurrent federal income 
taxes payable, $6 million of state income taxes receivable and 
S 13 million of noncurrent state income taxes receivable. Dominion 
Energy Gas' Consolidated Balance heet at December 31, 2016 included 
S I million of noncurrent federal income taxes payab le, S I million of state 
income taxes receivable and $7 million o f noncurrent state income taxes 
payable. 

Investment tax credits are recognized by non regulated operations in the 
year qualifYing property is placed 111 service. For regulated operations, 
mvestment tax creditS are deferred and amonized overthe service lives of 
the propenies giving rise to the credits. Producti on tax credits are 
recognized as energy is generated and so ld. 

Cash and Cash Equivalents 
Current banking arrangements generally do not require checks to be 
funded until they are presented for payment. The following table 
illustrates the checks outstanding but not yet presented for payment and 
recorded in accounts payable for the Companies: 

v- Ended o.c..ntx:< 31, 2017 2016 

(m8100.) 

Dominion Energy $30 $24 
V~gtnia Power 17 11 

Dominion Energ): Gas 7 9 
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The Companies hold restricted cash and cash eqUivalent balances that 
primarily consist of amounts held for customer deposits, future debt 
payments on Dominion Solar Projects Ill, Inc.'s tenn loan agreement and 
a distribution reserve at Cove Point. The amount of restricted cash held 
at each company is pre en ted in the table below. These balances are 
presented in Other Current Assets and Other Investments in the 
Consolidated Balance Sheets. 

v-Ended Decombor 31. 2017 2016 
(mll10n1) 

Dominion Energy $65 $61 
Vl"ginia Power 10 
Dominion Ener!il~ Gas 26 20 

For purposes of the Consolidated Statements of Cash Flows, cash and 
cash equivalen ts include cash on hand, cash in banks and temporary 
Investments purchased with an original maturity of three months or less. 

Derivative Ins truments 
Dominion Energy uses derivative instruments such as physical and 
fi nancial fo rwards, futures, swaps, options and FTRs to manage th e 
commodity, in terest rate and foreign currency exchange rate risks of its 
business operations. Virginia Power uses derivati ve instruments such as 
physical and financial forwards, futures, swaps, options and FTRs to 
manage commodity and interest rate risks. Dominion Energy Gas uses 
derivative instruments such as physical and financial forwards, futures 
and swaps to manage commodity, interest rate and foreign currency 
exchange rate risks. 

All derivatives, except those for which an exception applies, are 
required to be reported in the Consolidated Ba lance Sheets at fair value. 
Dc1ivativc contracts representing unrealized gain posit ions and 
purchased options arc reported as derivative assets. Derivative contracts 
representing unreal ized losses and options so ld are reported as 
derivative liabilities. One of the exceptions to fair value accounting. 
nonnal purchases and normal sales, may be elected when the contract 
satisfies certain c riteria, including a requirement that physical delivery 
of the underlyi ng commodity is probable. Expenses and revenues 
resulting !Tom deliveries under nonnal purchase contracts and nom1al 
sales contracts, respectively, are mcluded in earnings at the time of 
contract performance. 

The Companies do not offset amoun ts recognized for the right to 
reclaim cash collateral or the obl igation to return cash collateral against 
amounts recognized for derivative instillments executed with the same 
counterparty under the same master netting arrangement. Dominion 
Energy bad margin assets ofS92 million and $82 million associated 
with cash collateral at December 31, 20 17 and 2016, respectively. 
Dominion Energy's ruargm liabilities associated with cash collateral at 
December 31 , 2017 or 2016 were inunaterial. Virgini a Power had margin 
assets of$23 million and S2 million associated with cash collatera l at 
December 31,2017 and 2016, respectively. Virgima Power's margin 
liabi lities associated with cash collateral were immaterial at 
December 31, 2017 and 2016. Dominion Energy Gas' margin assets and 
liabilities associated with cash collateral were immaterial at 
December 31 ,2017 and 2016. See Note 7 for further information about 
derivatives. 
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To manage pri ce risk, the Companies hold certain dcrivat i\'C 
instruments that arc not designated as hedges for accounting purposes. 
However, to the extent the Companies do not hold offsetting positions for 
such derivatives, they believe these instruments represent economic 
hedges that mitigate their exposure to fluctuations in commodity prices. 
All income statement activity, including amounts realized upon 
settlement, is presented in operating revenue, operat ing expenses, in terest 
and related charges or other income based on the nature o f the underlying 
risk . 

Changes in the fai r value of derivative instruments result in the 
recognition of regulatory assets or regulatory liabilities for junsdictions 
subject to cost-based rate regulation. Realized gains or losses on the 
derivative instruments are generally recogn ized when the related 
transactions impact earnings. 

DERIVATIVE INSTR ML'IT DESIGNATED AS H EDG ING I ' T ft l\IENTS 

The Companies designate a portion of their derivative instruments as 
either cash flow or fair value hedges for account ing purposes. For all 
derivatives desigpated as hedges, the Co mpanies fonnally 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. The Companies assess whether the hedging relationship 
between the derivative and the hedged Item is h ighly effecti\·e at 
offsetting changes in cash flows or fa1r values both at the inception of the 
hedgmg relationship and on an ongoing basis. Any change 111 the f.ur 
value of the derivative that is not effective at offsetting change> in the 
cash flows or fai r values of the hedged item is recognized currently in 
earn ings. Also, the Companies may el ect to exclude certain gains or 
losses on hedging instJUments from the assessment of hedge effecti veness, 
such as ga ins or losses attributab le to changes in the time value of options 
o r changes in the difference between spot pri ces and forward prices, thus 
requiring that such changes be recorded currently in earnings. I ledge 
accoun ting is discontinued prospectively for derivatives that cease to be 
highly effective hedges. For denvative instruments that are accounted for 
as fair value hedges o r cash flow hedges, the cash flows !Tom the 
derivati\eS and !Tom the related hedged items are classified 111 operating 
cash flows. 

Cash Flow Hedges-A majority of the Companies' hedge strategies 
represents cash flow hedges of the variable pri ce risk associated with the 
purchase and sale of electricity, natural gas and NGLs. The Companies 
also use interest rate swaps to hedge their exposure to variable interest 
rates on long-term debt as well as foreign currency swaps to hedge their 
exposure to interest payments denominated in Euros. For transactions in 
which the Companies are hedging the variability of cash fl ows, changes 
in the fat r value of the derivatives are repo11ed in AOC I, to the extent they 
are effective at offsetting changes in the hedged item. Any derivative 
gains or losses reported in AOCI arc reclassified to earnings when the 
forecasted item is included in earnings. or earl ier, if it becomes probable 
that the forecasted transaction will not occur. For cash flow hedge 
transactions, hedge accounting IS discont inued i f the occurrence of the 
forecasted transaction is no longer probable. 

Dominion Energy entered into interest rate derivative instruments to 
hedge its forecasted interest payments related to planned debt issuances 
111 2014. These interest rate derivatives were designated by Dominion 
Energy as cash flow hedges prior to the 
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fonnation of Dominion Energy Gas. For the purposes of the Dominion 
Energy Gas financial statements, the derivative balances, AOCI balance, 
and any income s tatement impact related to these interest rate derivati ve 
instruments entered into by Dominion Energy have been, and will 
continue to be, included in the Dominion Energy Gas' Conso lidated 
Financ ial Statements as the forecasted interest paymem s related to the 
debt issuances now occur at Domi ni on Energy Gas. 

Fair Va lue Hedges-Dominion Energy also uses fair value hedges to 
mitigate the fi xed price exposu re inherent in commodity inventOJy. In 
addit ion, Do minion Energy has designated interest rate swaps as fai r 
value hedges on cenain fixed rate long-tenn debt to manage interest rate 
exposure. For fair value hedge tran sactions, changes in the fair value o f 
the derivative are generally offset currently in earnings by the 
recogn ition of changes in the hedged item's fair value. Hedge 
accounting is discontinued if the hedged item no longer quali fi es for 
hedge account ing. See Note 6 for fi.uthcr in fom1ation about fai r value 
measurements and associated valuatio n methods for derivat ives. Sec 

ote 7 for further in fonnation on derivatives. 

Property, Plant and Equipment 
Property, pl ant and equipment is recorded a t lower of original cost or 
fa ir value, i fimpaired. Capital ized costs include labor, materials and 
other direct and indirect costs such as asset ret irement costs, capitalized 
interest and, for cenain operations subject to cost-of-service rate 
regu lation, A.FUDC and overhead costs. The cost of repairs and 
maintenance, includ ing minor add itions and rep lacements, is genemlly 
c harged to expense as it is incun·ed. 

In 20 17,201 6 and 2015, Dominion Energy capitalized interest costs 
and AFUDC to propeny, plant and eq uip ment of $236 mill ion, 
S 159 million and $100 million, respectively. In 2017,2016 and 20 15, 
Virginia Power cap italized AFUDC to propeny, plant and equipment o f 
$37 million, $2 1 million and $30 mill ion. respectively. ln 2017,20 16 
and 2015, Dominion Energy Gas capitalized AFUDC to property, plant 
and equipmem of$25 million, $8 mi ll ion and $ 1 mill ion, respectively. 

Under Virginia law, cenain Virgi nia jurisdictional proj ects qualify fo r 
current recovery of AFUDC through rate adjustment clauses. AFUDC on 
these projects is calculated and recorded as a regulatory asset and is no t 
capitali zed to propeny, plant and equ ipment. In 20 17,20 16 and 20 15, 
Virginia Power recorded S22 mill ion, $3 1 mill ion and $19 mill ion of 
AFUDC related to th ese projects, respectively. 

For property subject to cost-of-serv ice rate regulation, includ ing 
Virginia Power electric distribution, electric transmission, and 
generation property, Dominion Energy Gas natural gas dist ribution and 
transmission propeny, and for certain Domi nion Energy natuml gas 
property, the undepreciated cost of such property, less salvage value, is 
generally charged to accumulated depreciatio n at ret irement. Cost of 
removal coll ections from utility customers not representing AROs are 
recorded as regulatory liabilities. For property subject to cost-of-serv ice 
rate regulat ion that will be abandoned significantly before the end of its 
useful life , the net canying value is reclassified from plant-in-service 
when it becomes probable it wi ll be abandoned. 

For property that is not subject to cost-of-service rate regulation, 
incl uding nonuti lity propeny, cost of removal not asso-

ciated with AROs is charged to expense as incurred. The Companies also 
record gains and losses upon retirement based upon the difference 
berweenthe proceeds received , if any, and the propeny's net book value 
at the retirement date. 

Depreciat ion of propert y, plant and equi pment is computed on the 
stmighi-linc method based on projected serv ice lives. The Companies' 
average composite depreciation rates on utili ty property, plant and 
equipment are as follows: 

Yt« E.nc:Wld OecMlber 31. 2017 2016 2015 
(p<>'cenl) 

Dominion Energy 
Generation 2.94 2.83 2.78 
Transmission 2.55 2.47 2.42 
Distribution 3.00 3.02 3.11 
Storage 2.48 2.29 2.42 
Gas gathering and processing 2.21 2.66 3.19 
General and other 4.89 4.12 3.67 

Virginia Power 
Generation 2.94 2.83 2.78 
Transmission 2.54 2.36 2.33 
Distribution 3.32 3.32 3.33 
General and other 4.68 3.49 3.40 

Dominion Energy Gas 
Transmission 2.40 2.43 2.46 
Distribution 2.42 2.55 2.45 
Storage 2.45 2.19 2.44 
Gas gathering and processing 2.42 2.58 3.20 
General and other 4.96 4.54 4.72 

In the first quarter o f 20 17, Virginia Power revised the depreciat ion 
rates fo r its assets to reflect the results of a new depreciation study. This 
change resulted in an increase in annual depreciatio n expense of 
$40 million ($25 million after-tax) for2017. Additionally, Dominion 
Energy revised the depreciable Jives fo r its merchant generation assets, 
excluding M illstone, which resulted in a decrease in annual depreciation 
expense o f $26 mill ion ($16 mi llion after-tax) for 20 17. 

Capitalized costs of development wells and leaseho lds are amortized on 
a field-by-field basis using the unit-of-production method and the 
estimated proved developed or total proved gas and oi l reserves, at a rate 
of$2.11 per mcfe in 201 7. 

Dominion Energy's nonuti li ty propeny, plant and equ ipment is 
depreciated using the straight-line method over the following estimated 
useful lives: 

Merchant generation-nuclear 
Merchant generation-other 
Nonutility gas gathering and processing 
General and other 

Estimated Usef\1 Uves 

44 years 
15-40 yea rs 

3-50 years 
5-59 years 

Depreciation and amortization related to Virgin ia Power's and 
Dominion Energy Gas' nonutility property, plant and equ ipment and 
ex ploration and production properties was immaterial for the years ended 
December 3 I, 20 17, 20 16 and 20 15, except for Dominion Energy Gas' 
non util ity gas gathering and processing properties which are depreciated 
using the straight-l ine method overestimated useful lives between 10 and 
50 years. 
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uclear fuel used in electric generation is amortized over its estimated 
service life on a units-of-production basis. Dominion Energy a nd 
Virginia Power report the amonization of nuclear fue l in electric fuel 
and other energy-related purchases expense in their Consolidated 
Statement s of Income and in depreciat ion and amoni7ation in their 
Consol idated Statements of Cash Flows. 

Long-Live d and Intangible Assets 
The Companies pcrfom1 an evaluation fo r impainncnt whenever events 
o r c hanges in circumstances indicate that the carrying amount of long
lived assets or intangible asset with fi n ite lives may not be recoverable. 
A long-lived or intangible asset is wri t! en down to fair value if the sum 
of its expected futu re undiscounted cash flows is less than its carrying 
amount. Intangible assets v.ith finite lives are amonized over their 
estimated useful lives. 

Regulatory Assets and Liabil ities 
The accounting for Dominion Energy's and Dominion Energy Gas' 
regulated gas and Virginia Power's regulated electric operations d iffers 
from the accounting for non regulated operations in that they are 
required to reflect the effect of rate regulation in their Consolidated 
Financial Statements. For regulated businesses subject to federal or state 
cost-of-service rate regulation, regulatory practices that asstgn costs to 
accounting periods may dtlfer from accounting methods generally 
applied by non regulated companies. When it is probable that regu lators 
wi ll pennit the recovery of current costs th rough future rates charged to 
customers, these costs that otherwise would be expensed by 
nonregulatcd companies are deferred as regulatory assets. Likewise, 
regulatoty liabilities are recognized when it is probable that regulators 
will require customer refunds through fu ture rates or when revenue is 
collected from customers for expendi tures that have yet to be incun·cd. 
Generally. regulatory assets and liabilities arc amortized into income 
over the period authorized by the regulator. 

The Companies evaluate whether or not recovery of their regulatory 
assets through futu re rates is probable and make various assumptions in 
their analyses. The expectations of future recovery are generally based 
on orders issued by regulatory commissions, legislation or historical 
experience, as well as discussions with applicable regulatory authorittes 
and legal counsel. If recovery of a regulatory asset i~ detennined to be 
less than probable, it v..ill be written off in the period such assessment is 
made. 

Asset Retire m ent Ob liga tions 
The Companies recognize AROs at fair value as incurred or when 
suffic ient in formation becomes available to detennine a reasonable 
estimate of the fair value of future retirement activities to be performed, 
for which a legal obligation exists. These amounts are generally 
capitali7ed as costs of the related tangible long-lived assets. Since 
relevant market in formation is not available, fair value is est imated 
using discounted cash flow analyses. Quarterly, the Companies assess 
their ARCs to determine if circumstances indicate that estimates o f the 
amounts or timing o f future cash flows associated with retirement 
activ ities have changed. AROs are adjusted when signifi cant changes in 
the amounts or timing of future cash flows are identified. Dominion 
Energy and Dominion Energy Gas report accret ion of AROs and 
depreciation on asset retirement costs associated with their natural gas 
pipeline and storage well assets as an adjustment to the related 
regulatory 
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liabilit ies when revenue is recoverable from customer.. for AROs. Virginia 
Power reports accretion o f AROs and depreciation on asset retirement 
co51s associated with decommissioning its nuclear power stati ons as an 
adjustment to the regulatory liab ility for certain jurisdictions. 
Additionally, Virginia Power reports accretion of AROs and depreciat ion 
on asset retirement costs associated wi th certain rider and prospective 
rider projects as an adjustment to the regulatory asset forcenain 
jurisdictions. Accret ion o f all other AROs and depreciation of all other 
asset retirement costs are reponed in other operations and mamtenance 
expense and depreciation expense, respectively, in the Consolidated 
Statements of Income. 

Debt Issuance Costs 
The Companies defer and amortize debt issuance costs and debt 
premiums o r di scounts over the expected lives o f the respective debt 
1ssues, considering maturity dates and, if applicable, redemption rights 
held by o thers. Deferred debt issuance costs arc recorded as a reduction in 
long-term debt in the Consol idated Balance Sheets. Amortization of the 
issuance costs is reponed as in terest expense. Unamonized costs 
associated with redemptions of debt securities prior to stated maturity 
dates are generally recognized and recorded in interest expense 
immediately. As permitted by regulatory authonues, gains or losses 
resulting from the refinancing of debt allocable to uulity operattons 
subject to cost-based rate regulation are deferred and amortized over the 
lives of the new issuances. 

Investm e nts 

M ARKETABLE EQUn'V A D DEBT ECURITW 

Dominion Energy accounts for and classifies investments in marketable 
equity and debt securit ies as trading or avai lable-for-sale securities. 
Virginia Power classifies investments in marketable equity and debt 
securities as available-for-sale securities. 

Trading securities include marketable equity and debt securities held 
by Dominion Energy in rabbi trusts associated with certam deferred 
compensation plans. These securities are reponed in other 
mvestments in the Consolidated Balance Sheets at fair value with net 
realized and unrealized gains and losses included in other income in 
the Consolidated Statements of Income. 
Availablefor-sale securities include a ll o ther martetable equity and 
debt securities, primarily comprised ofsecunt ies held m the nuclear 
decommissioni ng trusts. These investmen ts are reported at fair value 
in nuclear decommissioning trust funds in the Consolidated Balance 
Sheets. ei rea lized and unrea lized gains and losses (including any 
other-than-temporary impairments) on investments held in Virginia 
Power's nuclear decommissioning trusts arc recorded to a regulatory 
liability for certain jurisdictions subject to cost-based regulation. For 
all other available-for-sale securities, including those held in 
Dominion Energy's merchant generation nuclear decommissioning 
t rusts, net realized gains and losses (includ ing any other-than
temporary impairments) are included in o ther income and unrealized 
gains and losses are reported as a component of AOCI, after-tax. 
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In detennin ing real ized gains and losses for marketable equity and 
debt securi ties, th e cost basis of the securi ty is based on the specific 
identifi cati on method . 

No -MARKETABLE L'iVESTMENTS 

The Companies account for ill iquid and pri vately held securi ties for 
which market prices or quotations are not readily avai lable under ei ther 
the equity or cost method. on-marketable investments include: 

Equity method investments when the Companies have the ab ility to 
exercise s igni ficant influence, but no t con trol, over the in vestee. 
Do minion Energy's investments are included in investments in 
eq ui ty method affilia tes and Virgin ia Power's investmen ts a re 
included in o ther investments in the ir Consolidated Balance Sheets. 
The Companies record equity method adjustments in other income 
in the Consolidated Statements o flncome includ ing: their 
proportionate share o f in vestee income or loss, gains or losses 
resu lti.ng from in vestee capital transactions, amortization o f cer1ain 
differences between the carrying value and the equity in the net 
assets of the in vestee at the date of investment and other 
adjustmen ts required by the eq uity method. 
Cost method investments when Domin ion Energy and Virgin ia 
Power do no t have the ability to exercise significant influence o ver 
the investee. Dominion Energy's and Virginia Power's investments 
are inc luded in other investments and nuclear decommissioning 
trust fi.rnds. 

OTHER-THAN-TEMPORARY I MPAIRM.E T 

The Companies peri od ically review their in vestments to determin e 
whether a decli ne in fair value shou ld be considered other-than
temporary. If a decli ne in fair va lue of any security is detennined to be 
other-than-temporary, the security is wri tten down to its fair val ue at the 
end of the reporting period. 

Decommissioning Trust Jn vestmellls- Special Considerations 
The recog nition provis ions of the FASB's other-than-temporary 
impainnent guidance app ly only to debt secu rities c lassified as 
avai lab le-for-sale or held -to-maturity, while the presentat ion and 
disclosure requirements apply to both debt and equ ity securities. 
Debt Securities-Using information obtained from their nuclear 
decommissioning trust fixed-income investment managers, 
Dominio n Energy and Virginia Power record in eamings any 
unrealized loss for a debt security when the manager intends to sell 
the debt security or it is more-likely-than-not that the manager will 
have to sell the debt security before recovery of its fai r value up to 
its cost basis. ff that is not the case, but the debt security is deemed 
to have experienced a credit loss, Dominion Energy and Virgin ia 
Power reco rd the credit loss in eamings and any remaining po rtion 
o f the unrea lized loss in AOCI. Credit losses are evaluated primari ly 
by considering the credit ratings o f th e issuer, prior instances o f 
non-perfonnance by the issuer and other factors. 
Equity securities and other investments-Dominion Energy's and 
Virgin ia Power's method of assessing other-than-temporary decli nes 
requires demonstrat ing the abi l ity to hold individual securities for a 
period o f time su fficient to allow fo r th e anticipated recovery in 
their market value prior to the 

consideratio n o f the other criteria mentio ned above. Since Domin ion 
Energy and Virginia Power have limi ted abi lity to oversee the 
day-to-day management of nuclear deconunissioning trust fu nd 
investments, they do not have the abil ity to ensure inves tments a re 
held through an ant icipated recovery period . Accordingly, they 
consider all equity and other sccmitics as well as non-marketable 
investments he ld in nuclear decommission ing trusts with market 
values be low their cost bases to be other-than-temporarily impai red . 

Inventories 
Materials and supplies and fossi l fuel inventories arc valued pri mari ly 
using the weighted-average cost method. Stored gas inventory is valued 
using the weighted-average cost method, except for East Ohio gas 
d istribution operatio ns, which are valued using the LIFO method . Un der 
the UFO method , current stored gas inventory was valued at $9 million 
and $ 13 mi Il ion at December 3 I , 20 I 7 and December 3 I, 20 16, 
respectively. Based o n the average price o f gas purchased during 20 17 
and 2016, the cost o f replacing the current por1ion of stored gas inventory 
exceeded the amoun t stated on a LIFO basis by $79 million and 
$55 million , respect ively. 

Gas Imbalances 
Natural gas imbalances occur when the physical amount of natural gas 
delivered from, or received by, a pipel ine system or storage faci l ity d iflers 
from the contractual amount o f natural gas deli vered or received. 
Dominion Energy and Dominion Energy Gas value these imbalances due 
to, or from, sh ippers and operators at an appropriate index price at period 
end, subject to the tem1s of its tari fffor regul ated ent ities. Imbalances are 
primarily sett led in-kind .ln1balances due to Dom inion Energy from o ther 
panics are reponed in o ther current assets and imbalances that Dominion 
Energy and Domin ion Energy Gas owe to o ther pa11ies are reported in 
o thercurTent liabil ities in the Consolidated Balance Sheets. 

Goodwill 
Dominion Energy and Dominion Energy Gas evaluate goodwi ll for 
impaim1ent annually as of April l and whenever an event occurs or 
circumstances change in the interim that would more-likely-than-not 
reduce the fai r value of a reporting un it below its carrying amount. 

New Accounting Standards 

REVENUE RECOGNITION 

In May 2014, the FASB issued revised accounting guidance fo r revenue 
recognition fi·om contracts with customers. The core principle of this 
revised accoun ting guidance is that an entity shou ld recognize revenue to 
depict the transfer of promised goods or serv ices to customers in an 
amount that refl ects the consideration to which the entiry expects to be 
entitled in exchange fo r those goods or serv ices. The amendments in this 
update also require disclosure of the nature, amount. timing and 
uncertainty o f revenue and cash flows arising fi"om contracts with 
customers. For the Companies, the revised accounti ng gu idance is 
effective for interim and annual periods beginn ing January I, 20 18. The 
Companies have completed their evaluations of the impact o f this 
guidance and expect no significant impact o n their results of 
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operations. However, the Companies will have off,ening mcreases in 
operating revenues and o ther e nergy-related purchases for noncash 
consideration related to 1GLs received in consideration for pcrfonning 
processing and fractionation services and offsening decreases in 
operating revenues and purchased gas for fuel retained to offset costs on 
certain transportation and storage arrangements. The Companies will 
apply the standard using the modified retrospective method as opposed 
to the fu ll retrospective method. 

Ft.\'A C tAL I STRUi\IEi'IITS 

In Janua1y 20 16, the FASB issued revised accounting guidance fo r the 
recognition , measurement, presentation and disclosure o f financial 
instruments. In accordance with the guidance effective January 20 18, 
Dominion Energy and Virginia Power will no longerclass•fY equ1ty 
securiti es as trad ing or available-for-sale securi ties. All equi ty securi ties 
with a readily detenninable fair value, or for which it is pem1i ttcd to 
estimate fa ir value using 'AV (or its equivalent), including those held 
in Dominion Energy's and Virgmia Power's nuclear decommissioning 
trusts and Dominion Energy's rabbi trusts, will be reported at fa ir value 
in nuclear decommissioning trust funds and other investments, 
respectively, in the Consolidated Balance Sheets. However, Dominion 
Energy and Virginia Power may elect a measurement alternat ive fo r 
cquiry securit ies without a readily dctcnninablc fair value. Under the 
measurement alternative, equny securities will be reported at cost minus 
impainnent, if any, plus o r minus c hanges resulting from observable 
price changes in orderly transactions for the identical or a similar 
investment of the same issuer., et realized and un realized gains and 
losses on equity securities held in Virginia Power's nuclear 
decommissioning trusts v.~ll be recorded to a regulatory liability fo r 
certain jurisdict ions subject to cost-based regulation . For all other 
equiry securi ties, includmg those held in Dominion Energy's merchant 
generation nuclear decommissioning trusts and rabbi trusts, net realized 
and unrealized gains and losses wi ll be included in other income. 
Dominion Energy and Virginia Power will qualitatively assess equity 
securities reponed usmg the measurement alternative to e\·aluate 
whether the investment Is impaired on an ongoing basis. 

Upon adoption of this guidance for equity securities held at January I, 
2018, Domi nion Energy and Virginia Power recorded the cumulative
effect of a change in accounting principle to reclassifY net unrealized 
gams fium AOCito retained earnings and to recognize equity securities 
previously categorized as cost method investments at fair value in 
nuclcardccommissioning trust fu nds in the Conso lidated Ba lance 
Sheets and a cumulative-effect adjustment to retained earnings. 
Dominion Energy and Virginia Power reclassified approximately 
Sl.l billion ($734 milhon after-tax) and $ 119 milhon (S73 milhon 
after-tax), respectively, o f net unrealized gains from AOCito retai ned 
earnings. Dominion Energy and Virg inia Power also recorded 
approximately $36 million ($22 million after-tax) in net unrealized 
gains on equity securities previously classified as cost method 
investments of which $4 million was recorded to retained earnings and 
$32 million was recorded to regulatory liabilit ies for net unrealized 
gains su bject to cost-based regulat ion. The potential impact to the 
Consolidated Stotements of Income is subject to investment price risk 
and is therefore difficult to reasonably estimate. If this guidance had 
been efl.ective Jan uary I, 2017, Dominion Energy and Virgm ia Power 
would have 

recorded net unrea lized gams of approximately $275 mtlhon 
($ 176 million after-tax) and $30 mill ion (S 19 mi llion after-tax), 
respectively. to other income in the Conso lidated Statements oflncomc. 

LEA ES 

In February 2016 , the FASB issued revised accounting guidance fort he 
recogni tion, measurement, presentation and disclosure of leasing 
arrangements. The update requi res that a liability and corresponding 
right-of-use asset are recorded on the balance sheet for all leases, 
including those leases currently classified as operating leases, whi le also 
refin ing the definition of a lease. In add ition lessees will be required to 
disclose key infonnation about the amount, t iming, and uncertainty of 
cash flows arising from leasing arrangements. Lessor accounting remains 
largely unchanged. 

The guidance is effective for the Companies' interim and an nual 
reponing periods beginning Januaty I , 20 19, although it can be early 
adopted, wi th a modified retrospecti\•e approach, wh1ch requ1res lessees 
and lessors to recognize and measure leases at the beginning of the 
earttest penod presented for leases that commenced pnor to the date of 
adoption. The Companies plan to elect the proposed transition expedient 
which would allow the Companies to maintain h istorical presentation for 
periods before January I, 2019. The Companies expect to elect the other 
practical expedients, which would reqUire no reassessment of whether 
existing contracts are or contain leases and no reassessment oflease 
classification for existing leases. TI1e Companies have completed a 
preliminary assessment for evaluating the impact of th is guidance and 
anticipate that its adoption will result in a significant amount of 
offsetting right-of-use assets and liabili ties on thei r financ1al position for 
leases in effect ai the adoption date. No materi al changes are ex pected on 
the Companies' results o f operations. The Companies are beginning 
tmplementation activities thai primarily include accumulating contracts 
and lease data points in formats compatible with a new lease management 
system that wi ll assist with the initial adopt ion and on-going compl iance 
with the standard. 

0 E.FI'IIITI 0 'i 0 I' A B S t''ll E.SS 

ln January 20 17, the FASB issued rev1sed accounttng gu1dance to clarity 
the definition of a business. The revised guidance affects the evaluation 
o f whether a transaction should be accounted for as an acquisition or 
d1sposition of an asset or a business. which may impact good\\~11 and 
related financial statement disclosures. The Companies ha\'e adopted this 
guidance on a prospective basis effective October I, 20 17. The adoption 
o f the pronouncement will result in additional t ransactions being 
accounted for as asset acquisitions or dispositions. 

D ERECOG ITIO A ' 0 PARTIAL ALES OF NONFIN1\ NCtAt. ASSETS 

In February 20 17, the FASB issued revised accounting guidance 
clarifying the scope of asset derecognition guidance and accounung fo r 
partial sales of nonfinancial assets. The guidance is eflective forthe 
Companies' interim and annual report ing periods beginn ing January I. 
2018, and the Compan ies have elected to apply the standard using the 
modified retrospect ive method. Upon adopt ion of the standard on 
January I , 20 18, 
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Dominion Energy recorded the cumulative-effect of a change in 
accounting principle to reclassify $127 mi ll ion from noncontrolling 
interests to common stock related to the sale of a noncontrolling interest 
in certain merchant solar projects completed in December 20 15 and 
January 2016. 

' ET PERIODIC PEI'o 10:-. ru'\0 0 ' 111 E.R PO TRE'llRE.\J E.'I/T B E.NE.FIT 

COSTS 

In March 2017, the FASB issued revised accounting gu1dance for the 
presentation of net periodic pension and other postretirement benefi t 
costs. The update requires that the service cost component of net 
periodic pension and other postretirement benefit costs be classified in 
the same line item as other compensation costs arising from services 
rendered by employees, while all other components of net periodic 
pension and other postretirement benefit costs would be classified 
outside of income from operations. In addition , only the service cost 
component will be el igible for capitalization during construction. 
l lowever, these changes will not impact the accounting by participa nts 
in a multi-employer plan. The standard also recognized that in the event 
that a regulator continues to requ1re capitalization of all net periodic 
benefit costs prospecuvely, the difference would result m recognition of 
a regulatory asset or liability. The guidance is effective for the 
Companies' interim and annual reporti ng periods beginning January I , 
2018, with a retrospective adoption fo r income statement presentation 
and a prospective adoption for capitalization. For costs not capitalized 
for which regulators arc expected to provide recovery, a regulatory asset 
will be established. As such, the amounts eligible for capitalization in 
the Consolidated Financial Statements ofVirginia Power and Dominion 
Energy Gas, as subsid1ary panic1pants in Dominion Energy's multi
employer plans will differ from the amounts eligib le for capital ization in 
the Consolidated Financial Statements of Dominion Energy, the plan 
administrator. These differences will result in a regulatory asset or 
liability recorded in the Consolidated Financial Statements of 
Dominion Energy. 

TAX REFORM 

In December 20 17, the staffofthe SEC issued guidance which clarifies 
accounti ng for income taxes ifinfonnation is not yet available or 
complete and provides for up 10 a one-year measurement period in 
which to complete the required analyses and accounting. The guidance 
describes three scenarios associated with a company's status of 
accounting for income tax refonn: (I) a company is complete with its 
accounting for certain effects ofta'{ rcfo1m, (2) a company is able to 
detennine a reasonable estimate for certain effects of tax refonn and 
records that estimate as a provisional amount, or (3) a company is not 
able to detem1ine a reasonable estimate and therefore continues to apply 
accounting for income taxes based on the provisions of the tax laws that 
were in effect immed1ately prior to the 2017 Tax Refonn Act being 
enacted. In addition, the guidance provides clarification related to 
disclosures for enti ties which are utilizi ng the measurement period. The 
Companies have recorded their best est imate of the impacts of the 2017 
Tax Refonn Act as discussed above and in ote 5. The amounts are 
considered to be provisional and may result in adjustments to be 
recognized during the measurement period. 

In February 2018, the FASB issued revised accounting guidance to 
provide clarification on the application o f the 2017 Tax Rcfonn Act for 
balances recorded within AOCI. The revised guidance provides for 
stranded amounts within AOCI from the impacts of the 2017 Tax Refonn 
Act to be reclassified to retained earnings. The guidance is effective fo r 
the Companies' interim and annual reporting periods beginning January 
1. 2019, with early adoption pcnniued, and may be applied prospectively 
o r retrospectively upon adoption. If the Companies had adopted this 
gu1dance for the period ended December 31, 2017, Domimon Energy 
would have reclassi tied a benefit of$165 mill ion from AOCito retained 
earnings, Domin ion Energy Gas would have reclassified a benefit of$26 
million from AOCI to membership interests and Virginia Power would 
have reclassified an expense ofS 13 million from AOCito retained 
earnings. 

OTE 3. A CQU1S1TIONS A1'ffi 01 POSITIONS 

DOMINION ENERG Y 

Proposed Acquisition of SCANA 

Under the tenns of the SCANA Merger Agreement announced in January 
2018, Dominion Energy has agreed to issue 0.6690 shares of Dominion 
Energy common stock for each share of SCAN A common stock upon 
closing. In addition , Dominion Energy will provide the financial support 
for SCE&G to make aS 1.3 billion up-front, one-time rate credit to all 
current electric service customers ofSCE&G to be paid ~ithin 90 days of 
closing and a $575 million refund along wi th the benefit of the 2017 Tax 
Refonn Act result ing in at least a 5% reduction to SCE&G electric service 
customers' bi lis over an eight-year period as we ll as the exclusions from 
rate recovery of approximately $1.7 billion of costs related to the V.C. 
Summer Units 2 and 3 new nuclear development project and 
approximately $180 million to purchase the Columbia Energy Center 
power station. In addition, SCANA's debt, which currently totals 
approximately $7.0 billion, is expected to remain outstanding. 

The transaction requires approval ofSCA A's shareholders, FERC and 
the 'RC and clearance from the Federal Trade Commission under the 
Hart-Scou-Rodino Act. In February 2018, the Federal Trade Commission 
granted early tennination of the waiung period underthe Hart-Scott
Rodmo Act. In January 2018, SCA. A and Dommion Energy filed for 
review and approval, as required, from the South Carolina Commission, 
the orth Carolina Commission, the Georgia Publ ic Service Commission 
and the RC. Dominion Energy is not required to accept an order by the 
South Carolina Commission approving Dominion Energy's merger with 
SCA A if such order contains any material change to the tenns, 
conditions or undertakings set forth 111 the cost recovery plan related to 
the V.C. Summer Units 2 and 3 new nuclear development project or any 
significant changes to the economic value oft he cost recovery plan. In 
addition, the SCANA Merger Agreement provides that Dominion Energy 
will have the right to refuse to close the merger if there shall have 
occurred any substantive change in the Base Load Review Act or other 
laws governing South Carolina public utilities which has or would 
reasonably be expected to have an adverse effect on SCE&G. The SCANA 
Merger Agreement con-
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tains certain tennination rights fo r both Dominion Energy and SCAN A, 
and provides that, upon rem1ination of the SCANA Combination under 
specified circumstances, Dominion Energy wou ld be required to pay a 
tcn11ination fcc o f $280 million to SCANA and SCANA would be 
required to pay Dominion Energy a tcnn ination fcc ofS240 mil lion. 
Subject to receipt ofSCANA shareholder and any required regulatoty 
approvals and meeting closing conditions, Dominion Energy targets 
closing by the end of20 18. 

Acquisition of Dominion Energy Questar 

In September 20 16, Dominion Energy completed the Dominion Energy 
Questar Combination and Dominion Energy Questar, a Rock ies-based 
integrated natu ral gas company, became a wholly-owned subsidiary o f 
Dominion Energy. Dominion Energy Questar included Questar Gas, 
Wexpro and Dominion Energy Questar Pipel ine at closing. QuestarGas 
has regulated gas distributio n operat ions in Utah, southwestern 
Wyoming and southeastern Idaho. Wexpro develops and produces 
natural gas fro m reserves supplied to Questar Gas under a cost-of-service 
framework. Dominion Energy Q uestar Pipeline provides FERC
regulated interstate natural gas transportation and storage setvices in 
Utah, Wyoming and western Co lorado. The Dominion Energy Qucstar 
Combinat ion provides Dominion Energy with pipeline in&astmcrure 
that provides a principal source of gas supp ly to Western states. 
Dominion Energy Questar's regulated businesses also provide further 
balance between Dominion Energy's e lectric and gas operations. 

In accordance with the tem1s of the Dominion Energy Questar 
Combinat io n, at closing, each share of issued and outstanding 
Dominion Energy Questar common stock was converted into the rig ht to 
recei ve $25.00 per share in cash. The total consideration was 
$4.4 bil lion based on 175.5 mi ll ion shares of Dominion Energy Questar 
outstanding at closing. 

Dominion Energy financed the Dominion Energy Questar 
Combination through the: (I) August 2016 issuance of$1.4 b il lio n of 
20 16 Equity Units, (2) August 20 I 6 issuance of$ 1.3 bi llion of sen ior 
notes, (3) September 20 I 6 bon·owing of $ 1.2 bi ll ion under a te n11 loan 
agreement and (4) $500 million of the proceeds from the Apri120 l6 
issuance ofconunon stock. See Notes 17 and 19 for more infom1ation. 

PURCHASE PRICE ALLOCATIO N 

Dominion Energy Questar's assets acqu ired and liabilities assumed were 
measured at estimated fai r value at the closing date and are inclu ded in 
the Gas In frastructure operating segment. The majority of operations 
acquired are subject to the rate-setting auth otity ofFERC, as well as the 
Utah Commission and/or th e Wyoming Commission and therefore are 
accounted for pursuant to ASC 980, Regulaied Operations. The fair 
values of Dominion Energy Qucstar's assets and liabilities subject to 
rate-selling and cost recovcty provisions provide revenues derived fi·om 
costs, including a return on investment of assets and liabi lities included 
in rate base. As such. the fair values of these assets and liabilities equal 
their canying values. Accordingly, nei ther the assets and liabilities 
acquired, nor the pro fonna financial infom1ation, refl ect any 
adjustments related to these amounts. 

The fa ir value ofDomin ion Energy Questar's assets acquired and 
liabilities assumed that are not subject to the rate-setting 
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provisions discussed above was detem1ined using the income approach. 
Ln addition, the fair value of Dominion Energy Questar's 50% interest in 
White River Hub, accounted for under the equity method. was detetm ined 
u ing the market approach and income approach. The valuat ions arc 
considered Level 3 fair va lue mcasuremcms due to the usc of signi ficant 
judgmental and unobsetvable inputs, including projected timing and 
amount of futu re cash flows and discount rates reflecting risk inherent in 
the future cash flows and future market prices. 

The excess o f the purchase price over the estimated fair values of the 
assets acquired and liabilities assumed was recognized as goodwill at t he 
closing date. The goodwill reflects the value associated with enhancing 
Dominion Energy's regulated portfoli o of businesses, including the 
expected increase in demand for low-carbon, natural gas-fired generation 
in the Western states and the expected continued growth of rate-regulated 
businesses located in a defined service area with a stable regulatory 
environment. The goodwill recognized is not d eductible for income tax 
purposes, and as such, no deferred taxes have been recorded related to 
goodwil l. 

The tab le below shows the allocation of the purchase price to the assets 
acqu ired and liab ilities assumed at closing which re fl ects the following 
adjustments li-om the preliminary valuation recognized duting the 
measurement period. Outing the fourt h quat1er of20 16, certain 
modi fications were made to preliminary valuat ion amounts for acquired 
property, plant and equipment. cum:nt liabil ities, and deferred income 
taxes, resulting in a $6 mill ion net decrease to goodwill, which related 
primarily to the sale ofQuestar Fueling Company in December 20 I 6 as 
fun her described in the Sale ofQueslar Fueling Company. In the third 
quarter of20 17, certain modifications were made to the valuation 
amounts for regulatory liabilities, current liabil ities and deferred inco me 
taxes, resulting in a $6 mi ll ion net increase to goodwill recorded in 
Dominion Energy's Consolidated Balance Sheets. The modifications 
relate primarily to the fi nalization of Dominion Energy Questar's 2016 
tax rerum for the petiod January I , 20 I 6 through the Dominion Energy 
Questar Combination , as well as cetiain regulatoty adjustments. 

(mtlll<ns) 
Total current assets 
lnvestments(1) 
Property, plant and equipment(2) 
Goodwil 
Total deferred charges and other assets, excluding goodwill 

Total Assets 
Total current liabilities(3) 
Long-term debt(4) 
Deferred income taxes 
Regulatory liabilities 
Asset retirement obligations 
Other deferred credits and other Jiabil~ies 

Total Liabilities 
Total purchase price 

Amount 

$ 224 
58 

4 ,131 
3,11 1 

75 

7,599 

793 
963 
807 
259 
160 
220 

3,202 ' 
4 ,397 

{I) Includes S40 million fo ,.an equity method investment in White River Hub. 77.efai,. 
value adjustment on the equity method it1vesrmeut in White Rive,. Hub is ctmside,.etl 
to be equity method goodwill and is not ammtize1J. 
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(1} Nonregulated prope11y, plant and equipment, excluding land. will he depreciated 
over remaining usefulli~~es primari~v ranging from 910 18 years. 

(3) Includes $301 million of short-term debt, of which no amounts remain 
Oil/Standing at December 31, 2017, as well as a $250 million \'ariable interest 
rate term loan due in Augustl0/7 that was paid in July 1017. 

(4) Unsecu red senior and medium-tC/m notes with maturities which range/rom 2017 
to 1048 and bear interest at ratesfmm 2. 98% to 7.20%. 

REGULATORY MArrERS 
The transaction required approval of Dominion Energy Questar's 
shareho lders, clearance from the Federal Trade Commission undcrthc 
Han-Scott-Rodino Act and approval fi·om both the Utah Commissio n 
and the Wyoming Commission. In February 20 16, the Federal Trade 
Commission granted antitrust approval of the Dominion Energy Questar 
Combination under the Han-Scoti-Rod ino Act. In May 2016, Domin ion 
Energy Questar's shareholders voted to approve the Dominion Energy 
Questar Combination. ln August 20 16 and September 2016, approvals 
were granted by the Utah Commission and the Wyoming Co mmission, 
respectively. In formation regarding the transaction was also provided to 
the Idaho Commission, who acknowledged the Dominion Energy 
QuestarCombination in October20 16, and directed Dominion Energy 
Questar to notifY the Idaho Commi ssion when it makes fi lings with the 
Utah Commission. 

With the approval of the Dominion Energy Questar Combination in 
Utah and Wyoming, Dominion Energy agreed to the following: 

Contribution of$75 million to Dominion Energy Questar's 
qualified and non-qualified defined-benefit pension plans and 
its other post-employment benefi t plans within s ix months of the 
closing date. This contribution was made in January 20 17. 
Increasing Dominion Energy Qucstar's historical level of 
corporate contributions to charities by $1 million per year for at 
least five years. 
Withdrawal ofQuestar Gas' general rate case filed in July 20 16 
with the Utah Commission and agreement to not file a general 
rate case with the Utah Commission to adjust its base 
disttibution non-gas rates prior to July 2019, unless otherwise 
ordered by the Utah Commission.ln addition, QuestarGas 
agreed not to fil e a general rate case with the Wyoming 
Commission with a requested rate e ffective date earl ier than 
Jan umy 2020. QuestarGas' ability to adjust rates through 
various riders is not affected. 

REsULTS O F OPERATIO 'SAND PRO FORMA I FORMATIO 

The impact of the Domin ion Energy Questar Comb ination on Domin ion 
Energy's operating revenue and net income attributable to Dominion 
Energy in the Conso lidated Statements of Income for the twelve months 
ended December 3 1, 20 16 was an increase of$379 millio n and 
$73 mill ion, respect ively. 

Dominion Energy incurred transaction and transition costs in 2017 
and 2016, o f which $26 million and $58 million was recorded in other 
operations and maintenance expense, respect ively, and $16 mi ll ion was 
recorded in interest and related charges in 20 16 in Dominion Energy's 
Consolidated Statements o flncome. These costs consist of the 
amott ization of financing costs, the chatitable contribution commitment 
described above, employee-related expenses, professional fees, and 
other miscell aneous costs. 

The foll owing unaudited pro fonna financ ial infonnat ion reflects the 
consolidated results of operations of Dominion Energy assuming the 
Dominion Energy Questar Combination had taken place on January I , 
20 15. The unaudited pro fomm financia l infonnation has been presented 
fo r illustrative purposes only and is not necessati ly indicative of the 
consolidated results of operations that would have been achieved or the 
future consolidated results of operations of the combined company. 

Twelve Maths Erded December 3 1, 
2016(1 ) 2015 

( m iiUons. """""' EPS) 
Operating Revenue $12,497 $12,818 
Net income attributable to Dominion 

Energy 
Earnings Per Common Share- Basic 
Earnings Per Common Share- Diluted 

2,300 
$ 3.73 
$ 3.73 

2 ,108 
$ 3.56 
$ 3.55 

{1) Amounts include adjustmenLfjor non-rccuning costs directb' re lated to thi! 
Dominion Energy Questar Combmation. 

CONTRIBUTIO N OF DO MINION ENERGY Q UESTAR PIPELINE TO 

OOMINlON ENERGY MIDSTREAM 
In October 2016, Dominion Energy entered into the Contribut ion 
Agreement under which Dominion Energy con tributed Dominion Energy 
Questar Pipel ine to Dominion Energy Midst ream. Upon closing ofthe 
agreement on December I, 2016, Dominion Energy Midstream became 
the owner of all of the issued and outstanding membership interests of 
Dominion Energy Qucstar Pipeline in exchange for consideration 
consisting of Dominion Energy Midstream common and convenible 
preferred units with a combined value of$467 mill ion and cash paymen t 
o f $823 million, $300 million of which is considered a debt-financed 
distribution , fo r a total on 1.3 billion. ln addition, under the tetms of the 
Contribution Agreement, Dominion Energy M idstrcam repurchased 
6 ,656,839 common units from Dominion Energy, and repaid its 
$30 l mi llio n promissory note to Dominion Energy in December 
20 16. The cash proceeds from these transactions were utilized in 
December 20 16 to repay the $1.2 bill ion tenn loan agreement bon·owed 
in September 20 16. Since Dominion Energy consolidates Dominion 
Energy Midstream for fi nancial repot1ing purposes, the transactions 
associated with the Contribution Agreemen t were eliminated upon 
consolidation. See Note 5 for the tax impacts of the transactions. 

SALE O F Q UESTAR F UELI G CO~IPANY 
ln December 2016, Dominion Energy completed the sale ofQuestar 
Fuel ing Company. The proceeds from the sale were $28 million, net of 
transaction costs. No ga in or loss was recorded in Dominion Energy's 
Consolidated Statements of Income, as the sa le resulted in measurement 
period adjustments to the net assets acquired of Dominion Energy 
Qucstar. See the Purchase Price Allocatio11 section above for additional 
detail s on the measu rement period adjustments recorded. 
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Wholly..Qwned Mercha nt Solar Projects 

ACQUI ITIO S 
The following table presents significant completed acquisitions ofwho lly-owned merchant solar proj ects by Dominion Energy. 

Canpleceoj k:qljolti<>1 N""'berct 
o ... Soli ... Pr!jects 

Apri 2015 EC&R NA Solar PV, LLC 1 
Apnl2015 EDF Renewable 3 

Development, Inc. 
June 2015 EDF Renewable 

Development. Inc. 
July 2015 SunPeak Solar, LLC 
November 2015 EC&R NA Solar PV, LLC 
November 2015 Convnunity Energy Solar, 

LLC 
February 2017 Commumty Energy Solar, 

LLC 

March 2017 Solar Frontier Americas 1(4) 

Holding LLC 
May 2017 Cypress Creek 

Renewabtes. LLC 
June 2017 Hecate Energy Vwg11oa 

C&CLLC 
June 2017 Strata Solar Development, 2 

LLC/Moomgs Farm 2 
Holdco, LLC 

September 2017 Hecate Energy Vwg11ia 
C&CLLC 

October 2017 Strata Solar Development, 2 
LLC 

(I) 771e purchase price ll'as pnmari(v allocated to Proper(l', Plant and Equipment. 
(2) Includes acq ul,ition cost 
(3) One of the projects, Marin CArport. began commercial operatiOns 111 1016. 

....... PfqOCI 
Prqoct """""""" Coot 

l.ocalla1 Pr!ioct Nam!!•! jm....,.~ll jmni..,..Jt2l 
California Alamo $ 66 $ 66 
Catifomla Couonwood(J) 106 106 

Calrfomoa Catalina 2 68 68 

Catifomta Imperial Valley 2 42 71 
Catifomta Mancopa West 65 65 
Vorginia Amazon Solar Farm 34 212 

U.S East 
Virginia Amazon Solar Farm 29 205 

Virginia-
Southampton 

Caifomoa Midway II 77 78 

Nonh tS37 154 160 
Carolina 
Vwginoa Oari<e County 16 16 

Nonh Fremont, Moomgs 20 20 
Carolina 2 

Vorginoa Cherrydale 40 41 

North Clipperton, Pikevdle 20 21 
Carolina 

o .. cJCanmerCUIII 

"""""'.,... 
May 2015 
May 2015 

July 2015 

August2015 
December 20 15 
October 2016 

December 2017 

June 2017 

June 2017 

August2017 

November 2017 

November 2017 

November 2017 

(4) In April1017, Dominion Enugy disco 11ti11ued effortS on the acquisiti011 of the adduional 10 AIJV solar project from Solar Frontier Americas Holding UC. 

MW 

~!:I: 
20 
24 

18 

20 
20 
80 

100 

30 

79 

10 

10 

20 

10 

In addition during 2016, Dominion Energy acquired 100% of the eq uity interests of seven solar projects in V1rgima, North Carolina and South 
Carolina fo r an aggregate purchase price of$32 million, all of which was allocated to property, plant and equipment. The projects cost S421 million in 
total, including initial acquisition costs, and generate 221 MW combined. One of the projects commenced commercial operations in 2016 and the 
remaining projects commenced commercia l operations 10 20 17. 

Long-tenn power purchase, interconnection and operation and mamtenance agreements have been executed for all of the proJects described above. 
These projects arc included in the Power Generation operating segment. Dominion Energy has claimed or ~A-ill clatm federal investment tax crcdus on 
these solar projects. 

ALE OF I 'TEilf.ST IN I ERCII ANT SOLAR P ROJ EC1 
In September 201 5, Dominion Energy signed an agreement to sell a noncontrolling interest (consisting of 33% of the equity interests) in all of its then
currently wholly-owned merchant solar projects, 24 solar projects tota ling 425 MW, to Sun Ed ison, including certain projects in the table above. In 
December20 15, the sale ofinterest in 15 of the solar projects closed for $ 184 mill ion with the sale of interest in the remaining projects completed in 
January 201 6 for $117 mi ll ion. Upon c losing, Sun Edison sold its interest in these projects to Tena Nova Renewable Partners. Terra Nova Renewable 
Partners has a future option 10 buy all or a portion ofDominion Energy's remaining 67% ownersh ip in the projects upon the occurrence of certain 
events, none of which are expected to occur in 20 18. 

t Ol 



Table of Contents 

Non-Wholly-Owned Merchant Solar P rojects 

ACQUISrnO OF FOUR BROTHERS AND THREE C EDARS 
In June 201 5, Dominion Energy acquired 50% of the units in Four 
Brothers from Sun Edison for $64 mill ion of consideration, consisting of 
S2 million in cash and a $62 million payable. Dominion Energy had no 
remaining ob ligation related to this payable at December 31, 2016. Four 
Brothers operates four solar projects located in Utah, which produce and 
sell electricity and renewable energy credits. The facil ities began 
commercia l operations during the third qua1ter of20 16, generating 320 
MW, at a cost ofapproximately $670 million. 

In September 2015, Dominion Energy acquired 50% of the units in 
Three Cedars from Suo£d1soo for 43 million of consideration, 
consisting of$6 million in cash and a $37 million payable. There was a 
$2 million payable included in other current liabilities in Dominion 
Energy's Consolidated Balance Sheets at December 31 , 2016. Domin ion 
has no remaining obligation related to this payable at December 3 1, 
2017. Three Cedars operates three solar projects located in Uta h, which 
produce and ell electricity and renewable energy credits. The faci lities 
began commereial operations during the third quanerof20 16. 
generating 210 MW. at a cost of approximately $450 million. 

The Four Brothers and Three Cedars facilities operate under long
term power purchase, interconnection and operation and maintenance 
agreeme nts. Domin ion Energy claimed 99% of the fede ral investment 
tax credits on the projects. 

Dominion Energy owns 50% of the voting interests in Four Brothers 
and Three Cedars and has a controlling financ ial interest O\ er the 
entities through its rights to control operations. The allocation of the 
$64 million purchase price for Four Brothers resulted in $89 million of 
propeny, p lan t and equipment and $25 mill ion ofnoncontrolling 
interest. The allocation of the $43 mi llion purchase price fo r Three 
Cedars resulted in $65 million of property, plant and equipment and 
S22 million ofnoocontrolling interest. The noncootrolling interest for 
each entity was measured at fair value using the discounted cash flow 
method, with the primary components of the valuauon being future cash 
flows (both incoming and outgomg) and the discount rate. Dominion 
Energy detem1incd its discount rate based on the cost of capital a 
utility-scale investor would expect, as well as the cost of capital an 
individual project developer could achieve via a combination of 
nonrecourse project financing and outside equity panners. The acquired 
assets of Four Brothers and Three Cedars are included in the Power 
Generation operating segment. 

Dominion Energy has assumed the majority of the agreements to 
provide admin istrative and support se1v ices in connection with 
operations and maintenance of the faci li ties and technical management 
services oft he solar faciliues. Costs related to services to be provided 
under these agreements were immaterial for the years ended 
December31, 2017,2016 and 2015. 

In ovember 2016, RG acqUired the 50% of units in Four Brothers 
and Three Cedars p reviously held by Sun Edison. Subsequent to 
Dominion Energy's acquisition o f Four Brothers and Three Cedars, 
Sun Edison and NRG made contributions to Four Brothers and Three 
Cedars of$30 l million in aggregate through December 31, 2017, which 
are reflected as noncontrolhng interests in the Consolidated Balance 
Sheets. 

Dominion Energy Midstream Acquisition of Interest in Iroquois 
In September 2015, Dominion Energy Midstream acquired from G and 

J R a 25 .93% noncontrolling partnership interest in Iroquois, which 
owns and operates a 4 16-mile, FERC-regulated natural gas transmission 
p ipeline in New York and Connecticut. in exchange forth is pannership 
Interest, Dominion Energy Midstream issued 8.6 million common units 
representing limited pannership interests in Dominion Energy Midstream 
(6.8 million common units to 'G for its 20.4% intereSt and 1.8 million 
common units to NJNR for its 5.53% interest ). The investment was 
recorded at $21 6 mi Il ion based on the value o f Dominion Energy 
Midstream's common units at closing. These common units are refl ected 
as noncontro ll ing interestm Dominion Energy's Consolidated Financial 
Statements. Dominion Energy Midstream's noncontrolling partnership 
Interest IS reflected in the Gas Infrastructure operaung segment. In 
addiuon to this acquisition, Dominion Energy Gas currently holds a 
24.07% noncontro ll ing pannership interest in Iroq uo is. Dominion Energy 
Midstream and Dominion Energy Gas each accou nt fo r their interest in 
Iroquois as an equity method investment. Sec otes 9 and 15 for more 
information regarding lroquo1s. 

Acquisition of DECG 
In January 2015 , DominiOn Energy completed the acquisition of I 00% of 
the equity interests ofDECG from SCA A fo r $497 million in cash, as 
adjusted for working capi tal. DECG owns an d operates nearly l ,500 miles 
ofFERC-regulated interstate natural gas pipeline in South Carolina and 
southeastern Georgia. This acquisition suppons Dominion Energy's 
natural gas expansion into the southeastern U.S. The allocation of the 
purchase price resulted in S277 million of net propeny, plant and 
equtpment, S250 million of goodwill , of which approximately 
$225 million is expected 10 be deductible for income tax purposes, and 
S38 mi ll ion of regulatory liabilities. The goodwi ll reflects the value 
associated with enhancing Dominion Energy's regulated gas position, 
economic value anributablc to future expansion projects as well as 
increased opponuni ties for synergies. The acquired assets ofDECG are 
included in the Gas Infrastructure operating segment. 

On Mareh 24,20 15. DECG convened to a limited liabi lity company 
under the laws ofSouth Carolina and changed its name !Tom Carol ina Gas 
Transmission Corporation 10 DECG. On Apri l I , 20 15, Dominion Energy 
con tributed l 00% of the issued and outstanding membership interests of 
DECG to Dominion Energy Midstream in exchange fortotal 
consideration ofS50 l million, as adjusted for working cap1tal. Total 
cons1derauon to Dominion Energy consisted o f the issuance of a 
two-year, $30 I mill ion senior unsecured promissory note payable by 
Dominion Energy Midstream at an annua l interest rate of0.6%, and 
5.112,139 common units, valued at $200 mill ion, representing limited 
panner interests in Dominion Energy Midstream. The number of units was 
based on the , ·olume weighted average trading price of Dominion Energy 
Midstream's common units for the teo tradmg days prior to Apnl I , 2015, 
or $39.12 per unit. Since Dominion Energy consoltdates Domimon 
Energy Midstream for financial reponing purposes, this transaction was 
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eliminated upon consolldauon and did not impact Dominion Energy's 
financia l position or cash flows. 

VIRGINIA POWER 

Acquisition of Solar Projects 
In December 20 15, Virginia Power completed the acquisition o f I 00% 
of a solar development project in orth Caroli na from Morgans Comer 
for $47 mi ll ion , all ofwhieh was a llocated to property, plant and 
equ ipment. The project WJS placed into serv ice in Deccmber20 15 with 
a total cost of$49 million, including the initial acquisition cost. The 
project generates 20 M W. The output generated by the project is used to 
meet a ten-year non-jurisdictional supply agreement with the U.S. Navy, 
which has the unilateral option to extend for an additional ten years. In 
October 2015, the North Carolina Conm1ission gran ted the transfer of 
the exist ing CPC from Morgans Comer to Virginia Power. TI1e 
acquired asset is included in the Power Generation operating segment. 

DOMINION ENERGY AND DOMINION ENERGY GAS 

Blue Racer 
See ote 9 tor a discussion of transactions related to Blue Racer. 

NOTE: 4. OPERATING R EVENUE 

The Companies' operating revenue consists of the following: 

Ye Ended December 31, 2017 2016 
(m-.) 

Dominion Energy 
Electric sales: 

Regulated $ 7,383 s 7,348 
Nonregulated 1,<129 1,519 

Gas sales: 
Regulated 1,067 500 
Nonregulated • 51 354 

Gas transportation and storage 1,786 1,636 
Other <16<1 380 
I otal operatin2 revenue $12,586 S11,737 
Virginia Power 
Regulated electric sales $ 7,383 s 7,348 
Other 173 240 
I otal operatin~ revenue 7,556 s 7,588 
Dominion Energy Gas 
Gas sales: 

Regulated $ 87 s 119 
Nonregulated 20 13 

Gas transportation and storage 1,<135 1,307 
NGLrevenue 91 62 
Other 181 137 

I otal operatin2 revenue $ 1,814 s 1,638 

NOTE 5. INCOME T E 

2015 

$ 7,482 
1,488 

218 
471 

1,616 
408 

$11,683 

s 7,482 
140 

$ 7 ,622 

$ 122 
10 

1,366 
93 

125 

s 1,716 

Judgment and the use of estimates are required in developing the 
provision fo r income taxes and reponing of tax-related assets and 
liabilities. The interpretation of tax laws involves uncertainty, since tax 
authorities may interpret the laws difTerently. The Companies are 
routinely audited by federal and state tax author-

10. 

ities. Ultim3te resolution of income Lax mauers may result in favorable or 
unfavorable impacts to net income and cash flows, and adjustments to 
tax-related assets and liabilities could be material. 

The 20 I 7 Tax Refo rm Act tncludcs a broad range of tax reform 
provisions affecting the Companies as discussed in Note 2 . The 2017 Tax 
Refom1 Act reduces the corporate income tax rate from 35% to 2 1% for 
tax years beginning after December 31, 2017. At the date of enactment, 
deferred tax assets and liabilities were remeasu red based upon the new 
21% enacted tax rate ex pected to apply when temporary difTerences are 
real i1ed or settled. The specific provisions related to regulated public 
utilities tn the 2017 Tax Reform Act generally allows for the continued 
deductibility of interest ex pense, changes the tax depreciation of certain 
property acquired afte r September 27, 20 17, and continues certain rate 
normalization requirements for accelerated depreciation benefits. 

In December 20 15, U.S. federallegtslation was enacted, providing an 
extension of the 50% bonus depreciation allowance fo r qualifying 
expendttures incurred in 2015, 2016 and 20 17. In addition, the 
legislation extended the 30% investment tax c redit fo r qualifying 
expenditu res incurred through 20 I 9 and prov ides a phase down of the 
credit to 26% in 2020, 22% in 2021 and I 0% in 2022 and thereafter. 

As mdicated in Note 2, certain of the Compan ies' operations, including 
accounting for income taxes, b subject to regulatory accounting 
treatment. For regulated operations, many of the changes in deferred taxes 
represent amounts probable of collection from or refund to customers, and 
are recorded as either an increa e to a regulatory asset or liability. The 
20 17 Tax Refonn Act includes provisions that stipulate how these excess 
deferred taxes may be passed back to customers for certain accelerated tax 
depreciation benefits. Po tential refunds of o ther deferred taxes may be 
determined by state and federal regulators. See Note I 3 for more 
information. 

The Companies have completed or have made a reasonable estimate for 
the measurement and accounting of certain effects of the 2017 Tax 
Reform Act which have been reflected in the Consolidated Ftnanctal 
Statements. The changes in deferred taxes were recorded as etther an 
mcrease to a regulatory liabilit) or as an adjustment to the deferred tax 
provision . 

The items reflected as provtsional amounts are related to accelerated 
depreciation for tax purposes o f certain property acquired and placed into 
service after September 27, 2017 and the impact o f accelerated 
depreciation on state income taxes to the extent there is unccnainty o n 
conformity to the new federal tax system. 

The determination of the income tax effects of the items reflected as 
provisional amounts represents a reasonable est imate, but will require 
addiuonal analysis ofhistoncal records and further interpretation of the 
2017 Tax Reform Act from yet to be tssued U.S. Department of Treasury 
regulations, which will requi re more time. in fonnation and resources than 
curren tly available to the Compantes. 
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Continuing Operations 
Details of income tax expense for continu ing operations includ ing noncontrolling interests were as follows: 

Domin ton Ener~ V!!JillnU. Power Dominion En!!i;t Gas 
v .. Et10od December 31. 2017 2016 2015 2017 2016 2015 2017 2016 2015 
(m1lh<n) 

Current: 
Federal $ (1) s (155) s (24) $432 $168 $316 16 s (27) $ 90 
State (26) 85 75 73 90 92 8 4 30 

Total current eK~nse (benefit) (27) (70) 51 505 258 408 24 (23) 120 
Deferred: 

Federal 
2017 Tax Reform Act impact (851) (93) (197) 
Taxes before operating loss carryforwards and investment tax credits 739 1,050 384 319 435 154 199 239 156 
Tax utilization expense (benefit) of operating loss carryforwards 174 (161) 539 4 (2) 96 5 (2) 6 
Investment tax credits (200) (248) (134) (23) (25) (1 1) 

State 132 50 66 59 27 13 20 1 
Total deferred expense (benefit) (6) 691 855 266 435 252 27 238 163 

Inves tment tax cred~-gross deferral 5 35 5 35 
Investment tax cred~-amortization (2) (1) (1) (2) (1) (1) 

Total income tax expense (benefit) $ (30) s 655 $905 $774 $727 $659 $ 51 S215 $283 

The accounting forthe reduction in the corporate income tax rate decreased deferred income tax expense by $851 million at Dominion Energy, 
S93 million at Virginia Power, and $197 million for Dominion Energy Gas for the year ending December 31,2017. The decrease in deferred income 
taxes at Dominion Energy primarily relates to the remeasurernent of deferred taxes on merchant operations and includes the effects at Virginia Power 
and Dominion Energy Gas. Virginia Power and Dominion Energy Gas have cenain regulatory assets and liabilities that have not yet been charged or 
returned to customers through rates, or on which they do not earn a return, including unrecognized pension and other postretirement benefits. The 
remeasurement of the deferred taxes o n these regulatory balances was charged to continuing operations in 2017. For ratemaki ng purposes, Dominion 
Energy Gas' subsid iary DETI follows the cash method on pension contribut ions. Deferred taxes recorded on pension balances as required by GAAP a1·e 
not included as a component ofratcs and therefore the rcmcasurcment of these defcJTed taxes were charged to con tinuing operat ions in 20 17. 

ln 2016, Dominion Energy realized a taxable gain resulting fi'om the contribution of Domin ion Energy Questar Pipeline to Dominio n Energy 
Midstream. The contribution and related transactions resulted in increases in the tax basis of Dominion Energy Questar Pipeline's assets and the 
numberof Domin ion Energy M idstream 's common and convertible preferred un its held by noncontrol li ng interests. The di rect tax effects o f the 
transactions included a provision for current income taxes ($212 mill ion) and an offseuing benefit for deferred income taxes ($96 million) and were 
charged to common shareholders' equity. The federal tax liabi lity was reduced by $ 129 mi ll ion of tax credits generated in 20 16 that otherwise would 
have resu lted in additional credit canyforwards and aS 17 million benefit provided by the domestic production activities deduction. These benefits, as 
ind irect effects of the contribution transaction, were reflected in Domin ion Energy's 20 16 current federal income tax expense. 

In 2015, Dominion Energy's current federal income tax benefit includes the recognition o f a $20 million benefit related to a canyback to be filed 
for nuclear decommissioning expenditures included in its 20 14 net operating loss. 

For continuing operations including noncontrolling interests, the s tatutory U.S. federal income tax rate reconciles to the Companies' effective 
income tax rate as follows: 

Dominion En!lll ~lnloPo- Dominion Energy G. 
Y• Et10od Oocember 31 , 2017 2016 2015 2017 2016 2015 2017 2016 2015 

U.S. statutory rate 35.0% 35.0% 35.0% 35.0% 35.0% 35.0% 35.0°.4 35.0% 35.0% 
Increases (reductions) resulting from: 

State taxes, net of federal benefit 2.0 2.4 3 .7 3.7 3.8 3.9 2.4 0.5 2.7 
Investment tax credits (6.3) (11.7) (4 .7) (0.8) (0.6) 
Production tax credits (0.7) (0.8) (0.8) (0.4) (0.5) (0.6) 
Valuation allowances 0.2 1.2 (0.3) 0.1 0.3 
Federal legislative change (27.5) (4.0) (29.5) 
State legislative change (0.6) (0.1) 
AFUD~quity (1.4) (0.6) (0.3) (0.6) (0.6) (0.6) (0.9) (0.2) 0.2 
Employee stock ownership plan deduction (0.6) (0.6) (0.6) 
Other, net p .7) (1.4) 0.1 0.6 (0.4) 0.6 0.4 0.1 0.3 

Effective tax rate (1 .0)% 22.9% 32.0% 33.5% 37.4% 37.7% 7.7% 35.4% 38.2% 

In 20 I 7. the Companies' effect ive tax rates reflect the net benefit of remeasurement of deferred taxes resulting from the lower corporate income tax 
rate promu lgated by the 2017 Tax Refonn Act, and the completion of audits by state tax authorities that resulted in the recog-
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ni tion of previously unrecognized tax benefits. At December 31,2016, 
Virginia Power's un recognized tax benefits included state refund claims 
for open tax years through 20 I I . Management believed settlement of 
the claims, including interest thereon, within the next twelve months 
was remote. ln June 2017, Virginia Power received and accepted a cash 
offer to settle the refund claims. As a resu lt of the settlement, Virgi nia 
Power decreased its unrecognized tax benefits by S8 mi llion, and 
recognized a $2 million tax benefit, which impacted its effective tax 
rate. Also in connection with this seltlemcnt, Virgi nia Power real ized 
interest income of$ 11 million, which is re nected in other income in the 
Consolidated Statements of Income. 

In 20 16, Dominion Energy's effective tax rate reflects a valuation 
allowance on a state credit not expected to be util ized by a Dominion 
Energy subsidiary which files a separate state return . 

The Companies' deferred income taxes consist of the following: 

Dominton Energy 
Dominion Energ~ ~ln~ Poww Gas 

N. Oocembef 31. 2017 2016 2017 2016 2011 2016 

(millions) 

Oeflnl!ld Income taxes: 

Taal defetTed lncanetax assets 
' 2,686 $ 1.827 

' 923 
s 268 

' 320 
$ 126 

Ta& dderred incxme&ax hllbhtiea 7158 10,381 3.600 5,323 1,77.( 2,564 

T~ netdeferredincanetaxhabiJ!Ses $4,412 $ 8,55< $2,677 SS.056 S1~ s U38 
Total defflfT'ed income t axes: 

Plart ond OC>ipmert, p1ma-oty c~op-...-, melhod 
IJ"d bas.s dfferwces $ 5,056 $ 1.7r!2 $2,9&1 SA604 $1 ,132 s 1,126 

Exces$ dei'BTed incane laxes (1,050} (687) (WI 
Nudeirdec:ctTlmissicrirg 829 1.2<10 260 <106 
Oaf(lf'red state lncano taxes 834 747 318 321 '1I1 204 
Fedetal bonelit d defM'ed atatelrrxmewes (175) (261} (19} ( 112} (48} (71) 
Deferred tuai.~Uchasad f!JfWf/1 end gas costs (25} (31 (29) 
Ponolonblnlli1s w 155 (10l} ( 138) .. 9 646 
(')ttu postretiremert OOnellts (51) (66} 44 49 (2) (6) 
LoN ond cred1 ca"ry!O'wa-<11 (1,536} (1,5'1} (11f} (66} (4} (5) 

"""->alalowances 146 135 
Parn!rlhp basis differences 413 688 26 4J 
OOtw 

!'~ ~~ 39 !m !'031 
T aa. net deterred lnccrne tax blbhrtea s 4,4n $ 8,554 $2,677 SS.056 S1,~ $ 2,438 
Deferred lnves1menl Tax Credts -R~ 

Q!!!!!allcns 51 48 51 48 
Total Oefs-red Taxes .-ld Deterred lrNeltmert 

TaCredits s 4,523 s ll602 $2.1211 SS.103 $1.~ s 2.438 

t06 

The most significant impact reflected fortbc 201 7 Ta.:~: Reform Act is 
the adjustment of the net accumulated dcfetTcd income tax liabi lity for 
the reduction in the corporate income tax rate to 21 %. In addi tion to 
amounts recognized in deferred income tax expense, the impacts of the 
2017 Tax Rc fonn Act decreased the accumu lated deferred income tax 
liability by S3. 1 billion at Dominion Energy, $ 1.9 bill ion at Virginia 
Power and $0.8 billion at Dominion Energy Gas at December 3 1,2017. At 
Domin ion Energy, the December 31,2017 balance sheet renccts the 
impact of the 20 17 Tax Reform Act on ou r regulatory liab il ities wh ich 
increased our regulatory liabilities by $4.2 billion, and created a 
corresponding deferred tax asset of$ 1.1 billi on. At Virginia Power, our 
regulatory liabilities increased $2.6 billion, and created a deferred tax 
asset o f S0.7 b ill ion. At Dominion Energy Gas, our regulatory liabilities 
increased S 1.0 billion , ru1d created a deferred tax asset of$0.2 billion. 
These adjustments had no impact on 20 17 cash flows. 

At December 31,2017, Dominion Energy had the following deductible 
loss and credit carry forwards: 

Oo<IJcbt;jo Deferred Valuation Explra1ion 
Am(Ull Tax Asset AlfONance Period 

(m 1100'6} 

Federal losses $ 560 $ 118 $ 2034 
Federal investment credits 938 2033-2037 
Federal production credits 129 2031-2037 
Other federal c redits 58 2031-2037 
State losses 1,366 103 (63) 2018-2037 
State minimum tax credtts 90 No expiration 
State investment and other 
cred~s 100 (83) 2018-2027 

Total $1,926 $1,536 $(146) 

At December 31, 20 17, Virginia Power had the fo llowing deductible 
loss and credit carry forwards: 

Delerred Vah•01 Expration 
Tax Assel Nk>Ninco Period 

(ml1""'1 
Federal losses S 1 $ $- 2034 
Federal investment credits 51 2034·2037 
Federal production and other 
cred~s 51 2031-2037 

State investment credrts 9 (5) 2024 

Total s 1 $111 $(5) 

At December 3 1, 20 17, Dominion Energy Gas had the following 
deductible loss and credit canyforwards: 

Dec>.at;jo Dof«red Vlltaon Expraoon 
Am(Ull TuAsset AlloNoru Period 

(mli>Cre} 
Other federal credtts $- $1 $- 2032-2036 

State losses 33 3 (3) 2036-2037 

Total $33 $4 $(3) 
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A reconcil iation of changes in the Compan ies' unrecognized tax 
benefit s fo llows: 

Dominion Eners~ Vl!lllnla Pow. Domin Jon En!]~ Gat 
2017 2016 2015 2017 2016 2015 2017 2016 2015 

(m~llkns) 

Balance at January 1 s 64 $103 $145 $13 $12 s 36 s 7 $29 $29 
Increases-prior period 

posrtions 9 2 4 
Decreases-prior period 
pos~ions (9) (44) (40) (1) (3) (25) (19) 

Increases-current 
period pos ~ions 5 6 8 

Settlements with tax 
author~les (23) (8) (5) (8) (7) (4) 

Expiration of s tatutes of 
im~ations (2) (7) 

Balance at December 31 s 38 $ 64 $103 $ 4 $1 3 $12 $- $ 7 $29 

Ccnain unrecognized tax benefits, o r pot1ions thereof, if recognized, 
would affect the effective tax rate. Changes in these unrecognized tax 
benefits may result from remeasurement of amounts e~pected to be 
realized, settlements \\~th tax authorities and expiration o f s tatutes o f 
limi tations. For Dominion Energy and its subsidiaries, these 
unrecogn ized tax benefi ts were $31 million , $45 million and 
$69 mil lion at December 3 1, 20 17, 2016 and 20 15, respecti vely. For 
Dominion Energy, the change in these unrecognized tax benefits 
decreased income tax expense by $9 million, $18 mil lion and 
$6 million in 20 17,2016 and 20 15, respectively. For Virginia Power, 
these unrecognized tax benefits were $3 mill io n, $9 million, and 
$8 mi llion at December 31, 2017, 2016 and 20 15, respectively. For 
Virginia Power, the change in these unrecogn ized tax benefi ts decreased 
income tax expense by $6 mi ll ion in 201 7 and increased income tax 
expense by $ 1 mi llion and less than $ 1 mill ion in 20 16 and 2015, 
respect ively. For Dominion Energy Gas, these unrecognized tax benefi ts 
were less than S I million, $5 million and $19 million at December 3 1, 
2017,20 16 and 20 15, respectively. For Dominion Energy Gas, the 
change in these unrecognized tax benefi ts decreased income tax 
expense by $5 mill ion, $ 11 million and less than $1 mi ll ion in 201 7, 
2016 and 201 5, respectively. 

Dominion Energy partic ipates in the IRS Compl iance Assurance 
Process which provides the opportun ity to resolve complex tax matters 
with the fRS before fi ling its federal income tax returns, thus achieving 
certainty fo r such tax return filing positions agreed to by the IRS. In 
20 16 and 201 7, the Companies submitted research credit claims for tax 
years 201 2-201 6. These claims are cun·ently under fRS examination . 
With the except ion of these research credit claims, the IRS has 
completed its audit of tax years through 2015 . The statute oflimitations 
has no t yet exp ired for tax years afier20 12. Although Dominion Energy 
has not received a final letter indicating no changes to its taxable 
income for tax year 2016, no material adjustments are expected. The LRS 
examinat ion of tax year 2017 is ongoing. 

Tt is reasonably possible that sett lement negotiat ions and expiration o f 
statutes of limitations could result in a decrease in unrecognized tax 
benefits in 20 18 by up to S 13 million for Dominion Energy, $2 mi llion 
for Virgin ia Powe r and Jess than $ 1 million for Dominion Energy Gas. if 
such changes were to occur, other than revisions of the accrual for 
interest on tax 

undctpaymcnts and ovetpayments, earnings cou ld increase by up to 
S 12 million for Dominion Energy, $2 million for Virginia Power and less 
than Sl mi llion for Dominion Energy Gas. 

Otherwise. with regard to 2017 and prior years, Dominio n Energy, 
Virginia Power and Dominion Energy Gas cannot estimate the range of 
reasonably possible changes to unrecognized tax benefits that may occur 
in 2018. 

For each of the major states in which Domi nion Energy operates, the 
earliest tax year remaining open for exami nation is as follows: 

Pennsylvania(!) 
Connecticut 
Vrginia(2) 
West Virginla(1 l 
NewYork(1) 
Utah 

(I) Consrdered a major state for Dommion Energy Gas· operatio11s. 
(1) Considered a major state for Virgirua Pa"·er"s operatrons. 

Eal'liest 
Open Tax 

v-
2012 
2014 
2014 
2014 
2011 
2014 

The Compan ies are also ob ligated to report adjustments resulting from 
TRS settlements to state tax authorities. In addition , if Dominion Energy 
uti lizes operati ng losses or tax credits generated in years for which the 
statute of limitations has expired, such amounts are generally subject to 
examinat ion. 

NOTE 6. FAIR VAL E MEASUREMENTS 

Fair value is defined as the price that wou ld be received to sell an asset or 
paid to transfer a liabi lity (exit price) in an orderly t ransact ion between 
market participants at the measurement date. However, the usc of a 
mid-market pricing convention (the mid-poi nt between bid and ask 
pri ces) is permitted. Fair values are based on assumptions that market 
participants would use when pricing an asset or liability, including 
assumptions about risk and the risks inherent in valuation techniques and 
the inputs to valuations. This includes not only the credit standing of 
countetparties involved and the impact o f credit enhancements but also 
the impact of the Companies' own nonpcrfo m1ance risk on their 
liabilities. Fair value measurements assume that the transaction occurs in 
the principal market for the asset or liability (the market with the most 
vo lume and act ivity fo r the asset or liability !Tom the perspective of the 
reponing entity), or in the absence of a principal market, the most 
advantageous market. for the asset or liability (the market in which the 
reporting en tity would be able to maximize the amount received or 
min imi7c the amo un t paid). Dominion Energy applies fair value 
measu rements to certain assets and liabilities including commod ity, 
interest rate, and foreign currency derivative instruments, and other 
investments including those held in nuclear decommissioning, Dominion 
Energy's rabbi, and pension and other postretirement benefit plan trusts, 
in accordance with the requirements discussed above. Virginia Power 
applies fai r va lue measurements to cettain assets and liabil it ies includ ing 
commodity and interest rate derivative instruments and other investments 
including those held in the nuclear decommissioni ng trust, in accordance 
with the requ irements discussed above. Dominion Energy Gas applies fai r 
value measurements to certain assets and liabilities including commodity, 
interest rate, and foreign currency derivative instruments and other 
investments includ-
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ing those held in pension and other postretirement benefit plan trusts, in 
accordance with the requirements described above. The Companies 
apply credit adjustments to their derivati ve fair values in accordance 
with the requirements described above. 

Inputs and Assumptions 
The Companies maximize the use of observable inputs and minimize 
the usc of unobservable inputs when measuring fair value. Fair value is 
based on actively-quoted market prices, i f available. [n the absence of 
actively-q uoted market prices, ptice information is sought from cxtemal 
sources, includ ing broker quotes and indus try publications. When 
evaluating pric ing information provi ded by brokers and other pricing 
services, the Companies consider whether the broker is will ing and ab le 
to trade at the quoted price, ifthe broker quotes are based on an act ive 
market or an inacti ve market and the extent to which brokers are 
utilizing a particular model if pricing is not readily avai lable. If pricing 
information fro m external sources is not available, o r if the Companies 
believe that observable pricing is not indicative of fair value, judgment 
is required to develop the estimates of fair value. [n those cases the 
Companies must estimate prices based on available historical and ncar
term fu ture price information and certain statistical methods, including 
regression analysis, that reflect their market assumpt ions. 

The Companies' commodity derivative valuations are prepared by 
Dominion Energy's E!Uvl department. The ERM department creates 
dai ly mark-to-market val uations for the Companies' derivative 
transactio ns using computer-based statistical models. The inpu ts that go 
into the market valuations are transactional infotmation sto red in the 
systems of record and market pricing infom1ation that resides in data 
warehouse databases. The maj otity offotward prices arc automatically 
uploaded into the data warehouse databases from various th ird-patty 
sources. Inputs obtained from third-party sources are evaluated for 
reliabili ty cons idering the reputation, independence. market presence, 
and methodo logy used by the th ird-pan y. If forward prices are no t 
availab le from third-party sources, then the ERM department models the 
forward prices based on other avai lable market data. A team consisting 
of risk management and risk quantitative analysts meets each b us iness 
day to assess the validity of market prices and mark-to-market 
valuations. During this meeting, the changes in mark-to-market 
valuatio ns fro m period to period are examined and qual ified against 
historical expectations. If any discrepancies are identified during th is 
process, the mark-to-market valuat ions or the market pricing 
information is evaluated further and adjusted, if necessary. 

For options and contracts with option-like characteristics where 
observable pri cing in formation is not available from external sources, 
Domin ion Energy and Virginia Power generally use a modified Black
Scholes Model that considers time value, the volatil ity o f the 
underlying commodities and o ther relevant assumptions when 
estimating fair value. Dominion Energy and Virgi nia Power usc other 
option models under special circumstances, including a Spread 
Approx imation Model when contracts include different commod ities or 
commodity locations and a Swing Option Model when con tracts allow 
either the buyer or sellerthe ability to exercise within a range of 
quantities. For contracts with unique characterist ics, the Companies may 
estimate fa ir value using a d iscounted cash flow approach deemed 
appropriate in the c ircumstances and applied 
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consistentl y fium period to period. For individual contracts, the use of 
different valuat ion models or assumptions could have a signi fi cant effect 
on the contract 's estimated fai r value. 

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

Fo r commodity detivative contrac ts: 

Forward commod ity prices 
Transaction ptices 
Price vo la tili ty 
Price con·elation 
Vo lumes 
Commodity location 
Interest rates 
Credit quality o f counterpartics and the Companies 
Credit enhancements 
Time value 

For interest rate derivative contracts: 

Interest mte curves 
C redit qual ity ofcounterparties and the Compan ies 
Notional value 
C red it enhancements 
Time value 

For fore ign cum:ncy deri vative contracts: 

Foreign cutTency forward exchange rates 
Interest mtes 
Cred it q ual ity o f counterparties and th e Companies 
Notional value 
Cred it en hancements 
Time value 

For investments: 

Quoted secu rities prices and indices 
Securi ties tmding infom1ation including volume and restrictions 
Maturity 
Interest mtcs 
C redit quality 

The Companies regularly evaluate and validate the inputs used to 
estimate fai r value by a number of methods, including review and 
veri fi cation of models, as well as various market price verification 
procedures such as the use o f pricing services and mult iple broker quotes 
to support the market price of the various commodi ties and investments 
in which the Companies transact. 

Levels 
T he Companies a lso util ize the following fa ir value hiemrchy, which 
pri oritizes the inputs to va luation techniques used to measure fai r value 
into th ree broad levels: 

Level I -Quoted prices (unadjusted) in active markets for identical 
assets and liabilities that they have the ability to access at the 
measurement date. Instruments categorized in Level I primarily 
consist of financ ial instruments such as certain exchange-traded 
deri vatives, and exchange-listed equiti es, U.S. and international 
equity securities, mutual funds and certain Treasury securities held in 
nuclear decommissioning 
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trust fu nds for Dommton Energy and Virginia Power, benefit plan 
trust funds for Dominion Energy and Dominion Energy Gas, and 
rabbi trust funds for Dominion Energy. 
Level 2-lnputs other than quoted p1ices included within Level I 
that are e ither directly or indirect ly obsetvable for the asset or 
liability, including quoted prices for simi lar assets or liabilities in 
acti ve marl<ets, quoted prices for identical or simi lar assets or 
liabilities in inactive marl<ets, inputs otherthan quoted prices th at 
are obsetvable for the as et or liability, and inputs that are derived 
!Tom o bsetvable marl<et data by correl ation or other means. 
Inst rumen ts categorized in Level 2 primarily incl ude commodi ty 
forwards and swaps, interest rate swaps, foreign currency swaps and 
cash and cash equivalents, corporate debt instruments, government 
securi ties and o ther fixed income in vestments held in nuclear 
decommissioning trust funds for Dominion Energy and Virginia 
Power, benefit plan trust funds for Dominion Energy and Dominion 
Energy Gas and rabbi trust funds for Dominion Energy. 
Level 3- Unobsetvable inputs for the asset or liabi lity, including 
situations where there is lillie, if any, marl<et activity for the asset or 
liability. Instruments categorized in Level 3 for the Companies 
consist oflong-dated commodity derivatives, ITRs, certain natural 
gas and power options and other mode led commodity derivatives. 

The fai r value hierarchy gives the highest priority to quoted prices in 
active markets (Level I) and the lowest priority to unobsetvable data 
(Level 3). In some cases, the inputs used to measure fair value might fall 
in different levels of the fair value hierarchy. In these cases, the lowest 
level input that is significant to a fair value measurement in its ent irety 
determines the applicable level in the fai r value hierarchy. Assessing the 
signi fi cance of a particular input to the fair value measurement in its 
entirety requires j udgment, considering factors specific to the asset or 
liability. Altemative investments. consist ing o f investments in 
partnerships, joint ventures and other alternative investments held in 
nuclear decommissioning and benefit plan trust funds, are genernlly 
valued using NAV based on the proportionate share of the fair value as 
determined by reference to the most recent audited fatr value financia l 
statements or fa ir value statements provided by the investment manager 
adjusted for any significant events occurring between the investment 
manager's and the Companies' measurement date. Alternative 
to vestments recorded at AV are not classified in the faJr value 
hicrnrchy. 

For derivative contrncts, the Companies recognize trnnsfers among 
Level I , Level 2 and Level 3 based on fai r values as of the first day of 
the month in whi ch the transfer occurs. Transfers out ofLevel 3 
represent assets and liabilities that were previously c lassified as Level 3 
forwhtch the inputs became obsetvable for classification in e ither 
Level I or Level 2. Because the activity and liquid ity of commodity 
marl<ets vary substanually between regions and time periods, the 
avai labi lity of observable inputs for substantially the full term and 
value oft he Companies' over-the-counter derivat ive contrncts is subj ect 
to change. 

Level 3 Va lua tions 
Fatr value measuremen ts are categorized as Level 3 wben price or other 
inputs that are considered to be unobsetvable are signi fi cant to their 
valuations. Long-dated conm1odity derivat ives arc generally based on 
unobservable inputs due to the length of time to seulement and the 
absence of market activity and are therefore categorized as Level 3. FrRs 
arc categorized as Level 3 fair value measurements because the only 
relevant pricing available comes !Tom ISO auctions, which are generally 
not considered to be liquid markets. Other modeled commodity 
derivatives have unobsetvable inputs in their valuat ion, mostly due to 
non-transparent and ill iquid markets. 

The Companies enter into certain physical and financial fo rwards, 
futures, options and swaps, which are considered Level 3 as they have one 
or more inputs that are not obsetvable and are sigmficantto the valuation. 
The discounted cash flow method IS used to value Level 3 physical and 
financial forwards and futures contracts. An o ption modelts used to val ue 
Level 3 physical and fi nancial options. The di scounted cash flow model 
for forwards and futures calculates mark-to-marl<et valuations based on 
forward marl<et prices, original transaction prices, volumes, risk-free rnte 
o f return, and credit spreads. The opuon model calculates marl<-to-marl<et 
valuations using variations of the Black-Scholes opuon model. The 
mputs into the models are the forward marl<et prices, implied price 
volati lities, risk-free rate of return, the option expirntion dates, the option 
strike prices, the original sales prices, a nd volumes. For Level 3 fair value 
measu rements, certain forward marl<et prices and implied price volati lities 
arc considered unobsetvable. The unobservable inputs are dc\•clopcd and 
substantiated using hi storical information, avai lable marl<ct data, third
party data, and statistical analysis. Periodically, inputs to valuation 
models are reviewed and revised as needed, based on hi storical 
infonnation, updated market data, marl<et liquid ity and relationships, and 
changes in third-party pricing sources. 
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The following table presents Dominion Energy's quantitative in fonnation about Level 3 fair value measurements at December 31,2017. The range 
and weighted average are presented in dollars for market price inputs and percentages for price volatility. 

A ssets 
Physical and financial forwards and futures: 

Natural gas(2) 
FTRs 

Physical options: 
Natural gas 

Electricity 

Total assets 
Liabilities 
Financial forwards : 

Liquids(3) 
FTRs 
Totalliabiities 

(I)A1•erages weighted by •olume. 
(1) Includes basis. 
(3) Includes NGLs and oil 
(4) Represents maJ*et pnces heyond defined tem!Sjor Levels I and 2 
(J) Represents •olatilities unrrprrrented m published markets. 

Far Value{mllllcr.) 

$ 84 
29 

-43 

$157 

s 2 
$ 5 

7 

Sensitivity of the fair value measurements to changes in the significant 
unobservable inputs IS as follows: 

Sil1'klrl U,_.,atle .._ 
Posl'<lrt C~I0!2! 

Market price Buy Increase (decrease) 
Market price Sel Increase (decrease) 
Price volatilty Buy Increase (decrease) 
Price volatJity Sel Increase (decrease) 

Nonrecurring Fair Value Measurements 

DOMINION ENERGY 

lmpectmFairValuo 
Moosuement 

Gain (loss) 
Loss (gain) 
Gain (loss) 
Loss (gall) 

ee 1ote 9 for iufom1ation regarding an impaimtent charge recognized 
associated with Dominion Energy's equity method mvestment in Fowler 
Ridge. 

ATLANTIC CO;\ ST PIPELL'IIE G ARANTEE AGREE.\l.El\'T 
In October 2017, Dominion Energy entered into a guarantee agreement 
in connection with Atlantic Coast Pipeline's obligation under a 
S3.4 billion revolving credit facility. See Note 22 for 
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Weogiod 

Voll.oocn T eclnq..oos U-elrp! 1%2! A-ogo(t) 

Discounted cash now Marl<et pnce (per Dth)(4) (2)-14 
Dtscounted cash now Marl<et price (per M\Nh)(4) (1)-7 2 

Opllon model Marl<et pnce (per Dth)(4) 2-7 3 
Price volatifrty (5) 26%-54% 33% 

OptK>n model Mar1<.e1 pnce (per M\Nh)(4) 22-74 37 
Pnce vola tilly (51 13%-63% 33% 

Olscounted cash now Marl<et pnce (per Gal)(4) 0-2 
Discounted cash now Marl<et pnce (per M\Nh)(4) (4)-6 

more mfonnation about the guarantee agreement associated with Atlantic 
Coast Pipeline's revolving credit facility. Dominion Energy recorded a 
liabilny of$30 million, the fair value of the guarantee at inception, 
associated with the guarantee agreement. The fair value was estimated 
using a discoun led cash Oow method and is considered a Level 3 fair 
value measurement due to the use of a significant unobservable input 
related to the interest rote differential between the interest rate charged on 
the guaranteed revolving credit facilny and the estimated mterest rate 
that would have been charged had the loan not been guaranteed. 

Recurring Fair Value Measurements 
Fa1r value measurements are separately disclosed by level within the fair 
value hierarchy with a separate reconciliation of fai r value measurements 
categorized as Level 3. Fair value disclosures for assets held in Dominion 
Energy's and Dominion Energy Gas' pension and other postretirement 
benefit plans are presented in ote 21 . 
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The fo llowing table presents Dominion Energy's assets and liabilities 
that are measured at fai r value on a recuniog basis for each hierarchy 
level , including both cun-ent an d noncun-ent portions: 

Levell Level2 Levell TOOl! 
(m•Dions) 

December 31, 2017 
Assets 
Derivatives: 

Commodity $ 101 $157 $ 258 
Interest rate 17 17 
Foreign currency 32 32 

lnveslments(1): 
Equ~y securities: 

u.s. 3,493 3,493 
Fixed income: 

Corporate debt instruments 444 444 
Government securities 307 794 1,101 

Cash equivalents and other 34 34 
Total assets $3,834 $1,388 $157 $5,379 

Liabilities 
Derivatives: 

Com mod~ s 190 $ 7 $ 197 
Interest rate 85 85 
Fore!9n currenc~ 2 2 
Total liabilities $ s 277 s 7 284 

December 31 , 2016 
Assets 
Derivatives: 
Commod~y $ s 115 $147 $ 262 
Interest rate 17 17 

lnvestments(t): 
Equ~ secur~ies: 

U.S. 2.913 2,913 
Fixed income: 

Corporate debt instruments 487 487 
Government secur~ies 424 614 1,038 

Cash equivalents and other 5 5 
Total assets $3,342 $1 ,233 $147 $4 ,722 

Liabilities 
Derivatives: 
Cornmod~ s $ 88 $ 8 $ 96 
Interest rate 53 53 
Foreign currency 6 6 
Totalliab~~ies $ $ 147 s 8 $ 155 

(I) Includes investmentS held in the nuclear decommissioning and robbi trns/S. 
Excludes $88 million and $89 million of assetS at December J I , 1017 and 2016, 
respective~v. measured at fair value using NA V (or its equivalent) as a praclical 
expedient which are not required w be categorized m thefatr .-alue hierarchy. 

T he following table presents the net change i n Domin ion Energy 's 
assets and l iabilities measured at fa i r value on a recuning basis and 
included in the Level 3 fair value category: 

2017 2016 2015 
(mllicns) 

Balance at January 1, $139 s 95 $1 07 
Total realized and unrealized gains (losses): 

Included in earnings (38) (35) (5) 
Included In other comprehensive loss (2) (9) 
Included in regulatory assets/liabilities 42 (39) (4) 

Settlements 6 38 9 
Purchases 87 
Transfers ou1 of Level 3 3 (7) (3) 

Balance at December 31 , $150 $139 $ 95 
The amount of total gains (losses) for the period 

included in earnings attributable to the change in 
unrealized gains (losses) relating to assets still 
held at the reporting date $ 2 $ (1) $ 2 

The following table presents Dominion Energy's gains and losses 
included in earn ings in the Level 3 fai r val ue category: 

88CI'1cFuM 
ordOitier 

Op<ralirg Etw~~t-Rellll<>:l -R"""""" Pu-chases Gas Tc<al 
(millions) 

Year Ended December 31, 2017 
Total gains (losses) included in 

earnings $ 3 $(42) s 1 $(38) 
The amount of total gains 

(losses) for the period included 
in earnings attributable to the 
change in unrealized gains 
(losses) relating to 
assets/iabilrties still held at the 
re~rting date 2 

Year Ended December 31, 2016 
Total gains (losses) included in 

earnings $- $(35) $- $(35) 
The amount of total gains 

(losses) for the period included 
in earnings attributable to the 
change in unrealized gains 
(losses) relating to 
assetsliabil~ies still held at the 
reporting date (1) (1) 

Year Ended December 31, 201 5 
Total gains (losses ) included in 

earnings s 6 $(11) s- $ (5) 
The amount of total gains 

(losses) for the period included 
in earnings attributable to the 
change in unrealized gains 
(losses) relating to 
assets/liabilities still held at the 
reporting date 2 

Ill 
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Combined otcs to Consolidated Financial Statements, Continued 

VIRGINIA POWER 

The following table presents Virginia Power's quantitative information about Level 3 fair value measurements at December 31,2017. Tite range and 
weighted average are presented in dollars for market price inputs and percen tages for price vo lati lity. 

Assets 
Physical and f111ancial forwards and futures: 

Natural gas(2) 
FIRs 

Physical options: 
Natural gas 

Electnclly 

Total assets 
Liabilities: 
Financial forwards: 

FIRs 
Total iabilities 

(I) A•·~rages weight~d by volume. 
(1) Includes basis. 
(J) Represents market pnces beyond defined terms for Levt!ls I and 1 
{4) Represents volatilrltes unr~presented m published markets. 
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FarWut 
(mljcn) 

$ 81 
27 

.3 

$152 

$ 5 
$ 5 

W.,;gud 
Valuai<nT!!CI!'ig.!S U-tl!p.t Rrgo ,._ogo(1) 

Discounted cash flow Marl<et price (per Dth ~3) (2}-7 (1) 
Discounted cash flow Marl<et price (per M'M1~3) (1}7 2 

Option model Marl<et price (per Dth~3) 2-7 3 
26%-

Price volatility (4) 54% 33% 
22-

Option model Marl<et pnce (per M'M1)(3) 74 37 
13%-

Price votatillt (4) 63°.4 33% 

Discounted cash flow Marl<et pnce (per M'M1)(3) 
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Sensitivity oft he fair value measurements to changes i n the 
signi ficant unobservable inputs is as follows: 

Slgwficart Unobs~vaije Impact en Fair Value 
"""" Position CharJ!elokp! MeasU'cmcr< 
Market price Buy Increase (decrease) Gain (loss) 
Market price Sel Increase (decrease) Loss (gain) 
Price volatiity Buy Increase (decrease) Gain (loss) 
Price volati~y Sel Increase (decrease) Loss (gain) 

The following table presents V irginia Power's assets and l iabi l i t ies 
that are measured at fair value on a recuning basis for each hierarchy 
level, including both current and noncurrent portions: 

(mJii<ns) 

December 31 , 2017 
Assets 
Derivatives: 

Commodity 
lnvestments(1 ): 

Equity secur~ies: 

u.s. 
Fixed income: 

Corporate debt ins trunnents 
Government securities 

Cash equivalents and other 
Total assels 

Liabilities 
Derivatives: 

Commodity 
Interest rate 
T otal liabfftties 

December 31, 2016 
Assets 
Derivatives: 

Commodity 
Interest rate 

lnvestments(1): 
Equity securtties: 

u.s. 
Fixed income: 

Corporate debt instruments 
Government securities 

Total assets 
Liabilities 
Derivatives: 
Commod~y 

Interest rate 
Total liabiltties 

UMII1 

$ 

1,566 

168 
16 

$1,750 

s 

$ 

$ 

1,302 

136 
$1 ,438 

s 

s 

UM112 UMII3 T'""' 

$ 14 $152 $ 166 

1,566 

224 224 
326 494 

16 
$564 $1 52 $2,466 

$ 4 $ 5 $ 9 
57 57 

$ 61 $ 5 $ 66 

$ 43 $145 $ 188 
6 6 

1,302 

277 277 
291 427 

$617 $145 $2.200 

s 8 s 2 $ 10 
21 21 

s 29 $ $ 31 

(1) Includes investments held in 1he nuclea,. decommissioning 1rusrs. Excludes 
Sll million and S26 mtllion of assets at December 31, 1017 and 1016, 
r~ective(l', measured at fair •alue usi11g NA r (or 1/S equ,.alent) as a practical 
expMient "'hich are no/ r~quired 10 be categorized in the fair value hierarchy. 

The following table presents the net change in Virginia Power's assets 
and liabi l ities measured at fa ir value on a recurri ng basis and included in 
the Level 3 fair value category: 

2017 2016 2015 
(m•lticns) 

Balance at January 1, $143 $ 93 $102 
Total realized and unrealized gams (losses): 

Included in earnings (43) (35) (13) 
Included in regulalory assetsllabffi!Jes 40 (37) (5) 

Seltlements 7 35 13 
Purchases 87 
Transfers out of Level3 (4) 

Balance at December 31, $147 $143 $ 93 

The gains and losses included in earnings in the Level 3 fair value 
category were classi fied in electric fuel and other energy-related 
purchases expense in Virgin ia Power's Consol idated Statements o f 
Income forthe years ended December 3 I , 20 I 7, 20 16 and 20 15. There 
were no unrealized gains and losses included in camings in the Level 3 
fair value category relating to assets/l iabilities still held at the repo11ing 
date for the years ended December 3 I. 20 I 7. 20 16 and 20 15. 

DOMINION ENERGY GAS 

The following table presents Dominion Energy Gas' quantitati ve 
infom1ation about L evel 3 fair value measurements at December 31,2017. 
The range and weighted average are presented in doll ars for market price 
inputs. 

Fauwue Valualiol u-e Wa<TIHJ 
(milhcns) Tectri9!:!!!! lop! R!!!ll!!! Average( I) 

Liabilit ies: 
Financial forwards: 

NGLs $2 DIScounted Market 0-1 
cash llow price 

(perDth~2) 

Total liabiities $2 

(I) Averages weighted by volume. 
(2) Represents market prices beyond defined tem•sfor Levels I and 2 

Sensitivily of lhe fair value measurements to changes in the significant 
unobservable inputs is as follows: 

lmpoclcn 
FarVili:ue 

Sill!fi_U_o~ -- C~lo~ Mea&U"fmM 

Markel price Buy Increase (decrease) Gain (loss) 
Markel ~rice Sell Increase (decrease) Loss (~a in) 

113 
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Combined otes to Consolidated Financial tatements, Continued 

The following table presents Dominion Energy Gas' assets and 
liabilities fo r commodity and foreign currency derivati ves that are 
measured at fair value on a recurring basis for each hierarchy level, 
including both current and noncurrent ponions: 

(moUooos) 
December 31 , 2017 
Assets 

Fore!gn currenc:t $- $32 $-
Total assets $ - $32 $ -

Liabilities 
Commodity $- s 4 s 2 
Fore!gn currenc:t 2 
Totalliabiitles $ - $ 6 s 2 

December 31,2016 
Liabilities 

Commodity S- $ 3 s 2 
f ()(eign currenc:t 6 
Totalliabiities S - $ 9 s 2 

$32 
$32 

$ 6 
2 

$ 8 

$ 5 
6 

$t1 

The following table presents the net change in Domin ton Energy Gas' 
derivative assets and liabilities measured at fair value on a recurring 
basis and included in the Level 3 fair value category: 

2017 2016 2015 
(mdlocno) 

Balance at January 1, ${2) $6 $2 
Total realized and unrealized gains (losses): 

Included in earnings 1 
Included in other comprehensive loss (3) (5) 

Settlements (1) 
Transfers out or Level3 3 (8) 9 

Balance at December 31, $ ~) $~) $ 6 

The gains and losses included in earnings in the Level 3 fa.r value 
category were classi fied in operating revenue in Dominion Energy Gas' 
Consolidated Statements of Income fo r the years ended 
December 31,2017, 20 16 and 2015. There were no unrealized gains and 
losse included in earnings in the Level 3 fair value category relating to 
assets/liabtlities still held at the reponing date for the years ended 
December 31,2017,2016 and 2015. 
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Fair Value of Financial Instruments 
Substantially all of the Companies' financial instruments are recorded at 
fair value, with the exception of the instruments described below, wh ich 
are reponed at historical cost. Estimated fair values have been detemtined 
usmg available market infomtation and valuation methodologies 
considered appropriate by management. The carrying amount of cash and 
cash equivalents, restticted cash (which is recorded in other current 
assets), customer and other receivables, ani liatcd receivab les, short-tenn 
debt, aniliated current borrowings, payables lo ani liates and accounts 
payable are representative of fair value because of the shon-temt nature o f 
these instruments. For the Companies' financial instruments that are not 
recorded at fai r value, the canying amounts and estimated fair values are 
as follows: 

o-nt...31 2017 2016 
Ca.rylng Eatlmaod Ca-ryrQ Esoma:.od 
Amount FairVMiell l Nno.ft FarVIfl.JS1) 

(mi..,..) 

Dominion Energy 
Long-term debt, includng secunbes due 

withn one year(2) $28,666 $31,233 $26,587 $28,273 
Junior subordinated notes(3) 3,981 <4,102 2,980 2.893 
Remarketable subordinated notes(3) 1,379 1,446 2.373 2,418 
Virginia Power 
Long-term debt, including securities due 

within one year(3) $11 ,346 $12,842 $10.530 $11 ,584 
Dominion Energy Gas 
Long-term debt, including securities due 

withn one ~ear(4) $ 3,570 $ 3,719 s 3.528 s 3,603 

(I) F01r value is estimated using market prices. h'here available. and mteresz rates 
cu"ently available for i.ssuanc~ of debt w111t sinular tenns and remommg 
matuntin All fair mlue measurement:~ are classified a• Level] The carryi11g 
amount of debt ISSues M7lh shon-cenn maWntltS a11d mnable rotu N!jinanud at 
current market rates is a reasonable esllmate of their fmr ''olue. 

( 1) C.al?)·ing amount includes amount:l Mhich N!presellttht uiJamonCLd debt issuance 
t"oszs, discount or premium, and fortign currency remeasurt'menr od;ustmenlS .4t 
December J I , 2017, and 1016, mc/udes the ••aluatwn of Ct'rtam f01r ••alue hedges 
associated with Dominion £nergy ·sf1Xed rate debtof$(21) nul/ron and 
S(l) million. N!spect•ve~v 

(J) C.al?)·ong amount includes amount:l >1h1ch N!pnsentth~ unamom~d debt issuance 
com. dtseount or prem1.um 

(4} Carrying amount i11clud~s amounts "h'ch represeutthe u11amort.ud debt issuance 
costs. discount or premtum. and foreign currency rem~amr~ment adjustments. 
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NOTE 7 . O ERI 

ACTIVIT IES 

.:-.'D HEDGE ACCO ;TIJ"'G 

The Companies are exposed to the impact o f market fluctua tions in the 
price of electricity, natural gas and other energy-related products they 
market and purchase, as well as interest rate and foreign currency 
exchange rate risks of their business operat ions. The Companies use 
derivative instmments to manage ex posure to these risks, and designate 
cenain derivative instruments as fair va lue or cash flow hedges fo r 
accounting purposes. As discussed in Note 2, for jurisdictions subject to 
cost-based rate regulat ion, changes in the fair value of derivatives are 
deferred as regulatory assets or regu latory liabilities until the related 
transactions impact earnings. Sec otc 6 for fuather in fo nnation about 
fair value measuremen ts and associated valuation methods for 
derivat ives. 

Derivative assets and liabilities are presented gross on the 
Companies' Consolidated Balance Sheets. Domi nion Energy's 
derivative contracts include both over-the<ounter transactions and 
those that are execu ted on an exchange or other trading platfonn 
(exchange con tracts) and centrally cleared. Virgima Power's and 
Dominion Energy Gas' deri vative contracts include 

over-the<ounter transactions. Over-the<ounter contracts are bilateral 
contracts that are transacted directly \\~th a thard pany. Exchange 
contracts ut il ize a financial intermedtary, exchange, or clearinghouse to 
enter, execute , or clear lhe transactions. Cenain over-the<ounter and 
exchange contracts contain contractual rights of setoff through master 
netting arrangements, derivauve cleari ng agreements, and contract 
defau lt provisions. In addition, the contracts are subject to conditional 
rights ofsetoffthrough countcrpany nonperfom1ance, inso lvency, o r 
other conditions. 

In general, most over-the<ounter transact ions and all exchange 
con tracts are subject to collateral requ irements. Types of collateral for 
over-the<ounter and exchange contracts include cash, letters of cred it, 
and , in some cases, other forms of securi ty, none o f wh ich are subject to 
restrictions. Cash collateral is used in the table below to offset derivative 
assets and liabilities. Cenain accounts receivab le and accounts payable 
recognized on the Companies' Consolidated Balance Sheets, as well as 
letters of cred it and other fonns of security, a ll o f wh ich are not included 
in the tables below, are subject to offset under master netting or similar 
arrangements and would reduce the net e)(posure. See 'lote 23 for fun her 
an formation regard ing credit-related contingent features for the 
Companies derivative instruments. 

!15 
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Combined Notes to C onsol idated Financial Statements, C ontinued 

DOMINION ENERGY 

Balance Sheet Presentation 
The tables below present Domi nion Energy 's deri vative asset and liabil ity ba lances by type of financial instrument, before and after the effects o f 
offsetting: 

(m lloals) 

Commodity contracts: 
Over-the-counter 
Exchange 

Interest rate contracts: 
Over-the-counter 

Foreign currency contracts: 
Over-the-counter 
Total derivatives. subject to a master netting or similar 

arrangement 
Total derivatives, not subject to a master netting or similar 

arran ement 
Total 

Nel Amounts of 
A$Mls Presented 

(m•llkros) 
Commodity contracts: 

Over-the-counter 
Exchange 

Interest rate contracts: 
Over-the-counter 

Foreign currency contracts: 
Over-the-counter 
Total 

(mdltCilS) 
Commodity contracts: 

Over-the-counter 
Exchange 

Interest rate contracts: 
Over-the-counter 

Foreign currency contracts: 
Over-the-counter 
Total derivatives, subject to a master netting or similar 

arrangement 
Total derivatives, not subject to a master netting or similar 

arran ement 
Total 

116 

In the 
Consold•ed 
Balat\oeShMt 

$174 
80 

17 

32 
$303 

Gross 
Amounts Gross Amounts 

of Offset ln lhe 
Reoogntzed Consoldated 

A5sels BUnce Sheet 

$174 $-
80 

303 

4 
$307 $-

December 31 , 2017 
Net Amounts o f 

A .... s 
Presented In the 

ConsofkbUd 
BaiaflC:eSheet 

$1 74 
80 

303 

4 
$307 

$211 
44 

17 

272 

7 
$279 

OOC*nbW 31, 2017 
Gross Amouncs Not Offset 

In the Con.sofldated 
Balance ShMt 

Finandal 
Instruments 

Gross 
Amounts of 
Recognlz.ed 

LbbiUttes 

$ 76 
120 

283 

$284 

$ 9 
80 

8 

2 
$99 

Cash 
Collat ... 
R........, 

$-

S-

Gross Amount s 
Ot'f .. ln th• 

Consoidmed 
a..., .. sn ... 

$-

Net 
Amounts 

N«Amo.nsd ....... "'~ 
in lhe Calsdidi&ed 

Bala-ce Sheet 

$165 

9 

30 
$204 

Deeemb« 31. 2017 
Net Amount s of 

LlablliUes 
Presented In the 

Consolidated 
Balance Sheet 

$ 76 
120 

283 

$284 

$21 1 
44 

17 

$272 

$ 23 
71 

53 

6 

153 

2 
$1 55 

$14 
44 

9 

$67 

S-

S-

s 

S-

Oecembe< 31,2016 
NetAmartsd ....... 

Pres«tai in the 
Co1S<M illod 
a..nce~ 

$211 
44 

17 

272 

7 
$279 

Oecembe< 31, 2016 

$197 

8 

$205 

DecembiY 31,2016 

NetAmountsd 
Uablitios 

Pres.erled lntle 
ea.didaled 

Balonce Shed 

$ 23 
71 

53 

6 

153 

2 
$155 
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December 31, 2017 December 31, 2016 
Gross Amounts Hot Gtoss...,......'ICII 

OffMCin the OI!MI1n ... 
ConsolidMed ca.d-
8.,01Sheet Bllrocosr-

Net Amounts of N•Amoxad 
UabiliUes u.bl·-P,....,Udlnthl Cosh P1'......,1nfoe Cosh 

Contolid•ed Fln.,d.ol Co..,.,. N• ca.d- ~ CdlM'. N .. 
BalancaSI.- lnaruments Paid Amounts lllllnoo sr- lnlrnma"'IS Pad .......... 

(m~lo<A) 

Commodity contracts: 
Over-the-counter $ 76 
Exchange 120 

Interest rate contrac ts: 
Over-the-counter 85 

Foreign currency contracts 
Over-the-counter 2 

Total $283 

Volumes 
The following table presents the volume of Dominion Energy's 
derivative activity as of December 3 1, 20 17. These volumes are based 
on open derivative positions and represent the combined absol ute value 
of their long and short positions, except in the case ofoflsetting 
transactions, for which they represent the absol ute value of the net 
volume oftheir long and short positions. 

c.., .. 
Natural Gas (bet): 

Fixed price(1l 77 
Basis 163 

Electricity (MIMI): 
Fixed price 10,552,363 
FTRs 46,494,865 

Liquids (Gal)(2) 44,153,704 
Interest rate(3) $1,950,000,000 
Fore!gn currenc~(3X4 l $ 

(I) Includes options 
{1) Includes NGLs and oil 
{J) Maturity is determined ba<ed on fino/ seulement period 
(4) Euro equil•alent••olume.r ore € 150.000,000. 

Ineffectiveness and AOCI 

Noncurer'll 

19 
600 

364,990 

10,087,200 
$4,192,517,177 
s 280,000,000 

Forthe years ended December 31, 20 1 7, 20 16 and 20 15, gains or losses 
on hedging instmments detennined to be ineffective and amoums 
excluded fro m the asses ment of effectiveness were not material. 
Amounts excluded from the assessment o f effectiveness include gai ns or 
losses attributable to changes in the time value of options and changes 
in the d ifferences between spot prices and forward prices. 

$ 9 $ 6 $ 61 $ 23 $1 4 $- $ 9 
80 40 71 44 27 

8 77 53 9 44 

2 6 
$99 $46 $138 $67 $27 $59 

The fo llowi ng table presents selected infom1ation related to gains 
(losses) on cash now hedges includ~ in AOCI in Dominion Energy's 
Consolidated Balance Sheet at December 3 1, 20 I 7: 

Amo.ros ""-
10 be Redass.fied 

10 Earnf9S 0\.1"1rg 
AOCI h!Nmct 12Maoh MillOmLITl 

Moo--T• A/WI-T ax Torm 
(mlhono) 

Commodities: 
Gas s (2) s (3) 34 months 

Electricity (55) (55) 12 months 

Other (4) (4) 15 months 

Interest rate (246) (10) 384 months 

Forelan currenc~ 5 (1! 102 months 

Total $(302! $~3) 

The amounts that wi ll be reclassified from AOCI to earnings will 
generally be offset by the recognit ion of the hedged transactions (e.g., 
antictpated sales) in earnings, thereby achieving the realization of prices 
contemplated by the underlymg risk management strategies and will vary 
from the expected amounts presented above as a result of changes in 
marlcet prices, interest rates and foreign currency exchange rates. 

11 7 
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Combined otes to Consolidated F inancial Statement , Cont inued 

Fair Value and Gains and Losses on Derivative Instruments 
The following tables present the fa i r values of Dominion Energy's 
derivatives and w bere they are presented in its Consolidated Balance 
Sheets: 

(mtllions) 

At December 31, 2017 
ASSETS 
Current Assets 
Commodity 
Interest rate 

Total current derivative assets(t) 
Noncurrent Assets 
Commodity 
Interest rate 
Foreign currency 

Total noncurrent derivative assets(2) 
Total derivative assets 

LIABILITIES 
Current Liabilities 
Commodity 
Interest rate 
Foreign currency 

Total current derivative liabiities(J) 
Noncurrent Liabilities 
Commodity 
Interest rate 

Total noncurrent derivative 
liabilnies(4) 

Total derivative liabiities 
At December 31,2016 
ASSETS 
Current Assets 
Commodity 
Interest rate 

Total current derivative assets(1) 
Noncurrent Assets 
Commodity 
Interest rate 

Total noncurrent derivative assets(2) 
Total derivative assets 

LIABILITIES 
Current Liabilities 
Commodity 
Interest rate 
Foreign currency 

Total current derivative liablities(3) 
Noncurrent Liabil ities 
Commodity 
Interest rate 
Foreign currency 

Total noncurrent derivative 
liabilities(4) 

Total derivative liabiities 

Far \laue- Farv.tue-
D""""""" Oenvallves ....,.,. ,.......,.,. 

Hedge Hedge 
Accxullrg A<:c<lrOrg 

s 5 $1 58 
6 

11 158 

95 
11 
32 
43 95 

$ 54 $253 

$103 92 
53 

2 
158 92 

32 

33 
$1 91 $ 93 

s 29 $101 
10 
39 101 

132 

7 132 
s 46 $233 

$ 51 s 41 
33 

3 
87 41 

3 

24 3 
$11 1 s 44 

(/) Otrrent deri\•ative assezs are presented in orher cu"enr assets in Dominion 
Energy's Consolidated Balance Sheets. 
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Total 
Far 

Valoo 

$163 
6 

169 

95 
11 
32 

138 
$307 

$195 
53 

2 
250 

32 

34 
$284 

$130 
10 

140 

132 
7 

139 
$279 

$ 92 
33 
3 

128 

4 
20 

3 

27 
$155 

(})Noncurrent derivative assets are presented in other deferred charges a~rd ather 
assets in Domiuitm Energy's Co1Jso hdated Balance Sheets. 

(3) Currer~ I de,.ivntive liabilities are presented in other cun·ent liabilities in Dominion 
Energy 's Co~rsolidated Balance Sheets. 

(4) No~rcurrent denvative liabilities are presented in other deferred credits and other 
!Jabliitres 111 Dominion Energy's Consolidated Balance Sheets. 

The following table presents the gains and losses on Dominion 
Energy's derivati ves, as well as w here the associated activity is presented 
in i ts Consolidated Balance Sheets and Statements oflneome: 

(mdliaa) 

Year Ended December 31 , 2017 
Derivative type and location of gains 

(losses): 
Commodity: 

Operating revenue 
Purchased gas 

Total commodfty 
Interest rate(3) 
Foreign currency(4) 
Total 

Year Ended December 31, 2016 
Derivative type and location of gains 

(losses): 
Commodity: 

Operating revenue 
Purchased gas 
Electric fuel and other energy

related purchases 
Total commodity 
Interest rate(J) 
Foreign currency(4) 
Total 

Year Ended December 31,2015 
Derivative type and location of gains 

(losses): 
Commodity: 

Operating revenue 
Purchased gas 
Electric fuel and other energy

related purchases 
Total commodfty 
Interest rate(3) 
Total 

Amomcf 
Gain (loss) 
Reccl!Tized 
1nAOCim 

OtnVaiiYOS 

(Eft""""" 
-~1) 

$ 1 
(8) 
18 

$ 11 

$164 
(66) 
(6) 

$ 92 

$230 
(46) 

$184 

Amomcf 
Gain~) 
Redass~fted 

Frcrn AOCI 
to lro::t'l"e 

81 
(2) 

$ 79 
(52) 
20 

$ 47 

$330 
(13) 

(10) 
$307 

(31) 
(17) 

$259 

$203 
(15) 

(1) 
$187 

(11) 
$176 

lncrOOS<! 
(Docueso) In 

D«jvafjves 
~eclfO 
R<vJ~ 

Treatm«t<2l 

s-
(58) 

$(58) 

$-
(26) 

$(26) 

$ 4 
(13) 

s (9) 

{I)Amountsdeferred into AOCI have no associated effectm Dommran Energy's 
Corualrdated Sta tements of hocome 

(1) Represenrs net derivative actil'lt)' deferred rnto and amorti::ed out of regulatory 
assetslliabilities. Amounts deferred into regula tO/)' assets/liabilities ha1•e 110 

associated effect in Domit1ion Et1ergy 's Consolida ted Stateme111s of Income. 
(3) Amounts record ed in Dominion Energy's Co nsolidated Statements of lncoml' are 

classified in interest and related charges. 
(4) Amounzs recorded in Dominion Energy 's Consolidated Statements of Income ore 

classified m other income. 
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Year Erded December- 31. 
(m•lha") 
Derivative type and location of gains (losses): 

Commodity: 
Operating revenue 
Purchased gas 
Electric fuel and other energy-related purchases 
Other operations & man tenance 

Interest rate(2) 
Total 

Am<UtdGan(l.oos) Roco"ued 
In Rane Ol Otrivatives(1) 

2017 4!)16 2015 

$ 18 $ 2 $24 
(3) 4 (14) 

(59) (70) (14) 
(1) 1 

1 
$ 45) $(63) $ 5) 

{I) Includes derivative activity amortized out of regulatory asselslliabilities. Amnunts deferred into regulatory assets/liabilities ha1·~ no associated effect in Domiflion Energy's 
Consolidaied Sta/emenLt of Income. 

(2) A moun is recorded in Dommion Energy's Consolidated StatemenLt of Income are c/1Jssified 111 mterest and related charges 

VIRGINIA POWER 

Balance Sheet Presentation 
The tables below present Virginia Power's deriv ative asset and liability balances by ty pe of financial instrument, before and after the efiects of 
o ffsetting: 

GlOSS 

Amounts of 
Recognized 

(millicns) 

Commodity contracts: 
Over-the-counter 

Interest rate contracts: 
Over-the-counter 
Total derivatives, subject to a master netting or simHar 

arrangement 
Total derivatives. not subject to a master netting or simiar 

arran ement 
Total 

Net A mounts of 
Assets Pr-.ented 

In the 
ConsolklMtd 

....... 

$155 

155 

11 
$1 66 

Oecwnber 31, 2017 
Net Amounts of 

Gross Amounts Asset• Presented 
Offset In the In the 

ConsolidMed Consolidated 
Balance Sheet Balance Sheet 

$- $155 

155 

11 
s $166 

Oecemtar 31 2017 
Grou Amounts Not Offset 

In ttM Consolidated 
Balar\CASheet 

Cosh 
Flnandal Cola.- Nel 

Batanoe Shoec Instruments R~ Amounts 

(m;!loa) 

Commodity contracts: 
Over-the-counter 

Interest rate contracts: 
Over-the-counter 
Total 

$155 

$155 

$ 4 s- $151 

$ 4 $ $151 

o-n~><r 31, 2016 
NetNno.Rsd 

Gra&s Amo.ns AssetsPr-
G<OS$ Ol'fM.•nlhe In !he 

Amolnsd Ccnsalid<Ked Consolo-
R~zedA.ssdS B•hn:eSI.- llrion:eShee< 

$147 s- $147 

6 6 

153 153 

41 41 
$194 s $194 

Oecetnbe" 31. 2016 
Gross Nncuts NOI Obet 

In lhe Ca\101 diJia:t 
llrianceSI.-

NllAmOUUd 
Asse<sPr...nedln 

lheConsoldoled Finane!" ea.hCdlaiM .. NOI 
Bola->ces- lnslnrn .... R"""'ved Amo.ns 

$147 $ 2 $- $145 

6 6 

$153 $ 2 $ $151 
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Decemb~ 31, 2017 DeoEmbef> 31,2016 
NetAmOlJ'11Sd 

Gross 
Amounts o f 
Recogn12.ed 

Llobi Hios 

Gross Amount s 
Offset In the 

Consof'Jdated 
BAance Sheet 

Net Amounts or 
Liabilities 

Presented In the 
Consolidated 

Bllane.e Sheet 

Groos 
Am<utsd 

Reooguod 
Liabllttes 

GrOISS Amcuu l.lallhbes Presented 
Oftselln lhe ln lhe 

Co-osdldored ConscMatcd 
&1..-.c:e Shoe< ~Shoe< 

(m•locrosl 

Commodity contracts: 
Over-the-counter 

Interest rate contracts: 
Over-the-counter 
Total derivatives, subject to a master netting or similar 

arrangement 
Total derivatives, not subject to a master netting or 

simlar arrangement 
Total 

$ 4 $-

57 

61 

5 
$66 $-

Dtcamb.-31 2017 

$ 4 $ 2 S- s 2 

21 

61 23 23 

8 8 
$66 $31 S- $31 

Doe<mbe< 31,1016 
Gtos.s Amounts Not Offld ln the 

Consolidated Bal.anct Sheet 
Gf06S .Aroa.Rs N" O"see in the 

Co-osdidao!d Bal....,., Shoe< 

(m1llkni} 

Commodity contrac ts: 
Over-the-counter 

Interest rate contracts: 
Over-the-counter 
Total 

Volumes 

Net Amounts of 
llabDitlos 

Preeented In the 
Conso&dMed 
Balanoe Sheet 

$ 4 

FinMcial 
Instruments 

$ 4 

The following table presents the volume of Virg inia Power's deti vative 
activiry at December 31, 2017. These volumes are based on open 
derivative positions and represent the combined absolute value ofthe ir 
long and short positions, except in the case of offsening transactions, for 
which they represent the absolute value of the net volume of their long 
and short positions. 

CISrefll Nalell"rert 

Natural Gas (bel): 
Fixed price(1 l 33 5 

Basis 79 540 
Electricity (MWh ) : 

Fixed price(1) 1,453 ,910 364,990 
FTRs 42,582,981 

Interest rate(2) $1 '150,000,000 $300,000,000 

(/) Includes options. 
(2) Maturi~•· is detem1i11ed based on final seuleme11t period. 

Ineffectiveness and AOCI 
For the years ended December 3 1, 20 17, 2016 and 20 15, gains or losses 
on hedging instruments detem1i ned to be ine ffective were not mateti al. 

no 

$-

$-

Net 
Amounts 

$-

57 
$57 

N•Am<utscl 
Loabtl.ties Pr........, 
jnlheCcnld.ldaled 

~Shoe< 

$ 2 

21 
$23 

s 2 

s 2 

$- $-

21 
$21 

The following table presents selected information related to losses on 
cash flow hedges included in AOCJ in Vi rgin ia Power's Consolidated 
Balance Sheet at December 31, 2017: 

Am<uts Expocled 

toboRodass<fied 
toEa"nngs 0\J'llla 

AOCJ theN"" 12 Max~ m...m 

NW-Ta:r Mor<llsAAw·Tax Term 

$(12) $(1) 384 months 

$(12) $(1) 

The amoums that will be reclassi fi ed from AOCI to earnings \~ill 
generally be offset by the recognition of the hedged transactions (e.g., 
interest payments) in earnings, thereby achieving the realization of 
interest rates contemplated by the underlying risk management strategies 
and will vary from the expected amounts presented above as a result of 
changes in interest rates. 
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Fair Value and Gains and Losses on Derivative Instruments 

The following tables present the fair values of Virginia Power's 
deriv atives and where they are presented in its Consolidated Balance 
Sheets: 

(m1lhms) 
At December 31, 2017 
ASSETS 
Current Assets 
Commodity 

Total current derivative assets(!) 
Noncurrent Assets 
Commodity 

Total noncurrent derivative assets 
Total derivative assets 

LIABILITIES 
Current liabilities 
Commodity 
Interest rate 

Total current derivative liabiities(2) 
Noncurrent Liabilities 
Interest rate 

Total noncurrent derivatives r~aMities(3) 
Total derivative liabiities 

At December 31 , 2016 
ASSETS 
Current Assets 
Commodity 
Interest rate 

Total current derivative assets(1) 
Noncurrent Assets 
Commodity 

Total noncurrent derivative assets 
Total derivative assets 

LIABILITIES 
Current Liabilities 
Commodity 
Interest rate 

Total current derivative liabiities(2) 
Noncurrent Liabilities 
Interest rate 

Total noncurrent derivative r~abiities(3) 
Total derivative liabilit ies 

FarValua-
D"""""""' ..-
H~ 

-'«ou11irg 

S-

$-

S-
44 

$57 

$-
6 
6 

$6 

$-
8 
8 

13 
13 

$21 

F•rValue-
O.OV..ves 
no~..- Telal 

Hodge Far 
-'«ou11ing Val"' 

75 $ 75 
75 75 

91 91 
91 91 

$166 $166 

s 9 $ 9 
« 

9 53 

13 
13 

$ 9 $ 66 

$ 60 $ 60 
6 

60 66 

128 128 
128 128 

$188 $194 

$ 10 $ 10 
8 

10 18 

13 
13 

$ 10 $ 31 

(I) Current derivative asseiS are presented 111 other cu"ent assets in Vuxin ia Power's 
Consolidated Balance Sheets 

(2) Olrrent derivative llabtlitu!.s ar~ presented in other currtnlliabilzrie.s in Virginia 
Pow<~r 's Consolidated Balance Sheets. 

{J) Noncurrent deri••ati••c babllilles are presented in other deferred credits and other 
liabilities in Virginia Power's Consolidated Balance Sheets. 

The following tables present the gaios and losses on Virginia Power's 
derivatives, as well as where the associated activi ty is presented in its 
Consolidated Balance Sheets and Statements of Income: 

(m•lh<re) 

Year Ended December 31, 
2017 

Denvative type and location 
of gains (losses): 
Interest rate(3) 

Total 
Year Ended December 31, 

2016 
Derivative type and location 

of gains (losses): 
Interest rate(3) 

Total 
Year Ended December 31 , 

2015 
Derivative type and location 

of gains (losses): 
Commodity: 

Electric fuel and other 
energy-related 
purchases 

Total commodity 
Interest rate(3) 
Total 

Amoutcl 
Gan(Loos) 
ROC>C9Ued 
inAOCim 
D~ves 

(EJ!ocove 
f'<nol)(l) 

$(8) 
$(8) 

$(3) 
S(3) 

$-
(3) 

$(3) 

Amo.rc cl 
Gan(L.oos) 
RodOSS<II<Id 

FrOTI AOCIIO 
lrcane 

$(1) 
S(1 ) 

$(1) 

$(1) 

$(1) 

Ira ease 
(OecrOOM) In 

Denva.ves 
~ectiO 

Rfi!IJIII<ry 
Tr9m....r.>l 

$ (58) 
$(58) 

$(26) 
$(26) 

$ 4 
(13) 

$ (9) 

(/)Amounts deferred into A OCJ have no associated effect in Virginia Po ... er's 
Consolidated Statements of Income. 

(1) Represents net derivative activity deferred into and amorteed out of regulatory 
assets!llabilwes. Amounts deferred into regulatmy assetslliabilit1a have no 
associated effect m Y1rginia Power's Consolidated Statements of In come. 

{J) Amounts recorded in Virginia Po .. er's Consolidated Sta tement> of Income arc 
classified in interest and rela1ed charges 

Amo.rc cl Gan (Lois) Recogned 
lnlncxmem~1) 

Ye« Erded Decsnber 31, 
(mlfl<t'e) 

Derivallve type and location of gains 
(losses): 
Commodity(2) 
Total 

21)17 2016 2015 

$(57) $(70) $(13) 
$(57) $(70) $(13) 

( I) Includes deri••ative activity amnrti:ed out of regulatory assetslliabilities. Amounts 
defe"ed into regulatory assei.Siliobilities ltave no associa1ed effect in Virginia 
Po·ll'er's Consolidated Statements of Income. 

{2) Amounts recorded in V1rgmia Power's Consolidated Swtements of Income are 
cia <Sifted in e/cctdc fuel and other energy-nlared purchasn 
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DOMINION ENERGY GAS 

Balance Sheet Presentation 

The tables below present Dominion Energy Gas' derivative asset and liabil ity balances by type of financia l instrument , before and after the effects of 
offsetting: 

(millkns) 

Foreign currency contracts: 
Over-the-counter 
Total derivatives, subject to a master netting or simiar 

arrangement 

(m.lliaa) 

Foreign currency contraciS: 
Over-the-counter 
Total 

(m•llia'os) 
Commodity contracts: 

Over-the-counter 
Foreign currency contracts: 

Over-the-counter 
Total derivatives, subject to a master netting or simiar 

arrangement 

Gn>SS 
Amount s 

of 
Recognized 

A .... s 

$32 

$32 

Gross Amounts 
Offset in the 

ConsoldMed 
Btbnce Sheet 

$-

$-

December 31 , 2017 
Net Amounfs of 

A5&d.$ Presented 
mtt>e 

Consond3ted 
Balance Sheet 

$32 

$32 

Oeamber 31 2017 

Gross Amounts Not OlbeC 
in the Consolidated 

Bollance Sheet: 

Groos 
Amonsot 
Recog1ized 

Assets 

$-

$-

Net Amounts of 
A$$11ts Presented 

in the Consolidated B..,co_ Flnandaf 
lnsaruments 

Net 
Amount s 

NetAmClftsd -Prln tla ea.dldaled 

$32 
$32 

Gn>ss 
Amounts of 
RKOgnb.ed 

Lloblli!ies 

$6 

$8 

$2 
$2 

Gross Amounts 
Offset in thl 

Consolicbited 
Balance Sheet 

$-

$-

$- $30 
$- $30 

Deoemb«' 31 , 2011 
Net Amounts of 

Uabllitlos Presented 
ln the 

Consoltdated 
Balance Sheet 

S6 

2 

$8 

0..-nber 31, 2017 

Gross Amounts Not OffMI 
in tM Consolkfated 

Ba&.lceSheel: 

Balance Shoe! 

$ 5 

6 

$11 

Net Amounts o f Net Nno.Rsd 
LlablliUn ~ted Cash Uabl1~es Presa'lled 
In the Consoldated Flnandal Co..,. en! N .. In lhe C<redtdared 

Babn01Shfllll lnstrumenta Poid Amounts s.lon:e Shoe! 
(m.u.on.) 

Commodity contracts 
Over-the-counter $6 S- $- $ 6 $ 5 

Foreign currency contracts: 
Over-the-counter 2 2 

Total sa $2 $- $ 6 $1 1 

122 

Fuwrial 
ns.n.n .... 

S-
$-

$-

Gross Ama..ns 
Oft'sec inthl 

Ccnsdidilled 
Bal .... Shoot 

S-

S-

Decomb« 31. 2016 
NMNno.rcsd 

Assds 
PrfJSfJU!d 10 lhe 

Calsd<daled 
Balance Shoot 

$-

$-

Oeamb« 31, 2016 

$- $-
$- $-

Decemb« 31, ';!)16 

N'"Am"""'ol 
Uabilitias 

Presetled In «he 
ea.sa doled 

Bal....,. Shoot 

$ 5 

6 

$11 

Decem bet 31, 2016 

Caoh 
F~narcu~ Cdl ....... N'" 

lnslrLm .... Paid .....,,.... 

$- S- $ 5 

6 
$- $- $11 
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Volumes 

The following table presents the volume of Dominion Energy Gas' 
derivative activity at December 31,2017. These volumes are based on 
open derivati ve posit ions and represent the combined absolute value of 
their long and shon positions, except in the case of offsetting 
transactions, for which they represen t the absolute value oft he net 
volume of their long and shon positions. 

Natural Gas (bet): 
Basis 

NGLs (Gal) 
Foreign currency{1) 

C...-rent 

40,961,704 
s 

8,491 ,200 
$280,000,000 

(I) Maturity is detennined based on film/ seulement period. Euro equi••alent ••olumes 
are €250.000.000. 

Ineffect iveness and AOCI 

For the years ended December 3 1, 20 17, 2016 and 2015, gains or losses 
on hedging instruments determined to be ineffective were not material. 

The following table presents selected in fomtation related to gains 
(losses) on cash flow hedges included in AOCI in Dominion Energy 
Gas' Consolidated Balance Sheet at December 3 1,2017: 

Amo.ns~ 
to bo Redassifted 

to Earrirgs O..JrQ 
AOCI 1heNea t2 M8XImLm 

/4/'J!!S-Tax Math& A.~· lax Term 
(miKicns) 
Commodities: 

NGls s (4) $(4) 15 months 
Interest rate (25) (3) 324 months 
Fore~n currency 6 (1) 102 months 

Total $(23) $(8) 

The amounts that will be reclassi fi ed fi·om AOCl to earnings will 
generally be offset by the recognition o f the hedged rransactions (e.g., 
ant icipated sales) in earnings, thereby ach ieving the realization of prices 
contemplated by the underlying risk man agement strategies and will 
vary from the expected amounts presented above as a result of changes 
in market p rices, interest rates, and foreig n currency exchange rates. 

Fair Value and Gains and Losses on Derivative Ins truments 
The following tables present the fair values o f Dominion Energy Gas' 
derivatives and where they are presented in its Consolidated Balance 
Sheets: 

FairValt.J& Far Value-
Derivadves Dor1vaove6 

Urclo< N01Ur¥iil' 
Hodge HOOge 

Ae<:o.Jn:jng Aoco..ning 
(m•lllcns) 

At December 31, 2017 
ASSETS 
Noncurrent Assets 
Foreign currenc~ $-

Total noncurrent derivative assets(1) 
Total derivative assets $32 $-

LIABILITIES 
Current Liabilities 
Commodity $ 6 $-
Fore~n currenc~ 2 

Total current derivative liab~ities (2) 8 
Total derivative liabilities $ 8 $-

At December 31 , 2016 
LIABILITIES 
Current Liabilities 
Commodity s 4 s-
Fore~n currenc~ 3 

Total current derivative liabiities(2) 7 
Noncurrent Liabilities 
Commodity 1 
Fore~n currenc~ 3 

Total noncurrent derivative liabiities(3) 4 

Total derivative liabilities $t 1 $-

(I) Noncurrent deril'ative assets are presented;, other deferred charges and other 
assetS in DominiDIJ Energy Gas ' ClJnsolidated Balance Sheets. 

TCUI 
Far 

Valoo 

$32 
32 

$32 

6 
2 

8 
8 

s 4 

3 
7 

1 

3 
4 

$t 1 

(2) Current deriva tive liabilities are pre.sl!nted in o ther currentliabilitie.f in Dominion 
Energy Gas' Ccnsolidated Balanu Sheets. 

(3) Noncun·ent derivative liabilities are presented in other defetTed credits and o ther 
liabilities in Dominion Energy Gas' Consolidated Balance Sheets 
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The following tables present the gains and losses on Dominion 
Energy Gas' derivatives, as wel l as where the associated activity is 
presented in its Consolidated Balance Sheets and Statements of Income: 

~ves in cash liON hed!jrg 
relaticnshps 

(mtlftO'IS) 
Year Ended December 31, 2017 
Derivative Type and Location of Gains 

(Losses): 
Commodity: 

Operating revenue 
Total commodity 
Interest rate(2) 
Foreign currency(3) 
Total 

Year Ended December 31, 2016 
Derivative Type and Location of Gains 

(Losses): 
Commodity: 

Operating revenue 
Total commodity 
Interest rate(2) 
Foreign currency(3) 
Total 

Year Ended December 31 , 2015 
Derivative Type and Location of Gains 

(Losses): 
Commodity: 

Operating revenue 
Total commodity 

Interest rate(2) 
Total 

Ameu~.ctGan 

(Loss) 
Recogned in 

AOCIM 
Det

(ElloaMt 

-~·l 

$(10) 

18 

$(12) 
(8) 
(6) 

(6) 

$ 10 

AmOUlld. 
Gain(Loos) 

Reclassified 
Fran AOCI IO 

lnc:ane 

$ (8) 

$ (8) 

(5) 
20 

$ 7 

s 4 
s 4 

(2) 
(17) 

$(15) 

s 6 
s 6 

$ 6 

{I) Amounts defe"ed into AOC1 ha••e no associated effect in Dominion Energy Gas' 
umsolidated Statements of Income 

(2) Amounts recorded in Domurion Energy Gas' Consolidated Statements of Income 
are classified in illlerest and related charges. 

{3) Amounts recorded in Dommion Energy Gas' Consolidated Statements of Inco me 
are classified i11 other income 
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O.Mbves ro deslped as h!:9!1!1 instn.rner.ts 
Yf!Ji!r Ended December 31, 
(mlliora} 
Derivative type and location of gams 

(losses): 
Commodity 

Operating revenue 
Total 

NOTE 8. EARNINGS PER SHARE 

2017 

$-
$-

Am(UI(d.Gain(Loos) R"""!7'12ed 
in lncane m OerivaiilJeS 
2016 2015 

$6 
$6 

The following table presents the calculation of Dominion Energy's basic 
and diluted EPS: 

2017 2016 2015 
(m•llicn. exc:ep EPS) 

Net income attributable to Dominion Ener!!~ $2,999 $2,123 $1,899 
Average shares of common stock 

outstandl'lg - Basic 636.0 616.4 592.4 
Net effect of diutive securities!1l 0.7 1.3 
Average shares of common stock 

outstandin!! - Diluted 636.0 617. 1 593,7 
Earnings Per Common Share- Basic $ 4.72 $ 3.44 $ 3.21 
Earnings Per Common Share - Diluted $ 4.72 $ 3.44 s 3.20 

(/) Dllutrve securilles consist primarily of tile 2013 Equity Units for ~016 a11d 10/5. 
See Note 17 fo r more i11jomwtion. 

The 2014 Equity Units were excluded from the calculation of di luted 
EPS fo r the year.> ended December 31. 2016 and 20 15, as the dilutive 
stock price threshold was not met. TI1e 2016 Equ ity Units were excluded 
from the calculat ion of diluted EPS for the year ended December 3 1, 20 17 
and 2016. as the dilutive stock price threshold was not met. See Note 17 
for more infonnation. The Dominion Energy Midstream convertible 
preferred units are potentially dilutive securi ties but had no eflect on the 
calculation of diluted EPS fo r the year.; ended December 31, 2017 and 
20 16. See Note 19 for more infonnation. 
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NOTF. 9. I NVESTM ENT S 

DOMINION E NERGY 

Equity and Debt Securiti es 

RABBI TRUST ECURITLES 

Marketable equity and debt securities and cash equivalents held in Dominion Energy's rabbi trusts and classified as trading totaled S 112 million and 
$104 million at December 31 ,2017 and 2016, respectively. 

DECOMMISSIONING TR UST ECURITI ES 

Dominion Energy holds marketable equity and debt securities (classified as available-for-sale). cash equivalents and cost method investmen ts in 
nuclear decommissioning trust funds to fund furure decommissioning costs for its nucl ear plants. Dominion Energy's decommi ssioning trust funds are 
summarized below: 

( I) Included in AOCI and 1he nuclear decommissioning 1rus1 regula10ry liabilily as discussed in No1e 2. 
{1) Includes pending sales ofsecurilles of'$5 million and '$9 million at December 31, 2017 and 1016, respectil•ely. 
{3) The fair value of securities m on unrt'aliud loss position \\YlS $565 million and 5576 millu>n at December 31, 2017 and 1016, respectil'ely. 

The fair value of Dominion Energy's marketable debt securities he ld 
in nuclear decommissioning trust fu nds at December 31, 2017 by 
contractual maturity is as follows: 

(mtllo<ros) 

Due in one year or less 
Due after one year through fiVe years 
Due after fiVe years through ten years 
Due after ten years 
Total 

Amount 

$ 151 
385 
370 
659 

$1 ,565 

Presented below is selected infom1ation regarding Domin ion Energy's 
marketable equity and debt securities held in nuclear decommissioning 
trust funds: 

Yea Ended Oeoernber 31 , 2017 2016 2015 

(m111i~) 

Proceeds from sales $1 ,831 $1 ,422 $1,340 
Realized gains(1) 166 128 219 
ReariZed losses(1) 71 55 84 

(I) Includes realized gains twd losses recorded to the nuclear decommissioning 111/SI 

regula lOry liability as discussed m Note 1. 
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Dominion Energy recorded other-than-temporary impaim1en t losses 
on investments held i n nuclear decommissioning trust funds as fo llows: 

Yeet Ended December 31. 2017 2016 2015 
(m,llkns) 

Total other-than-temporary impairment 
losses(1l s 44 s 51 s 66 

Losses recorded to the nuclear 
decomissioning trust regulatory liabiity (16) (16) (26) 

Losses recognized in other comprehensive 
ilcome (before taxes) (5) (12) (9) 

Net im~irment losses rec~nized in earnin!js s 23 s 23 s 31 

(I) Amounts include other-than-temporary impaimtent losses for d~bt securities of 
S5 million, SJ 1 million and S9 million at December]/ , 1017, 1016 and 20 / 5, 
respeclive~''· 

VIRGINIA POWER 

Virgin ia Power holds marketable equity an d debt securi ties (classi fied as 

ava ilable-for-sale), cash equivalen ts and cost method investments in 
nuclear decom missioning trust funds to fund future decommission ing 
costs for i ts nuclear plants. Virginia Power's decommissioning uust 

funds are summarized below: 

(mdlicns) 

At December 31 , 2017 
Marketable equity 
secur~ies: 

U.S. 
Fixed income: 

Corporate debt 
instruments 

Government securities 
Common/collective trust 

Amcrtzed 
Cost 

$ 734 

216 
482 

Taal 
U1Teafl2ed 

Ga>ns(t) 

$831 

13 

$-

(2) 

Fair 
Valuo 

$1,565 

224 
493 

The fair value of Virginia Power's marketab le debt securit ies at 

December 31, 20 I 7, by contractual maturity is as fo llows: 

(mil"'"") 

Due in one year or less 
Due after one year through frve years 
Due after frve years through ten years 
Due after ten years 
Total 

Amount 

$ 32 
165 
199 
348 

$744 

Presented below is selected information regarding Virginia Power 's 

marketable equity and debt securit ies held in nuclear decommissioning 
trust funds. 

v ... Ended OecembcY 31, 2017 2016 2015 
(m,IJims) 

Proceeds from sales $849 $733 $639 
Realized gains(1 l 75 63 110 
Realized losses(1J 30 27 43 

(I) Inc-ludes realized gains and losses recorded to the rJudear decommissioning tnJSt 
regulatory liability as discussed 111 Note 2. 

Virginia Power recorded other-than-temporary impairment losses on 

investments held in nuclear decommissioning trust funds as follows: 

v-Ended December 31. 2017 2016 2015 
(millims) 

Total other-than-temporary impairment losses(1J $ 20 $ 26 $36 
Losses recorded to the nuclear decomissioning 

trust regulatory liability (1 6) (16) (26) 
Losses recognized in other comprehensive 

income (before taxes) (2) (7) (6) 
Net im~airment losses recognized in earnings $ 2 s 3 $ 

(/)Amounts include other-than-temporary impaim1e11t losses for debt securilles of 
funds 27 27 Sl nullwn, $8 mi/lio11 and $6 nul/Jon at December 1/, J0/7, 2016 and 1015. 

Cost method investments 68 
Cash equivalents and 

68 respecm·e~•·· 

other(2) 22 
Total $1 ,549 

At December 31 , 2016 
Marketable equ~y 
secur~~es : 

u.s. $ 677 
Fixed income: 

Corporate debt 
instruments 274 

Government securities 420 
Common/collective trust 

funds 26 
Cost method Investments 69 
Cash equivalents and 

other(2) 7 
Total $1 .473 

$852 

$624 

6 
9 

$639 

$(2)(3) 

$-

(4) 
(2) 

S(6XJJ 

22 
$2,399 

$1,301 

276 
427 

26 
69 

7 
$2,106 

(I) Included in AOO and the nuclear decommissioning tnm regulatory liability as 
discussed in Note 2. 

(l)/nc/udes pending sales of securities of$6 million and $7 million at December J / , 
2017 and 1016, respectively. 

(1) ntefair value of securities in an unrealized Joss position was $214 million and 
$287 million at December 3 I, 2017 and 2016, respectively 
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Equity Method Investments 

DOMINION ENERG Y AND DOMINION ENERGY GAS 

Investments that Dominion Energy and Domi n ion Energy Gas account for 

under the equ ity method of accounting are as follows: 

lnvestmert 
Can~ o....-she" Bal..-.:e Desct1~on 
AsdDeoember31, 2017 2016 
(millions) 

Dominion Energy 
Blue Racer 50% $ 691 $ 677 Midstream gas and 

related services 
Iroquois 50%(1) 311 316 Gas transmission system 
Atlantic Coast Pipeline 48% 382 256 Gas transmtSsion system 
Fowler Ridge 50% 81 116 Wind-powered merchant 

generation facility 
Ned Power 50% --(2) 112 Wind-powered merchant 

generation facility 
Other vanous 79 84 
Total $1,544 $1 ,561 
Dominion Energy 

Gas 
Iroquois 24.07% $ 95 $ 98 Gas transmission system 
Total $ 95 $ 98 

(/)Comprised of Dominion Energy Midstream's i11terest o/25.93% and Donunion 
E11ergy Gas' interest of 24.07%. See Note 15 for more i11jomtottan. 
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(2) Liability of$17 million associated ll'llh NedPo~>er recorded to other deferred 
cred11s and other liabilities. on the Consolidated Balance Sheets as of 
December 31. 2017 See additional discussion of Ned Power below. 

Dominion Energy's equity earnings on its investments totaled $ 14 
million, $11 I million and $56 mill io n in 2017,2016 and 20 15, 
respectively, included in other income in Dominion Energy's 
Consolidated Statements of Income. Dominion Energy received 
d istributions from these investments of$419 million, S I 04 million and 
$83 million in 2017,2016 and 20 15, respectively. As of December 3 1, 
2017 and 20 16, the carrying amount of Domin ion Energy's investments 
exceeded its share of underlying eq uity in net assets by S249 million 
and $260 million , respectively. These differences are comprised at both 
December 31,2017 and 2016 of$ 176 million , reflecting equity method 
goodwill that is not being amortized and at December 31, 2017 and 
2016, o f$73 mill ion and $84 million related to basis differences fro m 
Dominion Energy's investments in Blue Racer and wind projects, which 
are being amortized over the usefu l lives of the underlying assets, and in 
At lantic Coast Pipeline, which is being amortized over the term of the 
credit faci lity. 

Dominion Energy Gas' equity earnings on its investment totaled 
$21 million in 20 17 and 2016 and $23 mi ll ion in 20 15. Dominion 
Energy Gas received distributions from its investment of$24 million, 
$22 million and $28 million in 2017,20 16 and 2015, respectively. As 
of December 31, 2017 and 2016. the carrying amount ofOominion 
Energy Gas' investment exceeded its share of underlying equity in net 
assets by $8 million. The difierence re flects equity method goodwi ll and 
is not being amortized.ln May 2016, Dominion Energy Gas sold 0.65% 
of the noncont rolling partnership in terest in Iroquois to TransCanada for 
approximately $7 million, which resulted in a $5 million (S3 mill ion 
after-tax) gain, inc luded in other income in Dominion Energy Gas ' 
Consolidated Statements of Income. 

DOMINION ENERGY 

BLUE RACER 

In December 2012, Dominion Energy fom1ed a joint venture with 
Caiman to provide midstream services to natural gas producers 
operating in the Utica Shale region in Ohio and portions of 
Pennsylvania. Blue Racer is an equal partnership between Dominion 
Energy and Caiman, with Dominion Energy contributing midstream 
assets and Caiman contributing private equity cap ital. 

ln December 20 16, Dominion Energy Gas repurchased a portion of the 
Western System from Blue Racer for $1 0 million, which is included in 
property, plant and equipment in Domin ion Energy Gas' Conso lidated 
Balance Sheets. 

ATLANTIC COAST PLPEU NE 
In September 2014, Dominion Energy, along wi th Duke and Southern 
Company Gas, announced the formation of Atlantic Coast Pipeline. The 
Atlantic Coast Pipeline partnership agreement includes provisions to 
allow Dominion Energy an option to purchase additional ownership 
interest in Atlantic Coast Pipeline to maintain a leading ownership 
percentage. In Octobcr2016. Dominion Energy purchased an additional 
3% member.>hip interest in At lantic Coast Pipeline from Duke for 
$14 million. As of December 31,2017, the members hold the followi ng 
membership interests: Domi nion Energy, 48%; Duke, 4 7%: and 
South ern Company Gas, 5%. 

Atlantic Coast Pipeline is focused on constructing an approximately 
600-mile natura l gas p ipel ine running fro m West Virginia through 
Virginia to North Carolina. Subsidiaries and anlliates of all three 
members p lan to be customers of the pipel ine under 20-year contracts. 
Public Service Company of North Carolina, ll1c. also plans to be a 
customer of the p ipel ine under a 20-year contract. Atlantic Coast Pipeline 
is considered an equity method investment as Dominion Energy has the 
ability to exercise significant influence, but not comro l, over the 
in vestee. Sec otc 15 for more infom1ation. 

DETI provides services to Atlantic Coast Pipeline which totaled S 129 
million, $95 mi llion and $74 million in 2017, 20 16 and 2015, 
respectively. included in operating revenue in Dominion Energy and 
Dominion Energy Gas' Consolidated Statements o f Income. Amounts 
receivable related to these services were S 12 million and S I 0 million at 
December 31,20 17 and 2016, respectively, composed entirely of accrued 
unbilled revenue, included in other receivab les in Dominion Energy and 
Dominion Energy Gas' Consolidated Balance Sheets. 

In October2017, Do minion Energy entered into a guarantee agreement 
to support a portion of Atlantic Coast Pipeline 's obl igation under its 
credit faci lity. See Note 22 for more information . 

Dominion Energy contributed $310 million, $184 million and 
S38 million du ring 2017, 20 16 and 2015, respectively, to Atlantic Coast 
Pipeline. 

Dominion Energy received distribut ions of$270 million in 2017 from 
Atlantic Coast Pipeline. No distributions were received in 2016 or 2015. 

F OWLER RIDGE & £DPO\\ ER 
In the fourth quarter of20 17, Dominion Energy recorded a charge of 
$ 126 million ($76 mill ion after-tax) in other income in its Consolidated 
Statements o f Income reflecting its share of a long-lived asset impaim1ent 
o f propct1y, p lant and equipment recorded by cdPowcr, which resulted 
in losses in excess of Dominion Energy 's investment balance. Dominion 
Energy recorded the excess losses due to its commitment to provide 
further fi nancial support for edPower, result ing in a liability of 
S 17 million recorded to other deferred credits and other liabilities, on the 
Consolidated Balance Sheets. 

As a result o f the impairment recorded by edPower, Dominion Energy 
evaluated its equity method investment in Fowler Ridge, a similar wind
powered merchant generation faci lity, determined its fa ir val ue was other 
than-temporarily impaired and recorded an impairment charge o f 
$32 million (S20 million after-tax) in other income in its Consolidated 
Statements of Income. TI1e fair val ue of$8 1 mill ion was estimated using a 
discounted cash flow method and is considered a Level 3 fair value 
measurement due to the use o f s igni fi cant unobservabl e inputs related to 
the timing and amount of future equity distti butio ns based on the 
in vestee's futu re wind generation and operating costs. 
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NOTE 10. PROPERTY, PLANT AND EQUIPMENT 

Major classes of property, plant and equipment and their respective 
balances for the Companies are as fo llows: 

Al Dec:M~ber 31, 2017 2016 

(m<lllons) 

Dominion Energy 
Uti ity: 

Generation $17,602 $17,147 
Transmission 15,335 14,315 
Distribution 17,408 16,381 
Storage 2,887 2,814 
Nuclear fuel 1,599 1,537 
Gas gathering and processing 219 2 16 
Oil and gas 1,720 1,652 
General and ather 1 ,514 1,450 
Plant under construction 7,765 6 ,254 

Total utilit)! 66,049 61,766 

Nonutility: 
Merchant generation-nuclear 1,452 1.419 
Merchant generation-other 4 ,992 4, 149 
Nuclear fuel 968 897 
Gas gathering and processing 630 619 
Other-including plant under construction 732 706 

Total nonutilit)! 8 ,774 7,790 
Total property, plant and equipment $74 ,823 $69,556 

Virginia Power 
Utiity: 

Generation $17,602 $17,147 
Transmission 8 ,332 7,871 
Distribution 11 ,151 10,573 
Nuclear fuel 1,599 1,537 
General and other 794 745 
Plant under construction 2,840 2,146 

Totalutil!!)! 42,318 40,019 

Nonutility-other 11 11 

Total proper!)!, ~lant and equipment $42,329 $40,030 

Dominion Energy Gas 
Utiity: 

Transmission $ 4,732 $ 4 ,231 
Distribution 3 ,267 3,019 
Storage 1,688 1,627 
Gas gathering and processing 202 198 
General and other 216 184 
Plant under construction 293 448 

Total utility 10,398 9 ,707 

Nonuti6ty: 
Gas gathering and processing 630 619 
Other-includinlj ~lant under construction 145 149 

Total nonutilit;t 775 768 

Total propert;t. plant and equipment $11,173 $ 10,475 
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DOMINION ENERGY AND VIRGINIA POWER 

Jointly-Owned Power Stations 
Dominion Energy's and Virginia Power's proportionate share o fja intly
owned power stations at December 3 1,2017 is as follows: 

(mllllons. "'""~' peo-cer<ages) 
Ownership interest 
Plant in service 
Accumulated depreciation 
Nuclear fuel 
Accumulated amortization of nuclear fuel 
Plant under construction 

(I) Uni/Sjoint/yowned by Virginia Power. 
(2) Unitjoint(l' owned by Dominion Energy. 

Balh 
Cou:-~y 

Pl.mped 
SOoragc 

Slaoion(1) 

60% 
$1,059 

(612) 

2 

N<XIh 
Ama Clov ... 

Unts1 -... Mtllstcne 
8J'd2(1) Stat:<:nt ) Urit)."2) 

88.4% 50% 93.5% 
s 2 ,504 s 589 $1,217 

(1,263) (231 ) (381) 
745 552 

(607) (427) 
92 6 68 

The co-owners are obl igated to pay their share of all future constiUctio n 
expenditures and operating costs of the jointly-owned faci l ities in the 
same proportion as their respective ownership interest. Dominion Energy 
and Virgi nia Powerrep011 thei r share of opera ti ng costs in the appropriate 
operating expense (electric fuel and o ther energy-related purchases, other 
operations and maintenance, depreciation, depletion and amortization 
and other taxes, etc.) in the Consolidated Statements of Income. 

Acqui s ition of Solar Projects 
In September 2017 , Virginia Power entered into agreements to acquire 
two solar development projects in N011h Carolina. The fi rst acquis it ion is 
expected to close prior to the project commencing commercial 
operations, which is ex pected by the end of20 18, and cost approximately 
S 140 million once constiUcted, including the ini tial acquisition cost. The 
second acquisition is expected to close plior to the project commencing 
commercial operations. which is expected by the end of20 19, and cost 
approximately $140 mi ll ion once constiUctcd, including the initial 
acquisition cost. The projects are expected to generate approximately 155 
MW combined. Virginia Power antic ipates claiming federa l investment 
tax credits on these solar projects. 

Ass ignment of Tower Rental Portfolio 
Virginia Power rents space on certain o f its electlic transmission towers ro 
various wireless canicrs for communication s antennas and other 
equipment. In M arch 2017, Virginia Power sold its rental portfolio to 
Vertical Bridge Towers II, LLC for $91 mi ll ion in cash. The proceeds are 
subject to Virgin ia Power's FERC-regulated tariff, under which it is 
required to retum half of the proceeds to customers. Virgin ia Power 
recognized $ 1 I million during 20 17, with the remaining $35 million to 
be recognized ratably through 2023 . 

DOMINION ENERGY AND DOMINION ENERGY GAS 

Assig nme nts of Shale De ve lopment Rights 
In December 20 13, Dominion Energy Gas closed on agreements with two 
natural gas producers to convey over time approximately I 00,000 acres 
of Marcellus Shale development rights underneath several o f its natural 
gas storage fi e lds. The agreements provide for payments to Domin ion 
Energy Gas, subj ect to customa1y 
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adjustments, of approximately $200 million over a period o f nine years, 
and an overriding royalty interest in gas produced from the acreage. In 
2013, Dominion Energy Gas received approximate ly S I 00 million in 
cash proceeds. In 2014, Dominion Energy Gas received S 16 million in 
additio nal cash proceeds resulting rrom post-closing adjustments. In 
March 2015, Dominion Energy Gas and one of the natural gas producers 
closed on an amendment to the agreement, which included the 
immediate conveyance of approx imately 9,000 acres o f Marcellus Shale 
development rights and a two-year extension of the tenn of the original 
agreement. The conveyance o f development rights resulted in the 
recognition of$43 million ($27 million after-tax) of previo usly de ferred 
revenue to operations and main tenance expense in Dominion Energy 
Gas' Conso lidated Statements oflncome. ln April 20 16, Domin ion 
Energy Gas and the natural gas producer closed on an amendment to the 
agreement, which included the immediate conveyance of a 32% partial 
interest in the remain ing approx imately 70,000 acres. This conveyance 
resulted in the recognition of the remaining $35 million (S21 million 
after-tax) of previously deferred revenue to operatio ns and mainte nance 
expense in Domi nion Energy Gas' Consolidated Statements of Income. 
ln August 201 7, Dominion Energy Gas and the natural gas producer 
signed an amendment to the agreement, which included the fina lization 
of contractual mailers on previous conveyances, the conveyance o f 
Dominion Energy Gas' remaining 68% interest in approximately 70,000 
acres and the elimination of Dominion Energy Gas' overriding royalty 
inte rest in gas produced from all acreage. Dominion Energy Gas will 
receive total consideration o fS 130 million, with S65 million received 
in 20 17 and $65 million to be received by the end of the third quarter of 
201 8 in connection wi th the fina l conveyance. As a result ofthis 
amendment, in 20 17, Dominion Energy Gas recognized a $56 mill ion 
($33 million after-tax) ga in included in other operations and 
maintenance ex pense in Do minion Energy Gas' Consol idated 
Statements oflncome associated wi th the fina lizat ion of the contractual 
mailers o n previous conveyances, a $9 mill ion ($5 million after-tax) 
gain included in other operations and maintenance expense in 
Dominion Energy Gas' Consol idated Statements of Income associated 
with the e limination of its overriding royalty interest and expects to 
recognize an approximately $65 millio n ($47 million afier-tax) gain 
associated with the final conveyance of acreage. 

ln ovembcr 20 14, Domin ion Energy Gas closed an agreement wi th a 
natural gas producer to convey over time approximately 24,000 acres o f 
Marcellus Shale development rights underneath one of its natural gas 
storage fi elds. The agreement provided for payments to Dominion 
Energy Gas, subject to customary adjustmen ts, of approximately 
S 120 million over a period o f fou r years, and an overriding royalty 
interest in gas produced from the acreagc.ln November 20 14 , Dominion 
Energy Gas closed on the agreement and received proceeds of 
$60 mill ion associated with an initial conveyance of approximate ly 
12,000 acres. In connecti on with that agreement, in 2016, Dominion 
Energy Gas conveyed a 50% interest in approximately 4,000 acres of 
Marcellus Sha le developmem •ights and received proceeds of 
S I 0 mi ll ion and an overriding royalty interest in gas produced from the 
acreage. These tmnsact ions resu lted in a $ 10 mi ll ion ( 6 million 
afier-tax) gain. ln Ju ly 20 17, in connect ion with the existing agreemen t, 
Dominion Energy Gas conveyed an addi-

tiona! 50% interest in approximately 2,000 acres ofMareellus Shale 
development rights and received proceeds of$5 million and an 
overriding royalty interest in gas produced from the acreage. This 
transaction resulted in a $5 million (S3 million afier-tax ) gain. The gains 
are included in other operations and maintenance expense in Dominion 
Energy Gas' Conso lidated Statements of Income. In January 2018, 
Dominion Energy Gas and the natural gas producer closed on an 
amendment to the ag reement, which included the conveyance o f 
Dominion Energy Gas' remaining 50% interest in approximately 18.000 
acres and the elimination of Dominion Energy Gas' o verriding royalty 
interest in gas produced rrom all acreage. Dominion Energy Gas received 
proceeds of$28 million, result ing in an approximately $28 million 
($20 million atler-tax) gain recorded in the first quarterof20 18. 

In March 2015, Dominion Energy Gas conveyed to a natu ral gas 
producer approximate ly II ,000 acres of Marcellus Shale development 
righ ts underneath one of its natural gas stomge fie lds and received 
proceeds ofS27 million and an overriding roya lty interest in gas 
produced from the acreage. This transaction resulted in a S27 million 
(S 16 million after-tax) gain, included in other operations and 
maintenance expense in Dominion Energy Gas' Consolidated Statements 
o flncome. 

ln September 201 5, Dominion Energy Gas closed o n an agreement with 
a natural gas producer to convey approximately 16,000 acres of Utica and 
Point Pleasant Shale development rights underneath one of its natural gas 
stomge fie lds. The agreement provided fo r a payment to Dominion 
Energy Gas, subject to customary adjustments, of$52 million and an 
overriding royalty interest in gas produced fium the acreage. In 
September 2015, Dominion Energy Gas received proceeds of$52 mill ion 
associated with th e conveyance of the acreage, resu lting in a $52 million 
($29 million atler-tax) gain, included in other operatio ns and 
maintenance expense in Dominio n Energy Gas' Consolidated Statements 
o f Income. 

DOMINION ENERGY 

Sale of Certain Retail Energy Marketing Assets 
ln October 201 7, Dominion Energy entered into an agreement tO sell 
cenain assets associated with its nonregulated retail energy marketing 
operations fo r total consideration ofS 143 million , subject to customary 
approvals and certain adjustments. In December 20 17, the first phase of 
the agreement closed for $79 million, which resulted in the recognition of 
a $7 million ($48 million afier-ta.x) benefit , included in other operations 
and maintenance expense in Dominion Energy's Consolidated 
Statements oflncome. Dominion Energy is expected to recognize a 
benefit of approximately $65 million ($48 million afier-tax) in other 
operat ions and maintenance expense upon c losing of the second phase o f 
the agreement in 2018. Pursuant to the agreement, Dominion Energy 
entered into a commission agreement with the buyer upon the fi rst 
closing in December 2017 under which the buyer wi ll pay a commission 
in connect ion wi th the right to use Dominion Energy's brand in 
marketing matelials and other services over a ten-year term. 

129 



Table of Contents 

Combined otes to Consolidated Financial Statements, Con tinued 

NOTE 11. GOODWILL AND L'IITANG IB LE A SET 

Goodwi ll 
The changes in Domin ion Energy's and Dominion Energy Gas' cany ing 
amount and segmen t allocation of goodwill are p resented below: 

(molliall) 

Dominion Energy 
Balance at 

December 31, 
2015(2) 

Dominion Energy 
Questar 
Combination 

Balance at 
December 31, 
2016(2) 

Dominion Energy 
Questar 
Combination 

Balance at 
December 31, 
2017(2) 

$1,422 

$1,422 

$1 ,422 
Dominion Energy Gas 
Balance at 

December 31, 
2015(2) s 

No events 
affecting goodwill 

Balance at 
December 31, 
2016(2) 

No events 
affectin!!!!oodwill 

Balance at 
December 31, 
2017(2) 

$ 

$ 

-Ddi""'Y 

$ 94 6 $926 

3,105(3) 

$4 ,051 $926 

6(3) 

$4,057 $926 

s 542 S-

$ 542 S-

$ 542 $-

Total 

$3,294 

3,105 

$6,399 

6 

S- $6,405 

s- $ 542 

s- $ 542 

s- 542 

(I) Goodwill t·ecorded at the Corporate and Other segment is allocated to the 
primary operati11g segmer~tsforgoodwi/1 impainne11ttestmg purposes. 

(1) Goodldll amounts do not contain anJ accumulated imparrmentlosses. 
(3) See Note 3. 

Other Intangible Assets 
The Companies' other intangible assets are subject to amonization over 
their est imated usefu l lives. Dominion Energy's amonization expense 
for intangible assets was $80 mi ll ion, $73 mi ll ion and $78 mi ll ion fo r 
20 17,2016 and 20 15, respectively. In 20 17, Dominion Energy acquired 
S 147 mi ll ion o f intangible assets, primarily representing software and 
righ t-of-use assets, with an estimated weighted-average amonizat ion 
period of approximately 14 years. Amo ni zatio n expense for Virginia 
Power's intang ib le assets was S31 mill ion, $29 million and $25 mi llion 
fo r 20 17, 201 6 and 20 15, respect ively. In 20 17, Virginia Power acq ui red 
S39 million o f in tangible assets, pri mari ly representing software, wi th an 
estimated weighted-average amortization period of7 years. Dominion 
Energy Gas' amor-
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tization expense fo r intangible assets was $1 4 million, $6 million and 
S 18 million fo r 20 17,20 16 and 20 15, respectively. In 2017, Domin ion 
Energy Gas acq ui red $25 mill ion of intangible assets, plimarily 
representing software and right-of-use assets, with an estimated weighted
average amonization period of approximately 14 years. The components 
of intangible assets arc as follows: 

N. DecembEr 31, 
(mdiHnl) 

Dominion Energy 
Software, licenses and 

other 
Virginia Power 
Software, licenses and 

other 
Dominion Energy Gas 
Software, licenses a nd 

other 

Gross 
Conylng 
Amounl 

$1,043 

$ 347 

$ 165 

2017 2016 

Gross 
Ac:;cumul<ttod Carrying """""'<4ated 
Amon.lzM/on Am<U1I Amcrozadon 

$358 $955 $337 

$114 $326 $1 01 

s 56 $147 s 49 

Annual amor1ization expense fo r these intangible assets is estimated to 
be as fo llows: 

2018 2019 2020 2021 2022 
(m•lia'd) 

Dominion Energy $78 $68 $56 $43 $37 

Vir!linia Power $30 $26 $20 $13 $ 9 

Dominion Energy Gas $13 $13 $12 $11 $10 
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NOTE 12. R EGULATORY A SSETS A ND L TABTLTT IES 

Regulatory assets and liabilities inc lude the fo llowing: 

AI.Oecember31. 2017 
(mtllions) 

Domin ion Energy 
Regulatory assets: 

Deferred rate adjustment clause costs(1) $ 70 
Deferred nuclear refueling outage costs(2) 54 
Unrecovered gas costs(3) 38 
Deferred cost of fuel used in electric generation(4) 23 
Other 109 
R~ulator~ assets-current 294 

Unrecognized pension and other postretirement 
benefit costs(5) 1,336 

Deferred rate adjustment clause costs(1) 401 
Derivatives(6) 223 
PJM transmission rates(7) 222 
Utility reform legislation(8) 147 
Income taxes recoverable through future rates(9) 32 
Other 119 
Regulator~ assets-noncurrent 2,480 

Total regulato!1 assets $2,774 
Regulatory liabilities: 

Provision for future cost of removal and AR0s(10) 101 
PIPP(tt) 20 
Deferred cost of fuel used in electric generation(4) 8 
Other 64 
RelJulator~ liabilities-current(12) 193 

Income taxes r efundable through future rates(13) 4,058 
Provision for future cost of removal and AR0s(10) 1,384 
Nuclear decommissioning trust(14) 1,121 
Derlvatives(6) 69 
Other 284 
R~ulator~ liabilities-noncurrent 6,916 

Total relJulator~ liabffities $7,109 
Virginia Power 
Regulatory assets : 

Deferred rate adjustment clause costs(1) $ 56 
Deferred nuclear refueling outage costs(2) 54 
Deferred cost of fuel used in electric generation(4) 23 
Other 72 
R~ulator~ assets-current 205 

Deferred rate adjustment clause costs(t ) 312 
PJM transmission rates(7) 222 
Derivatives(6) 190 
Income taxes recoverable through future rates(9) 
Other 86 
RelJulator~ assets-noncurrent 810 

Total regulatory assets $1,015 
Regulatory liabilities: 

Provision for future cost of removaK10) $ 80 
Deferred cost of fuel used in electric generation(4) 8 
Other 39 

Regulatory liabilities-current(12) 127 
Income taxes refundable through future rates(t3J 2,581 
Nuclear decommissioning trust(14) 1,121 
Provision for future cost of removaK10) 915 
Derivatives(6) 69 
Other 74 
Regulator~ liabilities-noncurr ent 4,760 

Total regulator;t liabilities $4,887 

2016 

$ 63 
71 
19 

91 
244 

1,401 
329 
174 
192 

99 
123 
155 

2,473 
$2,717 

$ 
28 
61 
74 

163 

1,427 
902 

69 
224 

2,622 
$2,785 

$ 51 
71 

57 
179 
246 
192 
133 
76 

123 
770 

$ 949 

$ 
61 
54 

115 

902 
946 

69 
45 

1,962 
$2 ,077 

AI. December 31. 2017 2016 
(millicns) 

Domin ion Energy Gas 
Regulatory assets: 

Deferred rate adjustment clause costs(t ) $ 14 $ •12 
Unrecovered gas costs(3) 8 12 
Other 4 2 

Regulatory assets-current(15) 26 26 
Unrecognized pension and other postretirement benefrt 

costs(5) 258 358 
Uhlity reform legislation(S) 147 99 
Defer red rate adjustment clause costs(t) 89 79 
Income taxes recoverable through future ra tes(9) 23 
Other 17 18 

Regulatory assets-noncurrent 511 577 
Total re!ilulator;t assets $ 537 $603 

Regulatory liabilities: 
PIPP(1 1) $ 20 $ 28 
Provision for future cost of removal and AR0s(10) 13 
Other 5 7 

Regulatory liabilities-current(t2) 38 35 
Income taxes refundable through future rates(13) 998 
Provision for future cost of removal and AROs(tO) 160 174 
Other 69 45 

Regulatory liabilities-noncurrent 1,227 219 
Total rellulatory liabilities $1,265 $254 

( / ) Primarily reflects dejelrals under the electric 1ra11 Smission FERCfomw/a rate and 
the deferral of cos/S associated wi1h certa in cwTent and prospective rider projects 
for Virginia Po\\'er and deferrals of costs associated with cenain current and 
prospective rider p rojecJSfor Dominion Energy Gas. See Note 1 J for more 
infomlation . 

(2) ugislarion enacted in Virginia in Apri/2014 requirll.'l Virginia Powerro defer 
op eration and mainte,wnce costs incurred in connection with the refueling of any 
nuclear-powered generating planL nrese deferred costs will be amo11ized over 
the rejiteling cycle, nor ro exceed 18 months. 

(3) Rejlec/S unrecovered gas co.sts at regulated gas open1tio ns, which are reC0 11ered 
tlrrouglr filings with tire applicable regulatory llutltoriry. 

(4) Reflects deferred fuel expenses for tire Virgin ill twd North Cnrolirra j w;sdictiOirs 
of Dominion Energy's and Virginia Power's generation operations. See Note I 3 
for mo re information. 

(5) Represents unrecognized pension and Oilier postretirement employee benefit costs 
e.< peered to be reco,•ered through fwure rotll.'l generally over tire e.rpecred 
rema ining service period of plan participants by certain of Dominion Energy's 
and Dominion Energy Gas' rate-regulated subsidiaries. 

(6) As discussed under Derivative Jnstn1ments in No 1e 2, for jurisdictions subject to 
cost-based rate regulation, changes in the fa ir value of derivative instnunents 
resull in the recognition of regulatory assets or regultllory liabilities as the.v are 
expected to be recovered from or refunded to customers. 

(7) Reflects amount related to the PJA1rransmissio n cost allocation matter. See Note 
I 3 fi~r more iufornwtion. 

{8) Ohio legis/arion under House Bi/195, wlriclr became effective 111 September 201 1. 
This law updates l lllllu'OI gas legislation by enabling gas companies to include 
more up-to-dare cost let•els when filing rate cases. It also allo"s gas companies ro 
stek approval of tapita/ expenditure plans under which gas companies ca 11 

recoguize canying cost't on auociared capital invesrme11IS placed in snvice and 
can defer the canying costs plus depreciation a nd p roperty tax expenses for 
1-ecove1y fiv m ratepayers in the future. 

(9) Amounts to be recovered throughfiuure rates to pay inco me ltLtes thai become 
payable when rate revenue is provided to recover AFUDC-equity and 
deprecia tion o[prope11y. plant and equipment/or which defen·ed income taxes 
were notrecognizeti for ratemakiug purposes, including amowlls allributable to 
tax rate changes. See be/ow for discussion of tire 2017 Tax Refomr Act. 
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{10) Rates charged to Cll<tomers bv the Companies' reg11/ated b11srnesses rnc/11d~ a 
proviswnfor th~ cost ofjiuur~ octinnes to remo,·e OS$~/j that art expected /cJ b~ 

mcun-et! atthr lime of retrrement 
(II) Under PI PI', eltg•ble custom~rs can make reduced paym~ut.< based 011 then· 

ability to ptll'. nle difference ben.een the customer's total bill aud the PIP I' 
piau amo11111 is deferred and collected or retumed annually under the PIP I' 
rate adjustment clause accardmg to East Ohio tariff pronnons s~~ Note /3 for 
more mformatton 

(12} Current regulatOI)' Jiabilltie.r are presented m other currt!nl liabilities m the 
Consolidated Baluuu Shuts of the Companies. 

(13} .4mounlf r~cortled to poss the effect of reduced income tot rates from the 2017 
Tax Refom• ofct to customen in future peliods, wh1ch w1ll re•erse otthe 
we1ght~d avemge tat l'tllt tho1 '<'OS used to buJ/d the resen.es o•er the 
rtmaming book life of the propem•. net of amounts to be recovered through 
future rates to pay mcome tox~s that become payable hhen ratt revenue rs 
prowd~d to reco••er AFUDC-equuy 

(14) ~nmorily reflects a regulatory ltability repre.sentmg amounts collected from 
~ugmw ; urisdrctronal customers and placed it1 extemaltrusts (including 
rncome, losses and changes rn fain•alue thereon) for the future 
decommissioning of Virgmio Power's utility nuclear generation stations. in 
excess ofthr rtloted AROs. 

(I 5) Current regulatory OSSl!ts ar~ pres~nt~d in other current ass~ts m the 
Consohdated Balance Shuts of Dommion Energy Gas 

At December 31,2017, S390 million ofDominion Energy's. 
S273 million of Virginia Power's and S I I million of Dominion Energy 
Gas' regulatory assets represented past expend itures on which they do 
not currently earn a return. With the exception of the S222 million PJM 
transmission cost allocation matter, the majority of these expenditures 
are expected to be recovered within the next two years. 

Non: 13. R EGULATORY MATTERS 

Regulatory Matters Involving Potential Loss Contingencies 

As a resul t of issues generated in the ordinary course of business, the 
Companies are involved in various regulatory matters. Certain 
regulatory matters may ulumately result in a loss; howe,•er, as such 
matters are in an initial procedural phase, involve uncertainty as to the 
outcome of pending revtews or orders, and/or involve stgmficant factual 
tssues that need to be resolved, it is not possible for the Companies to 
estimate a range of possible loss. Formatters for which the Companies 
cannot est imate a range of possible loss, a statement to this effect is 
made in the description of the matter. Other matters may have 
progressed sufficiently through the regulatory process uch that the 
Companies are able to estimate a range of possible loss. For regulato ty 
matters for which the Companies are able to reasonably estimate a range 
of possi ble losses, an estimated range of possible loss is provided, in 
excess of the accrued liability (if any) for such matters. Any estimated 
range is based on currently available infonnation, involves elements of 
judgment and significant uncertaint ies and may not represent the 
Companies' maximum possible loss exposure. The circumstances of 
such regulatoJy matters will change from t ime to ti me and actual results 
may vary signi ficantly from the curren t estimate. For current matters not 
specifically reported below, management does not anticipate that the 
outcome fro m such matters would have a material eflect on the 
Companies' fi nancial position, liquidity or results of operations. 

FERC- ELECTRIC 
Under the Federal Power Act, FERC regulates wholesale sales and 
transmission of electricity in interstate commerce by public uti I-
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ities. Dominion Energy's merchant generators sell electricny in the PJM 
MISO, CAISO and ISO- E wholesale markets, and to wholesale ' 
purchasers in the states ofVirginia, North Carol ina, Indiana, Connecticut, 
Tennessee, Georgia, California, South Carolina and Utah, under 
Dominion Energy's market-based sales tariffs authorized by FERC or 
pursuant to FERC authority to sell as a qualified facility. Virginia Power 
purch~ses ~nd, under its FERC market-based rate authomy, sells 
electnc1ry m the wholesale market. In addition, Virginia Power has FERC 
approval of a tariff to sell wholesale power at capped rates based on its 
embedded cost of generation . This cost-based sales tariff could be used to 
sell to loads within or outside Virginia Power's service temtory. Any such 
sales would be voluntary. 

Rates 
In April 2008, FERC granted an apphcation for Virginia Power's electric 
transmission operatio ns to establish a forward-looking formula rate 
mechanism that updates transmission rates on an annual basis and 
approved an ROE of I 1.4%, effective as o f January l, 2008. The fonnula 
rate is designed to recover the e-.:pected revenue requirement for each 
calendar year and is updated based on actual costs. The FERC-approvcd 
fonnula method, which is based on projected costs, allows Virginia Power 
to earn a current return on its growing investment in electric transmission 
in frastrucru re. 

In March 2010, ODEC and 'orth Carolina Electric Membership 
Corporauon filed a complaint with FERC against Virginia Power 
claiming, among other issues, that the incremental costs of 
undergrounding certain transmission line projects were unjust, 
unreasonable and unduly discriminatory or preferential and should be 
excluded fro m Virginia Power's transmission fonnula rate. A settlement o f 
the other issues raised in the complaint was approved by FERC in May 
20 12. 

In March 20 14, FERC issued an order excluding fro m Virginia Power's 
transmission rates for wholesale transmission customers located o utside 
Virginia the incremental costs ofundergrounding certain transmission 
line projects. FERC found it is not just and reasonable for non-Virginia 
wholesale transmission customers to be allocated the incremental costs of 
undergrounding the facilities because the projects are a direct result of 
Virginia legislation and Virgmia Commission pilot programs intended to 
benefit the citizens of Virginia. The order 1s retroactively effective as of 
March 20 I 0 and will cause the reallocation of the costs charged to 
wholesale transmission customers with loads outside V1rginia to 
wholesale transmission customers with loads in Virginia. FERC 
determined that there was not sufficient ev idence on the record to 
detennine the magnitude of the underground incremen t and held a 
hearing to detennine the appropriate amount o f undergrounding cost to 
be allocated to each wholesale transmission customer in Virginia. 

In October 20 17, FERC issued an order determining the calculation of 
the incremental costs ofunderground ing the transmission projects and 
affinuing that the costs arc to be recovered from the wholesale 
transmission customers with loads located in Virginia. fERC directed 
Virginia Power to reb ill all wholesale transmission customers 
retroactively to March 20 I 0 within 30 days of when the proceeding 
becomes final and no longer subject to rehearing. In November 20 1 7, 
Virginia Power, North Carolina Electric Membership Corporation and the 
whole-
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sale transmission customers filed petitions for rehearing. While Virgin ia 
Power cannot predict the outcome of the matter, it is not expected to 
have a material effect on results of operations. 

PJM Transmission Rates 
ln April 2007, FERC issued an order regarding its transmission rate 
design for the allocation of costs among P 1M transmission customers, 
including Virginia Power, for transmission service provided by PJM. For 
new PJM-planned transmission faci lities that operate at or above 500 
kV, FERC estab lished a PJM regional rate design where customers pay 
according to each customer's share o f the region 's load. For recove1y of 
costs of exist ing facilities, FERC approved the existing methodology 
whereby a customer pays the cost o f facil it ies located in the same zone 
as the customer. A number ofpanies appealed the order to the U.S. Court 
of Appeals for the Seventh Circuit 

In August 2009, the court issued its decision affirming the FERC order 
with regard to the ex isting fac ilities, but remanded to FERC the issue o f 
the cost allocation associated with the new faci l ities 500 kV and above 
for further consideration by FERC. On remand, FERC reaffim1ed its 
earlier decision to allocate the costs of new facilities 500 kV and above 
according to the customer's share of the region 's load. A number of 
panics filed appeals oft he order to the U.S. Court of Appeals for the 
Seventh Circuit In June 2014, the cou11 aga in remanded the cost 
allocation issue to FERC. ln December20 14, FERC issued an order 
setting an evidentiary hearing and settlement proceeding regard ing the 
cost allocation issue. The hearing only concerns the costs of new 
facilities approved by PJM prior to February I, 2013. Transmission 
facilities approved after February I , 20 13 are allocated on a hybrid cost 
allocation method approved by FERC and not subject to any court 
review. 

In June 20 16, PJM, the PJM transmission owners and state 
commissions representing substantial ly a ll o f the load in the PJM 
market submitted a settlement to FERC to resolve the outstanding issues 
regarding this matter. Under the tem1s of the senlement. Virginia Power 
would be required to pay approximately $200 million to PJM over the 
next I 0 years. Although the sett lement agreement has not been accepted 
by FERC, and the settlement is opposed by a sma ll group of parties to 
the proceeding, Virginia Power believes it is probable it will be req ui red 
to make payment as an outcome of the settlement. Accordingly, as of 
December 31,2017, Virginia Power has a contingent liability of 
S231 mi ll ion in other deferred credits and o ther liabilities, which is 
offset by a $222 million regulatory asset for the amount that will be 
recovered through retail rates in Virgini a. 

FERC-CAS 
In July 2017, FERC audit stair communicated to DETI that it had 
substantially completed an audit ofOETl 's compliance with the 
accounting and reporting requirements ofFERC's Uniform System of 
Accounts and provided a description o f matters and preliminary 
recommendations. ln November 20 17, the FERC audit staff issued its 
audi t rep01t wh ich could have the potential to result in adjustments 
which could be material to Domin ion Energy and Dominion Energy 
Gas' results o f operations. In December 20 17, DETI provided its 
response to the audit report. DETI requested FERC review of contested 
fi ndings and submitted its plan for compl iance with the uncontested 
portions of the report. In connection with one uncontested issue, DETI 

recognized a charge of$15 million (S9 million after-tax) recorded within 
other operations and maintenance expense in Dominion Energy's and 
Dominion Energy Gas' Consolidated Statements of Income during 20 17 
to write-off the balance of a regulatory asset, origi na lly established in 
2008, that is no longer considered probable ofrecove1y. Pending final 
resolution of the audit process and a determination by FERC, 
management is unable to estimate the potential impact of the other 
findings and no amounts have been recognized. 

20 17 T AX R EFORM ACT 

Subsequent to the enactment o f the 2017 Tax Rcfonn Act, the 
Companies' state regulators issued orders requesting that public utilities 
evaluate the total tax impact on the entity's cost of service and accrue a 
regulatory liability attributable to the benefits of the reduction in the 
corporate income tax rate. Certain of the orders requested that the public 
utilities submit a response to the state regulato1y commissions detailing 
the total tax impact on the util ity's cost o f service. 

Virginia Power submitted a response to the North Carolina Commission 
detai ling the impact ofthe 2017 Tax Reform Act on base non-fuel cost of 
service and Virginia Power's excess deferred income taxes clarifying that 
the amounts have been deferred to a regulatory liability. Questar Gas 
submitted a response to the Utah Commission detailing the impact of the 
2017 Tax Refonn Act on base rates and the infrast ructure rider, and 
proposing that the bene fi ts be passed back to customers. These fil ings arc 
pending. Dominion Energy plans to respond to the remaining state 
regulatory commissions in accordance with the due dates on the issued 
orders. The Companies will begin to reserve the impacts of the cost of 
service reduction as a regulatory liability beginning in 2018 until the 
rates are reset. 

To date, the FERC has not issued guidance on how and when to re fl ect 
the impacts of the 201 7 Tax Reform Act in customer rates. 

The Companies have recorded a reasonable estimate of net income 
taxes refundable through future rates in the jurisdict ions in which they 
operate. Through act ions by FERC or state regulators the estimates may 
be subject to changes that could have a material impact on the 
Companies' resu lts of operations, fi nancial condition and/or cash flows. 

Other Regulatory Matters 

E LECTR IC REG ULAT IO N l VrRG INlA 

The Regulation Act enacted in 2007 instituted a cost-of-service rate 
model, ending Virginia's planned transition to retail competition for 
electric supply service to most classes of customers. 

The Regulation Act authorizes stand-alone rate adjustment clauses for 
recovery of costs for new generation projects, FERC-approved 
transmission costs, underground distribution l ines, environmental 
compliance, conservation and energy efficiency programs and renewable 
energy programs, and also contains statutory provisions directing 
Virginia Power to file annual fuel cost recovety cases with the Virginia 
Commission. As amended, it provides for enhanced returns on capital 
expenditures on speci fi c newly-proposed generation projects. 

If the Virgin ia Commission's future rate decisions. including act ions 
relating to Virginia Power's rate adjustment clause fi lings, 
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differ materially from Virgmia Power's expectations, it may adversely 
affect its results ofoperat1ons, financial condition and cash flows. 

Regulation Act Legislation 
In February 2015, the Virgmia Governor signed legislation into law 
wh1ch will keep Virginia Power's base rates unchanged until at least 
December I, 2022.ln addition, no biennial reviews will be conducted 
by the Virginia Commission for the five successive 12-month test 
periods beginning January I, 2015, and ending December 31,2019. The 
legislation states that Virginia Power's 2015 biennial review, filed in 
March 2015. would proceed for the sole purpose of reviewing and 
determining whether any refunds are due to customers based on earnings 
performance for generation and d istribution services during the 20 13 
and 2014 test periods.ln addition, the legislation requires the Virginia 
Commission to conduct proceedings in 2017 and 2019 to determine the 
utility's ROE for use in connection \\~th rate adjustment clauses and 
requires utilities to fi le in tegrated resource plans annually rather than 
biennially. In ovember 2015, the Virginia Commission ordered 
testimony, briefs and a separate bifurcated hearing m Virgmia Power's 
then-pending Rider B, R, S, and W cases on whether the Virginia 
Commission can adjust the ROE applicable to these rate adjustment 
clauses prior to 2017. In February 2016, the Virginia Commission issued 
final orders in these cases, stating that it could adjust the ROE for the 
projects. After separate. additional bifurcated heanngs, the Virginia 
Commission issued final orders setting base ROEs for the Rider GV, 
CI A and C2A, B W, US-2 and U cases. 

In Februa1y 2016, cenain industrial customers of APCo petitioned the 
Virginia Commission to issue a declaratory judgment that Virginia 
legislation enacted in 2015 keeping APCo's base rates unchanged until 
at least 2020 (and Virginia Power's base rates unchanged until at least 
2022) is unconstirutional, and to require APCo to make biennial review 
filings in 2016 and 2018. Virginia Power intervened to suppon the 
constitutiona lity of this legislation. ln July 2016, the Vugi nia 
Commission held in a divided opinion that this legislation is 
constitutional, and the industrial customers appealed th1s order to the 
Supreme Coun of Virginia. In 'ovember20 16, the Supreme Cou n of 
Virginia granted the appeal as a matter of right and consolidated it for 
oral argument with other similar appeals from the Virginia 
Commission's order. In September 2017, the Supreme Coun ofVirginia 
aflinned that the legislation is constitutional. 

In March 2017, as required by Regulation Act legislation enacted in 
February 2015, Virginia Power filed an application for the Virginia 
Commission to determine the general ROE for Vi rginia Power's 
non-transmission rate adjustment clauses. The application supponed a 
I 0.5% ROE for these rate adjustment clauses. ln ovembcr 20 17, the 
Virginia Commission approved a general 9.2% ROE for these rate 
adjustment clauses. 

2015 Biennial Review 
ln November 2015, the Virginia Commission issued the 2015 Bienn ial 
Review Order. After deciding several contested regulatory eamings 
adjustments, the Virgima Commission ruled that Virginia Powereamed 
on average an ROE of approximately I 0.89% on its generation and 
distribution services fort he combined 2013 and 20 14 test periods. 
Because this ROE was more than 70 basis points above Virginia Power's 
authorized ROE of 

1.14 

10.0°/o. the Virginia Commission ordered that approximately S:!O million 
in excess earnings be credited to customer bi lls based on usage 10 2013 
and 2014 over a six-month period beginning within 60 days of the 2015 
Biennial Review Order. 

Virginia Fuel Expenses 
In May 2017, Virginia Power submitted its annual fuel factorto the 
Virginia Commission to recover an estimated $ 1.6 billion in Virginia 
jurisdictional projected fuel expense forthe rate year beginning July 1, 
2017. Virginia Power's proposed fuel rate represented a fuel revenue 
increase of$279 million when applied to projected kilowatt-hour sales 
for the period July I, 2017 10 June 30, 2018. In June 2017, the Virginia 
Commission approved Virginia Power's proposed fuel rate. 

Solar Facility Projects 
In February 2017, Virginia Power received approval from the Virginia 
Commission for a CPC 10 construct and operate the Remington solar 
facility and related distribution mterconnection facilities. The 20 :\fW 
facility began operations in October 20 17 at a total cost of$45 million, 
excluding financing costs. The facility is the subject of a public-private 
pannership whereby the Commonwealth of Virginia, a non-jurisdictional 
customer, compensates Virginia Power for the facility's net electrical 
energy output, and Microsoft Corporation purchases all environmental 
attributes (including renewable energy ceni fi cates) generated by the 
facility. There is no rate adjustment clause associated with th1s CPC , nor 
will any costs of the project be recovered from jurisdictional custOmers. 

In March 2017, Virginia Power received Virginia Commission approval 
for a CPC to construct and operate the Oceana solar facility and related 
distribution interconnection facilities. The 18 MW facility began 
operations in December 2017 at a total cost of$40 million, excluding 
financing costs. The facility IS the subject of a public-private pannership 
whereby the Commonwealth o f Virginia, a non-jurisdictional customer, 
compensates Virgi nia Power for the facility's net electrical energy output. 
Virginia Power will retire renewable energy ccnificatcs on the 
Commonwealth ofVirginia's behalf in an amount equal to those 
generated by the facility. There is no rate adjustment clause associated 
with the facility, nor will any of its costs be recovered from jurisdictional 
customers. 

Rate Adjustment Clauses 
Below is a discussion ofsigmficant riders associated with vanous 
Virginia Power projects: 

The Virginia Commission previously approved RiderTI concerning 
transmission rates. In May 2017, Virginia Power proposed a 
S625 million total revenue requirement consisting of$490 million for 
the transmission component of Virginia Power's base rates and 
S 135 million for RiderTI. This total revenue requirement represents a 
S55 million decrease versus the revenues to be produced during the 
rate year undercurrent rates. In July 20 17, the Virginia Commission 
approved the proposed total revenue requirement, including Rider 
Tl. subject to true-up, forthe rate year beginning September I, 20 I 7. 
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The Virginia Commission previously approved RiderS in 
conjunction with the Virgima City Hybrid Energy Center. In 
February 2017, the Virginia Commission approved a $243 million 
revenue requirement, subject to true-up, for the rate year beginn ing 
April !, 20 17. 1t also established a 10.4% ROE effective April I , 
2017. In February 20 I , the Virginia Commission approved a $2 18 
million revenue requirement, subject to true-up, fo r the rate year 
begi nni ng April I, 2018. It also establ ished a I 02% base ROE 
effective April I. 2018. 
The Virg inia Commtsston previously approved RiderW in 
conjunction with Warren County. ln February 2017, the Virgi nia 
Commission approved aS 121 million revenue requirement, subject 
to true-up, for the rate year beginning April I , 2017. It also 
established a I 0.4% ROE effective Apri l I , 20 17. 1n February 20 18, 
the Virginia Commission approved a $109 million revenue 
requirement, subject to true-up, for t11e rate year beginning April I, 
2018. It also established a I 0.2% ROE for Rider W effective April I , 
2018. 
The Virginia Commission previously approved Rider R in 
conjunction with Bear Garden. In February 2017, the Virginia 
Commission approved a $72 million revenue requirement, subjccl 
to true-up, for the rate year beginning April I , 2017. It also 
established a 10.4% ROE effective April I , 20 17. 1n February 20 18, 
the Virginia Co mmission approved a $66 mill ion revenue 
requirement, subject to true-up, for the rate year beginning April I , 

· 2018. It also established a I 0.2% ROE for Rider R effective April I, 
2018. 
The Virginia Commission prev iously approved Rider B in 
conjunction with the conversion of three power stations to biomass. 
In February 20 17, the Virginia Commission approved a $27 mi Ilion 
revenue requi rement for the rate year beginning April I, 20 17. It 
also established an 11.4% ROE effective Apri l I, 2017. In June 
2017, Virginia Power proposed a S42 million revenue requirement 
for the rate year beginning Apri l I, 201 8, which represents a 
S 15 million increase over the previous year. This case is pending. 
The Virginia Commtssion previously approved Rider U in 
conjunclion with cost recovery to move certain electric distribution 
faci lities underground as authorized by prior Vi rginia legislation. In 
September2017.the Virginia Commission approved a total 
$22 mi ll ion annual revenue requirement effecuve October I, 2017, 
using a 9.4% ROE, and a total capital investment of$40 million for 
second phase conversions. 
The Virgi nia Commission previously approved Riders C IA and 
C2A in connection with cost recovety for DSM programs. In June 
2017, the Virginia Commission approved a $28 million revenue 
requirement, subject to true-up, for the rate year beginning July I , 
20 I 7. It also established a 9.4% ROE for Riders CIA and C2A 
effective Ju ly I, 2017. In October 2017, Virginia Power requested 
approval to extend one existing energy efficiency program fo r five 
years with a new $25 million cost cap, and proposed a total 
$31 million revenue requirement for the rate year beginning July I , 
2018, which represents a $3 million increase over the previous year. 
l11is case is pending. 
The Virginia Commisston previously approved Rider B\V in 
conj unction \\~th Brunswick County. In April 2017, the Virgin ia 
Commission established a I 0.4% ROE for Rider B\V effective 
September I, 20 I 7. In June 20 I 7, it approved a 

S 127 million revenue requirement, subject to true-up. for the rate year 
begmnmg September I, 2017. In October 2017, Virginia Power 
proposed a $ 132 million revenue requirement for the rate year 
beg inning Seplembcr I, 2018, which represents a $5 million increase 
over the previous year. This case is pending. 
The Virginia Commission previously approved Rider US-2 m 
conjunction with the Scott Solar, Whitehouse, and Woodland solar 
facilities. In April2017, the Virginia Commission established a 9.4% 
ROE for Rider US-2 effective September I, 20 17. In June 20 I 7, the 
Vtrgin ia Commission approved aS I 0 mi Il ion revenue requirement, 
subject to t rue-up, for the rate year beginning September I, 20 17. In 
October20 17, Virginia Power proposed a $15 million revenue 
requtrement for the rate year beginnmg September I, 2018, "htch 
represents a $5 million increase over the previous year. This case is 
pending. 
The Virginia Commission previously approved RiderGV in 
conjunction with Grecnsville County. ln Februaty 20 17, the Virg inia 
Commission approved an $82 million revenue requirement, subject to 
true-up, for the rate year beginning April I, 20 17. It also established a 
9.4% ROE effecti ve April I, 2017. In February 2018, the Virginia 
Commission approved an $82 million revenue requirement, subject to 
true-up, fo r the rate year beginning April I, 20 18. It also established a 
9.2% ROE effecti ve April I, 20 I . 

Electric Transmission Projects 
ln 'ovember 2013, the Virginia Commission issued an order grantmg 
Virginia Power a CPCN to construct approximately 7 miles of new 
overhead 500 kV transmission line from the existing Suny switchmg 
station 111 Surry County to a new Skiffes Creek switching station in James 
City County, and approximately 20 miles of new 230 kV transmission 
line in James City County, York County, and the City of cwpolt News 
from the proposed new Skiffes Creek switching station to Virginia 
Power's existing Whealton substation in the City of Hampton. As of July 
2017, Virginia Power has received all major required permits and 
approvals and is proceeding wit11 construction of the project. In 
connection with the receipt of the permit from the U.S. Army Corps of 
Engineers in July 20 17, Virginia Power was requ ired to make payments 
totaling approx imately $90 million to fund improvements to historical 
and cultural resources near the project. Accordingly, mJuly 2017, 
Virginia Power recorded an increase to propeny, plant and equipment and 
a corresponding liability for these payment ob ligations. Through 
December 31,2017, Virginia Power had made $90 million of such 
payments. Also in July 2017, the ational Parks Conservation 
Association fil ed a lawsuit in U.S. Di strict Court for the D.C. Circuit 
seeking to set aside the permit granted by the U.S. Am1y Corps of 
Eng1neers fonhe project and requested a preliminary injunction against 
the permit. In August 2017, the ational Trust for Historic Preservauon 
and Preservation Virginia filed a similar lawsuit in U .. Distnct Court for 
the D.C. Circuit. In October2017, the prel iminary injunction requests 
were denied. These lawsuits arc pending. 

ln November 20 15, Virginia Power filed an application with the 
Virginia Commission for a CPC to convert an existing transmission line 
to 230 kV m Prince William County, Virginia, and Loudoun County, 
Virginia, and to construct and operate a new 
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approximately five mile overhead 230 kV double circuit transmission 
line between a tap point near the Gainesville substation and a new 
to-be-<:onstmcted Haymarket substation. The total estimated cost of the 
project is approximately $55 million. In April 2017,the Virginia 
Commission issued an interim order instruct ing Virgi nia Power to 
construct a nd operate the project along an approved route if Virginia 
Power could obtain all necessary rights-of-way. Otherwise, the Virginia 
Commissio n ruled that Virginia Power can construct and operate the 
project along an approved alternat ive route. lt1 June 20 17. the Virg inia 
Commission issued a fina l order approving the alternative route for the 
project, and granted the necessary CPC . In July 2017, the Virginia 
Commission retained jurisdiction overthe case to evaluate two requests 
to reconsider its decisions. Also in July 20 17, Virgmia Power requested 
that the Virginia Comm1ssion stay the proceeding while Virginia Power 
discusses the proposed route with leaders of Prince William County. In 
December 20 17, the Virginia Commission granted in pan the two 
motions for reconsideration, retained jurisdiction for fun her proceedings 
in the case and stayed the effectiveness of its final order. This matter IS 

pending. 
In ovember 20 15, Virgmia Power filed an application with the 

Virginia Commission for a CPCN to construct and operate in multiple 
Virginia counties an approximately 38 mile overhead 230 kV 
transmission line between the Remmgton and Gordonsv1lle substauons, 
along with associated facilities. in August 2017, the Virginia 
Commission granted a CPC for the project. The total estimated cost of 
the project is approxi mately S I 05 million. 

In March 2016, Virginia Power fil ed an application with the Virginia 
Conunission fora CPC to rebuild and operate in multiple Virgin ia 
counties approximately 33 miles of the ex isting 500 kV transmi ssion 
line between the Cunningham switchi ng station and the Dooms 
substation, along with associated station work. ln May 20 17, the 
Virgin ia Commission granted a CPCN to construct and operate the 
project. The total estimated cost of the project is approximately 
$60 million. 

In August 2016, Virginia Power filed an applicauon with the Virginia 
Commission for a CPC to rebuild and operate in multiple Virginia 
counues approximately 28 miles of the existing 500 kV transmission 
line between the Carson switching station and a tennmus located near 
the Rogers Road switehmg station under construction in Greensville 
County, Virginia, along with associated work at the Carson swi tching 
station. in March 20 17, the Virginia Commission granted a CPCN to 
construct and operate the project. The total estimated cost of the project 
is approximately $55 million. 

In January 20 17, Virginia Power tiled an application with the Virg inia 
Commission for a C PC to rebuild and rearrange its Idyl wood 
substation in Fairfax County, Virginia. In September 2017, the Virgin ia 
Commission granted a CPC for the project. The total estimated cost of 
the project is approximately S 11 0 million. 

In June 20 17, Vi rginia Power tiled an application with the Virginia 
Commission fo ra CPC to rebuild and operate in Prince William 
County, Virginia, approximately 9 miles of existing 11 5 kV 
transmission lines between Possum Point Switching Station and 

OVEC's Smoketown delivery point, utilizing 230 kV design on the 
majority o f the route, for total est imated cost of approximately 
$20 mill ion. In February 20 18, the Virgin ia Commission granted a 
CPC for the project. 
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ln September 201 7, Virgima Power filed an application with the 
Virginia Commission for a CPC to rebuild and opcmte in Augusta 
Cou nty, Virginia approximately 18 miles o f the ex isting 500 kV 
transmission line between the Dooms substation and the Valley 
substation , along with associated substation work, for a total estimated 
cost of approximately S65 million. This case is pending. 

In ovember 20 17, Virginia Power filed an applicat ion with the 
Vi rginia Commission fora CPC to build and operate in Fairfax County, 
Virginia approximately 4 miles o f230 kV transmission line between the 
Idyl wood and Tysons substations, along with associated substation work. 
The total estimated cost of the project is approximately S 125 million. 
Th1s case is pending. 

ln February 2016, Virg in ia Power filed an appl ication with the Vtrginia 
Commission for a CPC to rebuild and o perate in Lancaster County, 
Virginia and Middlesex County, Virginia and across the Rappahannock 
Ri ver, approx imately 2 miles of existing I 15 kV tran smi ssion lines 
between llannony Village Substation and White Stone Substat ion. In 
December 201 7, the Virginia Commission granted a CPC for the project 
to be constructed under the Rappahannock Ri ver. The to tal est imated 
cost of the project is approximately $85 million. 

"-orrh Anna 
Virginia Power is considering the construction of a thml nuclear unit at a 
site located at North Arma nuclear power station. If Virginia Power 
decides to build a new un it, it would requ ire a COL from the NRC, 
approval of the Virginia Comrrussion and cenain environmental pem1its 
and other approvals. In June 20 I 7, the NRC issued the COL. Virginia 
Power has not yer conunitted to building a new nuclear unit at Nonh 
Anna nuclear power station. 

Requests by BREDL for a contested NRC heari ng on Virginia Power's 
COL application were dismissed , and in September 20 16, the U.S. Coun 
of Appeals for the D.C. Circuit dismissed with prejudice petitions for 
judicial review that BREDL and other organintions had filed 
challenging the NRC 's reliance on a rule generically assessing the 
environmental impacts of continued onsite s torage of spent nuclear fue l 
in vanous licensing proceedings, including Virginia Power's COL 
proceed mg. This dismissal followed the Coun 's June 2016 decisiOn in 

ew York ' . RC, upholdi ng the RC's continued storage rule and 
August 2016 denial of requests for rehearing en bane. Therefore, the 
contested ponion of the COL proceeding was closed. The fRC is 
required to conduct a hearing in all COL proceedings. This mandatory 

RC hearing was held in March 20 17, was uncontested and the result ing 
NRC decision authorized issuance of the COL. 

ln Aug ust 20 16, Virginia Power received a 60-day notice of intent to 
sue from the Sierra Club alleging Endangered Species Act violatio ns. The 
notice alleges that the U.S. Anny Corps o f Engineers fai led to conduct 
adequate environmental and consultation reviews, related to a potential 
third nuclear unit located at Nonh Anna, plior to issuing a C\VA section 
404 permit to Virginia Power in September2011. No lawsuit was fil ed 
and in ovcmber 20 16. the Anny Corps of Eng ineers suspended the 
secuon 404 pennit while it gathered additional in fonnation. The section 
404 permit was reinstated in April 20 17. 

NORTII CAROLINA REGUl..o\TION 
In August 20 17, Virginia Power submined its annual tiling to the onh 
Caro lina Commission to adjust the fuel component of its 
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electric rates. Virginia Power proposed a totalS 15 million increase to 
the fuel component of its electric rates for the rate year beginning 
January I , 2018. ln January 2018, the North Carolina Commission 
approved Virginia Power's proposed fuel charge adjustment. 

OH IO R£G UL.ATIO" 
PIR Program 
~ 2~08,. East Ohio began PlR, aimed at replacing approximately 25% of 
1ts p1peltne system. In March 2015, East Ohio fi led an application with 
the Ohio ~~mmission requesting approval to extend the PLR program 
for an add111onal five years and to increase the annual capital 
investment, with corresponding increases in the annual rate-increase 
caps. Ln Sep tember 2016, the Ohio Commission approved a stipulation 
filed jointly by East Ohio and the Staff of the Ohio Commission to settle 
East Ohio's pending applicat ion. As requested, the PIR program and 
associated cost recovery will continue for another five-year term, 
calendar years 2017 through 2021, and East Ohio will be pem1itted to 
increase its annual capital expenditures to $200 million by 2018 and 
3% per year thereafter subject to the cost recovery rate increase caps 
proposed by East Ohio. 

ln Apri I 20 I 7, the Ohio Commission approved East Ohio's 
application to adjust the PIR cost recovery rates for 2016 costs. TI1c 
filing reflects gross plant investment for 2016 ofS 188 million, 
cumulative gross plant investment of$ 1.2 billion and a revenue 
requirement of$ 157 million. 

AMR Program 
In 2007, East Ohio began installing automated meter reading 
technology for its 1.2 million customers in Ohio. The A.MR program 
approved by the Ohio Commission was completed in 2012. Altho ugh 
no further capital investment wi ll be added, East Ohio is approved to 
recover depreciation, property taxes, cany ing charges and a retum un til 
East Ohio has another rate case. 

ln April 20 17, the Ohio Conunission approved East Ohio's 
application to adjust its AMR cost recovery rate for 2016 costs. The 
filing reflects a revenue requirement of approximately $6 million. 

PIPP Plus Program 
Under the Ohio PIPP Plus Program, eligible customers can make reduced 
payments based on their ability to pay their bill. The difference between 
the customer's total bill and the PIPP amount is deferred and collected 
under the PIPP Rider in accordance with the rules of the Ohio 
Conunission. In July 2017, East Ohio 's annual update of the PIPP Rider 
was automatical ly approved by the Ohio Commission after a 45-day 
waiting period from the date of the fil ing. The revised rider rate reflects 
the recovery over the twelve-month period fro m July 2017 through June 
20 18 of projected deferred program costs of approximately S 19 million 
fi'om April 2017 through June 20 18, net of a refund for over-recovery o f 
accumu lated arrearages of approximately $20 million as of March 3 I, 
20 17. 

VEX Rider 
East Ohio has approval for a UEX Rider through which it recovers the 
bad debt expense of most customers not participating in the PIPP Plus 
Program. The UEX Rider is adjusted annually to achieve dollar for 
dollar recovery of East Ohio's actual write-{)ffs of uncollectible 
amoun ts. In September 20 17, the Ohio Commission approved East 
Ohio's application requesting approval of its 

UEX Riderto reflect a refund of O\er-recovcred accumulated bad debt 
expense of approximately S 12 m1lhon as of March 31 20 17 and 
recovery of prospect ive net bad debt expense projected to to'tal 
approximately $22 million for the twelve-month period from April 20 17 
to March 2018. 

Ohio Legislation 
ln March 2017, the Governor of Ohio signed legislatton mto law that 
allows utilities to file an application to recover infrastructure 
development costs associated with economic development projects. The 
new cost recovery provision allows for projects totaling up to $22 million 
for East Ohio subject to Ohio Commission approval. 

DSMRider 
East Ohio has approval for a DSM rider through which it recovers 
expenditures related to its DSM programs. In December 2017, East Ohio 
filed an application with the Ohio Commission seeking approval of an 
adjustment to the DSM ridcrto rceovera total of$5 million, which 
includes an under-recovery of costs during the preceding 12-month 
period. This application is pending. 

W EST I RGINIA REGUI..<\110'\ 
In October 2017, the West Virgmia Commiss1on approved Hope's 
application for new PREP customer rates, for the year beginnmg 

ovember I, 20 17, that prov1de for projected revenue ofS4 mill ion 
related to capital investments of$21 million, $27 million and 
S31 million for2016,2017 and 2018,respectively. 

TAll ANO WYOt\ll 'G REGULA110 
In October20 17, Questar Gas submitted fili ngs with both the Utah 
Commission and the Wyoming Commission fo r an approximately 
$25 mil lion gas cost increase reflecting forecasted increases in 
commodity and tran sportation costs. The Utah Commission and the 
Wyoming Commission both approved the fil ings in October 201 7 with 
rates e trective ovember 2017. 

FERC-G 
Cove Point 
In 'ovember 2016, pursuant to the temlS of a previous selllemen t, Cove 
Pomt fi led a general rate case for its FERC-jurisdictional services, with 23 
proposed rates to be eftective January I, 2017. Cove Pomt proposed an 
annual cost-{)t:service of approximately S 140 million. ln December 20 16, 
FERC accepted a January I , 20 17 eftective date for all proposed rates but 
five which were suspended to be effective June I, 2017. Underthe temlS 
ofthe settlement agreement filed by Cove Point in August2017 and 
approved by FERC in November 20 17, Cove Point's rates effective 
October 2017 result in decreases to annual revenues and depreciation 
expense of approximately $18 million and $3 mill ion, rc pcctively, 
compared to the rates in eftcctthrough December 20 16. 

DETI 
In September 2017, DETI submitted its annual transportation cost rate 
adjustment to FERC requesting approval to recover 39 million. Also in 
September20 17, DETI submitted its annual electric power cost 
adjustment to FERC requesting approval to recover $6 million. In 
October 20 17, FERC approved these adjustments. 
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Non: 14. ASSET R ETiREMENT OBLIGATIONS 

AROs represen t obligations tha t result rrom laws, statutes, contrac ts and 
regulations re lated to the eventual ret irement of certain of the 
Companies' lo ng-lived assets. Domin ion Energy's and Virgi nia Power's 
AROs a re ptimmi ly associ ated wi th the decommission ing o fthe ir 
nuc lear generation faci lities and ash po nd and land fill c losures. 
Dom inion Energy Gas' AROs primati ly inc lude plugging and 
abandonment o f gas and o i l we l ls a nd the inte rim ret irement of natura l 
gas gathering, transmission. d istribution and storage pi peline 
components. 

The Co mpani es have also identi fi ed , but not recognized, AROs 
related to the re tirement o fDominion Energy's L G faci li ty, Dominion 
Energy's and Domi nion Energy Gas' s torage wells in thei r u nderground 
nat ural gas storage network, certain Virg inia Power e lectric transmission 
and d istribution assets loca ted o n property with easements, rights of 
way, franch ises and lease agreements, Vi rgin ia Power's hydroelectric 
gene ral ion faci l ities and the abatement o f certain asbestos not expected 
to be disturbed in Domin ion Energy's and Virgin ia Power's gene rat ion 
facili ties. The C ompanies cu rrent ly do no t have sufficient in fo rmalio n 
to estimate a reasonable range o f expected re lirement dates for any o f 
lhese assets s ince t he economic lives o f these asse ts can be extended 
indefin ilely through regular repair and ma intenance and t hey cutTently 
have no plans to re tire or d ispose o f any of these assels. As a res ull, a 
sett lement date is not de tem1inable for these assets and A ROs fo r these 
assets wil l no t be re flected in t he Conso lidated Financia l Statements 
until sufficient infonnation becomes avai lab le to determi ne a reasonab le 
estimate o f the fair value o f the activities 10 be pe rfo rmed. The 
Companies continue to monitor operat ional and strategic developments 
to identifY if su fficient in fom1atio n exists to reasonably estimate a 
retirement date for these assets. The changes to A.ROs during 2016 and 
201 7 were as fo llows: 

(mllliGnS) 
Dominion Energy 

AROs at December 31, 2015 
Obfigations incurred d uring the period(1) 
Obr19ations settled during the period 
Revisions in estimated cash flows(2) 
Accretion 
AROs at December31 , 2016(3) 
Obr~gations incurred during the period 
ObNgations settled during the period 
Revisions In estimated cash flows 
Accretion 
AROs at December 31, 2017(3) 
Virginia Power 

AROs at December31. 2015 
Obligations incurred during the period 
Obligations settled during the period 
Revisions in estimated cash flows(2) 
Accretion 
AROs at December31 , 2016 
Obligations incurred during the period 
Obligations settled during the period 
Revisions in estimated cash flows 
Accretion 
AROs at December 31. 2017 
Dominion Energy Gas 
AROs at December 31, 2015 
Obligations incurred during the period 
Obligations settled during the period 
Accretion 
AROs at December 31. 2016(4) 
Obligations incurred during the period 
Obligations settled during the period 
Accretion 
AROs at December 31, 2017(4) 

138 

Am""" 

$2,103 
204 

(171) 
245 
104 

$2,485 
37 

(214) 
7 

117 
$2,432 

$1.247 
9 

(115) 
245 

57 
$1 ,443 

11 
(1 52) 

(1) 
64 

$1 ,365 

$ 149 
6 

(8) 
9 

s 156 
2 

(7) 
9 

$ 160 

(I) Plimari~v reflects AROs assumed in the Dominion Ene,gy Questar Combination. 
See Nore 3for further infonnatlon. 

(2) Primarilv rejlectsfutw·e ash pond and landfill closure costs at certain utih~v 
genei'Otion facilities. See Note 11 forfurther information. 

(3) Includes 5249 million and $163 million reponed in other current liabiluies at 
December J I, 20 16, and 1017. respecti1•ely. 

(4) Includes$ I 4 7 million and S I 46 million reported in other deferred credits and 
other liabilities, with the remainder recorded in other cun·entliabiliries. at 
DecemberJI, 2016 and 2017, respectil'ely. 

Dominio n Ene rgy and Virginia Power have estab lished !rusts dedicaled 
to fund ing the future decommissioning of their nuclear p lants. At 
December 31, 20 J 7 and 20 16, the aggrega te fa ir value of Dominion 
Energy's t rusts, cons ist ing primarily o f equity and debt secu ri t ies, to taled 
$5.1 bi llion and $4.5 billi on, respect ively. AI December 3 1, 20 17 and 
20 16, the aggregate fair value of Virg in ia Power's trusts, consisting 
prin13Jily of debt and cqu iry securi t ies, tota led $2.4 billio n and 
$2.1 bi ll ion, respec tively. 

NOTE 15. VARIABLE INTEREST ENTITIES 

The primary bene fi ciary of a VTE is requ ired to co nso lidate t he Vl E and to 
d isclose certain in formation about its significant variable in terests in the 
VTE. The primaty bene fi ciary o f a VlE is the entity t hat has bo th I) the 
power to di rect the ac tivities that most signi fi cantly impact the e ntity's 
economic pe rfo rmance and 2) t he obligat ion to absorb losses o r receive 
benefits from lhe entity that could po tentially be s igni fi cant to the VlE. 

DOMINION ENERGY 

At December 3 1, 20 I 7, Dominio n Energy owns the general partner, 
50.6% of the commo n and subordinated un its and 37.5% ofthe 
convert ible pre fe tTed in te rests in Dom inio n Ene rgy Midstream, which 
owns a preferred equ ity interest and the gene ral pa tt ner in terest in Cove 
Point. Addit ionally, Dominio n Energy owns the manager and 67% of the 
membership inte rest in certain merchant sola r fac il ities, as di scussed in 
Note 2. Domi ni on Ene rgy bas concluded thai these ent ities are VlEs due 
to the limiled pa11ners or members lacking the characterist ics of a 
con trolling fi nanc ial interest. In addit ion, in 20 16 Dominion Energy 
created a wholly owned subsidi ary, SBL Ho ldco , as a holding com pany of 
its interest in the VlE merchant solar fac ililies and accord ingly SBL 
Holdco is a VIE. Dominion Energy is t he pti mary beneficiaty o f 
Dom inio n Energy M idstream, SBL Holdco and t he merchant sola r 
facilities, and Dominion Energy Midstream is the primary benefi c iary o f 
Cove Point, as they have the power to d irect the activ ities that most 
signi ficant ly impact the ir econom ic pe rfotmance as well a the ob ligation 
to absorb losses and benefit s wh ich could be sig ni fican t to them. 
Dominion Ene rgy's securi lies due within one yea r and long-term debt 
include $30 mill ion and $332 million, respectively, of debt issued in 
20 16 by SBL Ho ld co net o f issuance costs that is nonrecourse to 
Dominion Ene rgy and is secured by SBL Hold co's interest in the 
merchant solar facilities. 

Domin ion Energy owns a 48% members hip in terest in Atlant ic Coast 
Pipeline. See Note 9 fo r more deta ils regarding the nature of this entity. 
Dom inion Ene rgy conc luded lhal Atlantic Coasl Pipeline is a VIE 
because it has in suffi cient equ ity to fi nance its act ivities wi thoul 
addi ti onal subordina ted fi nan cial support. Do mi nion Energy has 
concluded lhat it is no t the pri mary beneficia ty o f Atlantic Coast Pipeline 
as it does no t have the power to d irect the activities of At lantic Coast 
Pipeline that mosl signi fi cantly impact its economic perfom1ance, as the 
power to direct 
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is shared among muluple unrelated parties. Dominion Energy is 
obligated to provide capital contributions based on its ownership 
percentage. Dominion Energy's maximum exposure to loss is limited to 
its current and future investment as well as any obligations under a 
guarantee provided. ee ate 22 fo r more information. 

DOMINION ENERGY AND VIRGINIA POWER 
Dominion Energy's and Virginia Power's nuclear decommiSSIOning trust 
funds and Dominion Energy's rabbi trusts bold investments in limited 
partnerships or similar type entities (see Note 9 for further details). 
Dominion Energy and Virginia Power concluded that these pa1t nership 
investments are VIEs due to the limited partners lacking the 
characteristics of a controlling financial interest. Dominion Energy and 
Virginia Power have concluded neither is the primary beneficiary as 
they do not have the power to direct the activities that most 
ignificantly impact tl1ese VTEs' economic performance. Dominion 

Energy and Virginia Power are obligated to provide capital 
contri butions to the partnerships as required by each partnership 
agreement based on their ownership percentages. Dominion Energy and 
Virginia Power's maximum exposure to loss is limited to their current 
and future investments. 

DOMINION ENERGY AND DOMINION ENERGY G AS 
Dominion Energy previously concluded that Iroquois was a VlE 
because a non-affiliated Iroquois equity holder had the abi lity during a 
limited period of time to transfer itS ownership interestS to another 
Iroquois equity holder or 1ts affiliate. At the end of the first quaner 2016, 
such right no longer existed and, as a result, Dominion Energy 
concluded that Iroquois IS no longer a VIE. 

V IRGINIA POWER 
Virginia Power had long-tenn power and capacity contracts wi th li ve 
non-util ity generators, wh1ch con tain certain variable pricing 
mechanisms in the fonn of partial fuel reimbursement that Virginia 
Power considers to be van able interests. ContractS with two of these 
non-utility generators exp1red during 2015 and two additional contracts 
expired during 2017, leaving a remaining aggregate summer generation 
capacity of approximately 2 18 MW. After an evaluation of the 
infonnation provided by these entities, Virgin ia Power was unable to 
determine whether they were VIEs. However, the information they 
provided, as well as Virginia Power's knowledge of generation faci lities 
in Virginia, enabled Virgania Power to conclude that, if they were VIEs, 
it would not be the primary beneficiary. This conclusion refiects 
Virginia Power's detem1ination that its variable interests do not convey 
the power to direct the most significant activities that impact the 
economic performance of the remaining entity during the remaining 
temJS ofVirginia Power"s contract and for the years the ent1ty is 
expected to operate after itS contractual relationship expires. The 
remaining con araet expires in 2021. Virginia Power is not subject to any 
risk of loss fi"om this potential VIE other th an its remaining purchase 
commitments which totaled $200 mill ion as of December 31,2017. 
Virginia Power paid $86 million, $1 44 mill ion , and $200 million for 
electric capaci ty and $24 million, $3 1 mill ion, and S83 million for 
electric energy to these entities for the years ended December 3 1, 20 17, 
2016 and 2015, respectively. 

DOMINION ENERGY GAS 
DETI has been engaged to oversee the constn1ction of, and to 
subsequently operate and maintain , the projects undertaken by 

Atlantic Coast Pipeline based on the overall direction and oversight of 
AtlantiC Coast Pipeline's members. An atll liate ofDETI holds a 
membership interest in Atlantic Coast Pipeline, therefore DETI is 
cons1dered to have a variable interest in Atlant ic Coast Pipel1ne. The 
members of Atlantic Coast Pipeline hold the power to direct the 
construction, operations and mamtenance activities of the entity. DETI 
has concluded it is not the primary beneficiary of Atlantic Coast Pipeline 
as 11 does not have the power to direct the activities of Atlantic Coast 
Pipeline that most significantly impact its economic performance. DETI 
has no obl igation to absorb any losses of the VIE. Sec Note 24 fo r 
infonnation about associated related party receivable balances. 

VIRGINIA POWER AND DOMINION ENERGY GAS 
Virgmia Power and Dominion Energy Gas purchased shared services from 
DES, an affiliated VIE. of$340 m1llion and S 126 million, $346 mill1on 
and S 123 million. and $318 million and S 115 million for the years ended 
December 31,2017,2016 and 2015, respectively. Virginia Power and 
Dominion Energy Gas determined that neither is the primary beneficiary 
of DES as neither has both the power to direct the activities that most 
significantly impact its economic perfom1ance as well as the obligation to 
absorb losses and benefits which could be significant to it DES provides 
accounting, legal, finance and certain administrative and technical 
serv1ces to all Dominion Energy subsidiaries, including V1rginia Power 
and Dominion Energy Gas. Virgmia Power and Dominion Energy Gas 
have no obligation to absorb more than thei r allocated shares of DES 
costs. 

NOTE 16. S IWRT-TERM D EBT A• D C REDIT AGREE 1ENT 

The Companies use sho1t-tem1 debt to fund working capital requirements 
and as a bridge to long-tenn debt financings. 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. Dommion Energy utilizes ca hand letters of 
credit to fund collateral requirements. Collateral requirementS are 
impacted by commodity prices, hedging levels, Dominion Energy's credi t 
ratings and the credit quality of its counterparties. 

DOMINION ENERGY 
Connnercial paper and letters of credit outstanding, as well as capacity 
available under credit facilities, were as fo llows: 

0..0...-drg OUslanclrg Faahty 
Faality Canmora,. ~d Copocity 

Um•t Piii)S(21 Crectt Aval~e 

(rtPICft} 

At December 31, 2017 
J010t revolvilg credrt facility( I) $5,000 $3,298 $ - $1,702 
Joint revolving credrt faci~(t) 500 76 424 

Total $5,500 $3,298 $76 $2,126 
At December 31 , 2016 
Joint revolving credrt facility( I l $5,000 $3,155 s- $1,845 
Joant revolvi~ cred~ faci~(t) 500 85 415 

Total $5,500 $3,155 $85 $2,260 
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{/)These credit facilities maturt! in April 2020 and can b~ used to support bank 
borrowings and the issuance of commercial paper, as Y.'e/1 as to suppm1 up to a 
combined $1.0 billion oflellel~ of credit. 

(l) nu~ weighted-average interest rates of the ouzsumdi11g commercial paper 
supported by Dominion Energy's credit facilities were 1.61% and 1.05% at 
December 31, 2017 and 1016, respecti1•elv. 

Questar Gas' shon-tenn financing is supponed thro ugh its access as 
co-borrower to the two joint revolving credit facilities discussed above 
with Dominion Energy. Virginia Power and Dominion Energy Gas. At 
December 3 I , 20 17, the aggregate sub-li mit for Questar Gas was 
$250 mill ion. In December 2016, Questar Gas entered into a co mmercial 
paper program pursuant to which it began accessing the commercial 
paper markets. 

Dominion Energy has indicated its intention to replace the exist ing 
two joint revolving credit facilities with a $6.0 billion joint revolving 
credit faci lity in the first quanerof20 I 8. Tenns and covenants of the 
new credit fac il ity are expected to be similar to the existing credi t 
facili ties, including that Virgin ia Power, Dominion Energy Gas and 
QuestarGas wi ll remain as co-borrowers, except that the maturity wi ll be 
in five years and the maximum allowed tota l debt to total capital rat io, 
with respect to Domin ion Energy only, wi ll be increased from 65% to 
67.5%. In February 2018, Virginia Power, as co-borrower, filed with the 
Virginia Commission fo r approval. 

In addition to the credit facilities mentioned above, SBL Holdco has 
$30 million of credit facilities which have an original stated maturity 
date of December 20 I 7 with au to matic o ne-year renewals through th e 
maturity of the SBL Holdco tenn loan agreement in 2023. Dominion 
Solar Projects III, Inc. bas $25 million of credit facil ities which have an 
original stated maturity date ofMay 20 I 8 with automatic one-year 
renewals through the maturi ty of the Dominion Solar Projects Ill , Inc. 
tenn loan agreement in 2024. At December 3 I , 20 17. no amounts were 
outstanding undereither of these faci lities. 

In February 20 18, Dominion Energy borrowed $950 million under a 
364-Day Tenn Loan Agreement that bears interest at a variable rate. [n 
addit ion, the agreement contains a max imum allowed total debt to total 
capital ratio of67.5%. 

VIRGINIA POWER 
Virginia Power's short-te m1 financing is supponed through its access as 
co-borrower to the two joint revolving cred it faci lities. These credi t 
faci lities can be used for working capital, as suppon fo r the combined 
commercial paper programs o f the Companies and forolher general 
corporate purposes. 

Virginia Power's share of commercial paper and lerters of cred it 
outstanding under its joint credit fac ilit ies with Dominion Energy, 
Dominion Energy Gas and Questar Gas were as follows: 

~lird'll ~lirdflj 
Faolay Canm«aal L.eoars d 
L.km111l ~~ Crocil 

(millions) 

At December 31, 2017 
Joint revolving cred~ fac~(1) $5,000 $542 $-
Joint revolving credn facij~(1) 500 
Total $5,500 $542 $-
At December 31,2016 
Joint revolving credn faciity(1) $5,000 s 65 $-
Joint revolving credn fac~il)!(1l 500 1 
Total $5,500 $ 65 $ 1 

•~o 

(I) The full amount ofthefacilities is a1•ailab/e to Virginia Pouer. less any amounts 
outstanding 10 co-borrowers Dominwn Energy. Dommion Energy Ga$ and 
Quesrar Gas. Sub-limits for Virginia Power are set with in thefaci/uy limit but can 
be changed a/the option of the Companies multiple limes per year. At 
December 31, 20Jl. the sub-hmufor Vtrgmta Power was art aggregate 
S/.5 b1lliort. If Virguua Po~<er has ltqu1dlly needs irt excess of us sub-limit, the 
sub-limit may be changed or such needs may be satisfied through short-tem1 
intercompany bOITOl-.'ingsfrom Domirrion Energy. These facilities mature i11 April 
2020 artd cart be used to support bank borrowings and the i.rsuance of commercial 
paper, as well as to support up to $2.0 billiort (or the sub-limit, whichever is less) 
of Ieite~ of credil. 

(2) The weighted-average interest rates of the outstanding commercial paper 
support~d by these credufaciltties ""reI 65°o and 0 91°o at December 3/, 2017 
and 2016. respective{v. 

In addition to the credit facility commi tments mentioned above, 
Virginia Power also has aS I 00 million credit facility wi th a maturi ty date 
o f April 2020. As of December 3 I , 20 I 7, this facility suppon s 
$ I 00 million ofcena in variable rate tax-exempt financ ings o f Virginia 
Power. In February 20 I 8, Virginia Power provided notice to redeem all 
S I 00 mill ion of outstanding variable rate tax-exempt financings 
supported by this cred it facility. 

DOMINION ENERGY GAS 
Dominion Energy Gas' shon-tenn financing is supported by irs access as 
co-borrower to the two joint revolving credit facilities. These credit 
facilities can be used for working capital, as supp011 for the combined 
commercial paper programs of the Companies and for other general 
corporate purposes. 

Dominion Ene rgy Gas' share of comme rcial paper and leHers of credit 
outstanding under its joint credit fac ilities with Domin ion Energy, 
Virgin ia Power and Questar Gas were as fo llows: 

ClLCs:lrdrg ~:.rdng 
Feal.ty C(mm~oa lene"s d 
Umlt(1) ~) Credi t 

(miiKnS) 

At December 31, 2017 
Joot revolving cred~ facif'rty(1 ) $1 ,000 $629 $-
Joint revolvinlj cred~ facil~(1) 500 
Total $1 ,500 $629 $-
AI December 31,2016 
Join! revolving cred~ facility(1) $1,000 $460 $-

Joint revolvin!l credit facil~(1) 500 
Total $1 ,500 $460 $ 

(l)A maximum of a combined S/ .5 billton ofthefacilitiesisavaliable to Dominion 
Energy Gas, assuming adequate capacity is availoble after gtviug effect to uses by 
co-borrowers Dominio 11 Energy. Virginia Po \o.'erand QuestarGas. Sub-limits f or 
Domimou Energy Gas are set n1tftin tht faciliry limit but can be changed at the 
option of the Companies multiple times per year. At December 3 I. 1017. the 
sub· limit for Dominion Energy Gas 1\YIS a11 aggregme $750 million. If Dominion 
Energy Gas has liquidiry need>'" excess of its sub-limit, the sub-limit may be 
changed or such needs may be satisfied through short-term intercompany 
borrowmgsfrom Domiltiou En<'rgy ntese creditfaciltties mature in April 2020 
and can be used to suppo11 bank borrowings and lhe issuance of commercial 
paper. as well as to support up to Sl 5 billion (or th~ sub-limit, whiche~•er is less) 
of leiters of credit. 

(2) The weighted-average interest rate of the outstanding commerl'lal paper supported 
by these credit facilities was 1.51%aud 1.00% at December 31, 2017 and 2016, 
re5pecuve~v. 
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NOTE 17. Lo G-TERM D EBT 

AI D«erbor 31, 

Cm.lloas.- porcor&ageo) 

Dominion Energy Gas Holdings, LLC: 
Unsecured Senior Notes: 

2.5% and 2.8%, due 2019 and 2020 
2.875% to 4.8%, due 2023 to 2044(2) 

Dominion Energy Gas Holdings, LLC total principal 
Unamortized discount and debt issuance costs 

Dominion Energy Gas Holdings, LLC totallong-tenn debt 
Virginia Elect ric and Power Company: 

Unsecured Senior Notes: 
1.2% to 7.25%, due 2017 to 2022 
2.75% to 8.875".4, due 2023 to 2047 

Tax-Exempt Financlllgs(3): 
Variable rates, due 2017 to 2027 
1.75% to 5.6%, due 2023 to 2041 

Virgin ia Electric and Power Company total principal 
Secur~ies due within one year 
Unamortized discount, premium and debt issuances costs, net 

Virginia Electric and Power Company totallong-tenn debt 
Dominion Energy, Inc.: 

Unsecured Senior Notes: 
Variable rates, due 2019 and 2020 
1.25% to 6.4%. due 2017 to 2022 
2.85% to 7.0%, due 2024 to 2044 

Tax-Exempt Financing, variable rate, due 204Wl 
Unsecured Junior Subordonated Notes: 

2.579% to 4.104%, due 2019 to 2021 
Payable to Affiiated Trust, 8.4% due 2031 

Enhanced Junior Subordinated Notes : 
5.25% and 5.75%, due 2054 and 2076 
Variable rates, due 2066 

Remarketable Subordinated Notes, 1.5% and 2.0%, due 2020 to 2024 
Unsecured Debentures and Senior Notes(S): 

6.8% and 6.875%, due 2026 and 2027 
Term Loan, variable rate, due 2017(6) 
Unsecured Senior and Med'-lm-Term Notes!6): 

5.31% to 6.85%, due 2017 and 2018 
2.98% to 7.20%, due 2024 to 2051 

Term Loans, variable rates, due 2023 and 2024(7) 
Tax-Exempt Financing, 1.55%, due 2033!8) 

Dominion Energy Midstream Partners, LP: 
Term Loan, variable rate, due 2019 
Unsecured Senior and Med'-lm-Term Notes, 5.83% and 6.48%, due 2018{9) 
Unsecured Senior Notes, 4.875%, due 2041(9) 

Dominion Energy Gas Holdings, LLC total principal (from above) 
Virginia Electric and Power Company total principal (from above) 
Dominion Energy, Inc. total principal 

Fair value hedge valuatoo(10) 
Securities due within one year(1 1) (12) 
Unamortized discount, premium and debt issuance costs, net 

Dominion Energy, Inc. total long-tenn debt 

2017 
Weighted--· Coupanf1) 

2.68°.4 
3.9o•;. 

3.92°.4 
4.53% 

1.27% 
2.25°.4 

4.17% 

1.99°.4 
2.95% 
4.72°/e 

3.08% 
8.4o•;. 

5.48°.4 
4 .15°.4 
2.00°.4 

6.81 °.4 

5 .72°.4 
4 .37% 
3.74% 
1.55% 

2.74°.4 
5.84% 
4.88°.4 

3 .44°.4 

2017 

$ 1,150 
2 ,450 
3,600 

(30) 
$ 3,570 

$ 1,950 
8,690 

100 
678 

$11 ,418 
(850) 

(72) 
$10,496 

$ 800 
5,800 
5,049 

2,100 
10 

1,485 
422 

1,400 

89 

120 
600 
638 

27 

300 
255 
180 

3,600 
11 ,418 

$34,293 

(22) 
(3,078) 

(245) 
$30,948 

2016 

s 1,150 
2,413 

$ 3,563 
(35) 

$ 3,528 

s 2,554 
7,190 

175 
678 

$10,597 
(678) 

(67) 

s 9 ,852 

$ 
5,750 
4 ,649 

75 

1,100 
10 

1,485 
422 

2,400 

89 
250 

135 
500 
405 

27 

300 
255 
180 

3.563 
10,597 

$32,192 
(1) 

(1,709) 
(251) 

$30,231 

{I) Represellrs weighred-avuug~ coupoll rates for debt oumandmg os of Decem her J I. 201 7. 
(1) A moun/ includcforrlgll currrncy remeasuremem adjusrm~nu_ 
(J) Thesejinancmgs reiD~ to cenam pollution control "qurpntent at l'irginia Poy,u's g~ntrallngfacibties. As of December 31. 2017, urram •·a noble rate tax-eumpt 

financings are supported by a SIOO millioll creditf aci/uy thattenninates in Apri11020 In February 1018. Vrrginia Pa\o't!r prorided 1101ice to redeem thru serru of 
variable rote tax-exemptfinancings with 011 aggregat~ outstanding principal ofS/00 mil/ron Thefinancings would other'K'isl' matul't! in 2024. 2026 and 2017 

(4) Represenrs •·anoh/e rote \fanachuyl/r Development Finan~e Agency Solid lta<te Dirpawl Rnenue Bands due in 1041 T?paul rn August 2017 
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Combined ores to Consolidated Financ ial tatements, Continued 

(5) Represents debt assumed by Donunwn Energy from the mergerofusfomJCr CVG suhs1dWI') 
(6) Represents debt obligations of Domm1011 Energy Questar or Questar Gas. See Note 3 for more mfomwtion. 
(7) Represents debt aswc1oted ""h SBL 1/o/dco and Domm1011 Solar ProJeCtS Ill. Inc. The debt IS nonrecourse to Domm1on Energy and If secured by SBL 1/o/dco 's a 11d 

Dorninio11 Solar ProjeCIS 111, I11 C. 's i11terest ill certain merr:ha11t solar facilities. 
(8) Represents debt obligations of a DGI subsidiary. 
(9) Rq>resents debt obligatiDns of Dominio11 Enugy Quutar P1pelme. See Note 3 for more mfonnauon 
(10) Represents 1/~e I'Oiuatlon ofcertamfOJr value hedges aSWCIOtcd with Domimon Energy'sfvud rate deb1 
{II) Excludes S250 mil/ian of Dominion Ene~gy Questar PipeliM 's seninr notes that matured 111 Fehroary 2018 .,Juch were repaid 11<ing proceeds from the January 10/8 

muance. through pnWite placement, afSIOO nul/ron of 3 53°.senior notes and S/50 m1lhon of 3 9/ 0 o senior notes that maiUre 111 2028 and 2038, re<pecllvel\· 
(I}) Includes S20 nul/ion of est1111ated mandatory prepaymentr due "'tlu11 011e year bared on estimated cosh flows m excess of debt serv1ce at SBL Hold co and Donuntnn Solar 

Projects Ill, Inc. 

Based on stated maturity dates raLher than early redemption dates thaL could be elected by instrument holders, the schedu led principal payments of 
long-tenn debt at December 31. 20 I 7, were as follows: 

2018 2019 2020 Xll1 2022 nw..,. .. Taaf 
{m._.- !!!!:~l 

Dominion Ene!]~ Gas $ $ 450 $ $ $ $ 2,450 $ 3,600 
Weighted-average Coupon 2.50% 3.90% 
Virginia Power 
Unsecured Senior Notes $ 850 $ 350 $ $ 750 $ 8,690 $10,640 
Tax-Exem~t Financinas 778 778 
Total $ 850 $ 350 $ $ 750 $ 9,468 $11 ,418 
Weighted-average Coupon 4.17'.4 5.00°.4 3.15".4 4.33".4 
Dominion Energy 
Term Loans(l) $ 36 $ 336 $ 35 $ 35 $ 34 $ 462 $ 938 
Unsecured Senior Notes(2) 3,275 3,400 1,000 900 1,500 17,058 27,133 
Tax-Exempt Financings 805 805 
Unsecured Junior Subordnated Notes Payable to Affiated Trusts 10 10 
Unsecured Junior Subordnated Notes 550 1,000 550 2,100 
Enhanced Junior Subordlllated Notes 1,907 1,907 
Remarketable Subordltlated Notes 700 700 1,400 
Total $3,311 $4,286 $2,035 $2,185 $1 ,534 $20,942 $34,293 
We!!Jhted-average Cou22n 3.62".4 2.89% 2.58".4 3.12% 2.97% 4.38"k 

(I) Excludes mandatory prepayments associated with SBL Hold co and Dominion Solar Projects Ill. Inc baud on cash flowt 111 acess of debt sen•iu. At December 3 I, 2017. 
S20 mi111on of estimated mandator)' prepayments due "'1/hm one year'""" included m securities due ..,;thm one year 111 Domm1on Energy's Consolidated Balonu Sheets. 

(1) In February 10/8, $250 m11lton of Dominion Energy Questor P1pelme's senior noter were IY!pard urmg proceed, from the Janua!Jl0/8 ISSuance, through pnrate 
placements, of!/00 nulhon of 3 53% senior notes and S/50 mil/Jon of 3.91%senior noter that mature in 1018 and 2038 resptctn·ely As a result, ot December .ll. 1017, 
S150 million ,...,, 1ncluded 111 /ong-temr debtm the Conrolldatl'd Ballma Shuts 

The Companies short-tcnn credit facilities and long-tem1 debt 
agreements contain cusLomary covenants and default provisions. As of 
December 31 ,2017, Lhere were no events of default under these 
covenants. 

Enhanced Junior Subordinated Notes 
In June 2006 and September 2006, Dominion Energy issued 
$300 mill ion of June 2006 hybrids and $500 mi ll ion ofSeptember2006 
hybrids, respect ively. Beginning June 30, 20 16, the June 2006 hybrids 
bear interest at three-month LffiOR plus 2.825%, reset quarterly. 
Previously, interest was fixed at 7.5% per year. The September 2006 
hybrids bear interest at the three-month LIBOR plus 2.3%, reset 
quarterly. 

In October 20 14, Dominion Energy issued $685 millio n of October 
20 14 hybrids that will bear interest at 5.75% per year until October I , 
2024. Thereafter, they will bear interest at the three-month LIBOR plus 
3.057%, reset quarterly. 

Domin ion Energy may defer interest pay ments on the hybrids on one 
or more occasions for up to I 0 consecuti ve years. If the interest 
payments o n the hybrids are deferred, Dominion Energy may not make 
distributions related to liS capital stock, including dividends, 
redemptions, repurchases, liquidation payments or 
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guarantee payments during the deferral period . Also. during Lhe deferral 
period, Dominion Energy may noL make any payments on or redeem or 
repurchase any debt securities Lhat are equal in right of payment with, or 
subordinated to, the hybri ds. 

Dominio n Energy executed RCCs in con nection with its issuance of 
the June 2006 hybrids and the September 2006 hybrids. Under the tenns 
of the RCCs, Dominion Energy covenants to and forthe benefit o f 
designated covered debtho lders, as may be desig nated from time to time, 
that Dominion Energy shall not redeem, repurchase, or defease all or any 
part of the hybrids, and shall not cause its majority owned subsidiaries to 
purchase a ll or any pa1t of the hybrids, on o r befo re their applicable RCC 
tem1ination date, unless, subject to certai n limitat ions, during the 180 
days prio r to such act ivity, Dominion Energy has received a specified 
amount of proceeds as set forth in the RCCs fi·om the sale o f qual i fying 
securities that have equity-like characterist ics that are the same as, or 
more equity-l ike than the applicable characteristics of the hybrids at that 
time, as more fully described in the RCCs. In September 20 I I , Dominion 
Energy amended the RCCs of the June 2006 hybrids and September 2006 
hybrids to expand Lhe measurement period for consideration of proceeds 
from the sale o f common stock issuances from 180 days to 365 days. The 
pro-
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ceeds Domini on Energy receives from the replacement offering, 
adj usted by a predetennined factor, must equal or exceed the 
redemption or repurchase price. 

In 20 15, Dominion Energy purchased and cancelled $14 mill ion and 
$3 million of the June 2006 hybrids and the September 2006 hybrids, 
respectively. In the fi rst quarter of20 16, Dominion Energy pu1·chased 
and cancelled $38 mil lion and $4 million of the June 2006 hybrids and 
the September 2006 hybrids, respectively. In July 20 16, Dominion 
Energy launched a tender offer to purchase up to $200 million in 
aggregate of additional June 2006 hybrids and September 2006 hybtids, 
which exp ired o n August I, 20 16. In connect ion with the tender offer, 
Dominion Energy purchased and cancelled $ 125 million and 
$74 mill ion o f the June 2006 hybrids and the September2006 hybrids, 
respect ively. All purchases were conducted in compliance with the 
applicable RCC. Also in July 2016, Dominion Energy issued 
$800 mill ion of5.25% July 2016 hybrids. The proceeds were used for 
general corporate purposes, including to finance the tender offer. The 
July 20 16 hybrids are listed on the NYSE under the symbol DR UA. 

Remarketable Subordinated Notes 
In June 20 13, Dominion Energy issued $550 million of20 13 Series A 
6.125% Equi ty Units and $550 million o f 20 13 Series B 6.0% Equity 
Units, initially in the fom1 of Corpo rate Units. In July 2014, Do minion 
Energy issued $1.0 bi llion of20 14 Series A 6.375% Equity Units, 
initially in the fonn of Corporate Units. The Corporate Units were lis ted 
on the NYSE under the symbols DCUA, DCUB and DCUC respect ively. 

Each Corporate Unit consisted of a stock purchase contract and 1/20 
interest in a RSN issued by Domin ion Energy. The stock purchase 
contracts ob ligated the holders to purchase shares of Dominion Energy 
common stock at a future settlement date prior to the relevant RSN 
maturity date. The purchase ptice paid under the stock purchase 
contracts was $50 per Corporate Unit and the number of shares 
purchased was detennined under a fonnu Ia based upon the average 
closing price of Dominion Energy common stock ncar the settlement 
date. The RSNs were pledged as collateral to secure the purchase of 
common stock under the related stock purchase contracts. 

ln May 20 17, Dominion Energy successfu lly remarketed the 
$1.0 billion 20 14 Series A 1.50% RSNs due 2020 pursuant to the temts 
of the related 20 14 Equity Units. In connection with the remarkcting, 
the interest rate on the junior subordinated notes was reset to 2.579%, 
payable on a semi-annual basis and Do minio n Energy ceased to have 
the abi lity to redeem the notes at its option or defer interest payments. In 
March 2016 and May 2016, Dominion Energy successfully remarketed 
the $550 million 201 3 Series A 1.07% RSNs due 2021 and the 
$550 mi ll ion 20 13 Series B 1. 18% RSNs due 2019, respect ively, 
pursuant to the tenus of the related 20 13 Equity Units. In con nect ion 
with the rcmarketings, the interest rate o n the Series A and Series B 
junior subordinated notes was reset to 4. 1 04% and 2.962%, 
respectively, payable on a semi-annual basis and Dominion Energy 
ceased to have the ability to redeem the notes at its option or defer 
interest payments. At December 3 1, 201 7, the seclllitics arc inc luded in 
junior subordinated notes in Dominion Energy's Conso lidated Balan ce 
Sheets. Dominion Energy did not receive any proceeds fi·orn the 
rcmarkctings. Rcmarkcting proceeds belonged to the 

investors holding the related equity units and were temporari ly used to 
purchase a portfolio o f treasury securities. Upon maturity of each 
ponfolio, the proceeds were appl ied on behalfofinvestors on the related 
stock purchase contract settlement date to pay the purchase price to 
Dominion Energy for issuance of 12 .5 million shares of its common stock 
in July 20 17 and 8.5 million shares o f its common stock in both April 
2016 and July 2016. See Issuance of Common Stock below for a 
description of common stock issued by Dominion Energy underthe stock 
purchase contracts. 

ln August 2016, Dominion Energy issued $1.4 bi llion of20 16 Sctics A 
6.75% Equity Units, in itially in the fotm of Corporate Units. The 
Corporate Units are listed on the 1\'YSE under the symbol DCUD. The net 
proceeds from the 2016 Equity Units were used to finance the Dominion 
Energy Questar Combination. See Note 3 fo r more in fonnation. 

Each 20 16 Series A Corporate Unit consists of a stock purchase 
contract, a I /40 interest in a 2016 Series A-1 RSN issued by Dominion 
Energy and a I /40 interest in a 20 16 Series A-2 RSN issued by Domi nion 
Energy. The stock purchase contracts ob ligate the holders to purchase 
shares of Dominion Energy common stock at a fut ure settlement date 
prior to the relevant RSN mamrity date. The purchase price to be paid 
under the stock purchase contracts is $50 per Corporate Unit and the 
number of shares to be purchased will be detetmined under a fomJUla 
based upon the average closing price of Domin inn Energy conunon stock 
near the settlement date. The RSNs are p ledged as collateral to secure the 
purchase of common stock under the related s tock purchase contracts. 

Dominion Energy makes quarterly interest paymen ts on the RSNs and 
quarterly contract adjustment payments on the stock purchase contracts, 
at the rates described below. Dominion Energy may defer payments o n 
the stock purchase contracts and the RSNs fo r one or more consecutive 
periods but generally not beyond the purchase contract settlement date. If 
payments are defetTed, Dominion Energy may not make any cash 
distributio ns related to its capital stock, including d ividends, 
redemptions, repurchases, liquidation payments or guarantee payments. 
Also, during the deferra l period, Dominion Energy may not make any 
payments on or redeem or repurchase any debt secutities that are equal in 
right o f payment wi th, or subordinated to, the RSNs. 

Dominion Energy has recorded the present value of the stock purchase 
contract payments as a liability offset by a charge to equity. Interest 
payments on the RS s a re recorded as interest ex pense and stock 
purchase cont ract payments are charged against the li ability. Accretion of 
the stock purchase contract liability is recorded as imputed interest 
expense. In ca lculating diluted EPS, Do minion Energy applies the 
treasury stock method to the equity units. 

Pursuant to the tem1s ofthe 2016 Equity Units, Dominion Energy 
expects to remarket both the 2016 Seties A- 1 and 2016 Series A-2 RSNs 
during the third q uarter of20 19. Following a successful remarketing, the 
interest rate on the RSNs will be reset, interest will be payable on a semi
annual basis and Dominion Energy will cease to have the abili ty to 
redeem the RSNs at its option or defer interest payments. Proceeds of each 
remarketing wi ll belong to the investors in the related equiry units and 
will be held and appl ied on their behalf at the settlement date of t he 
related stock purchase contracts to pay the purchase price to Domin ion 
Energy for issuance of its common stock. 
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Under the tenns of the stock purchase contracts, assuming no anti-<lilution or other adjustrne nts, Donunion Energy wi ll issue between 15.0 mill ion 
and 18.8 mill ion shares in August 20 19. A total of23.1 mill ion shares o f Dominion Energy's co mmon stock has been rese1vcd for issuance in 
connection with the stock purchase co ntracts. 

Selected information about Dominion Energy 's equi ty units is presented below: 

tm•li<r&. oxcop!IIW.,r-) 
8115/2016(2) 

u ..... -
28 $1 ,374.8 $1 ,400.0 2.000%(3) 4.750% $190.6 8/15/2019 

(I) Payments ofS IOI million and S94 million''"'~ made rn 2017 and 2016. rt!Spectn•ely, rncludmg paymentsforthe ~maruted 20/J Suies A and 8 11otes and the ~marJ::eted 
1014 Senes A notes. The stock purrhase contract liability "asS/ II mrllio11 and Sl/l miliuM at!Ncember 31, 2017 and 1016, respecll>·ely. 

(1) The matunty dates of the SlOO nul/ion Series A-1 RS.Vsand SlOO mil/ton Serin A-2 RSSs a~ Augurtl5. 2021 and Augun 15, 1014, ~specm·~l\ 
{3) Annual rnte~t rate applies to each of the Series A-1 RS.Vs and Series A-2 RSNs 
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NOTE 18. P REFERRED STOCK 

Dominion Energy is authorized to issue up to 20 million shares o f 
preferred stock; however, none were issued and outstanding at 
December 31,2017 or2016. 

Virginia Power is authorized to issue up to I 0 million shares of 
preferred stock, $ 100 liquidation preference; however, none were issued 
and outstanding at December 3 1, 20 I 7 or 20 16. 

Issuance of Common Stock 

DOMINION ENERG Y 

Dominion Energy maintains Dominion Energy Direct~ and a number of 
employee savings plans through which contributions may be invested 
in Dominion Energy's common stock. These shares may either be newly 
issued or purchased on the open market with proceeds contributed to 
these plans. In January 2014, Dominion Energy began purchasing its 
common stock on the open market for these plans. In April 2014, 
Dominion Energy began issuing new common shares for these direct 
stock purchase plans. 

Duri ng 20 17, Dominion Energy received cash proceeds, net of fees 
and commissions, of$1 .3 billion from the issuance of approximately 
17 million shares ofconunon stock through various programs resu lting 
in approximately 645 million shares of common stock outstanding at 
December 31,2017. These proceeds include cash of$302 million 
received from the issuance of3.8 million of such shares through 
Dominion Energy Direct~ and employee savings plans. 

In July 20 17, Dominion Energy issued 12.5 million shares undcrthc 
related stock purchase contracts entered into as part of Dominion 
Energy's 2014 Equity Units and received proceeds of$ 1.0 billion. 

In both April 20 16 and July 2016, Dominion Ene rgy issued 
8.5 mill ion shares under the related stock purchase contracts entered 
into as part ofDominion Energy's 2013 Equity Units and received 
S 1.1 billion of total proceeds. Additionally, Dominion Energy 
completed a market issuance of equi ty in Aptil201 6 ofl0.2 mi llion 
shares and received proceeds of$756 million through a registered 
underwritten public offering. A po rt ion of the net proceeds was used to 
finance the Dominion Energy QuestarCombination. See ole 3 fo r more 
information. 

ln June 20 17, Dominion Energy filed an SEC shel f registration for the 
sale of debt and equity securities including the abi lity to sell common 
tock through an at-the-market program. Also in June 2017, Dominion 

Energy entered into three separate sales agency agreements to effect 
sales under the program and pursuant to which it may offer from time to 
ti me up to $500 million aggregate amount of its common stock. Sales of 
conunon stock can be made by means of privately negotiated 
transactions, as transactions on the NYSE at market prices or in such 
other transactions as arc agreed upon by Dominion Energy and the sales 
agents in conformance with applicable securities laws. In January 20 18, 
Dominion Energy provided sales instructions to one of the sales agents 
and has issued 6.6 million shares through at-the-market issuances and 
received cash proceeds of$495 million. net of fees and commissions 
paid of$5 million . 

Following these issuances, Dominion Energy has no remaming ability to 
issue stock under the 20 I 7 sales agency agreements and has completed 
the program. 

VIRGINIA P OWER 

In 2017, 20 16 and 20 15, Vi rginia Power did not issue any shares of its 
common stock to Dominion Energy. 

Shares Reserved for Issuance 
At December 3 1,20 17, Dominion Energy had approximately 67 million 
shares reserved and available for issuance for Dominion Energy Directtl, 
employee tock awards, employee savings plans, director stock 
compensation plans and issuance tn connection with stock purchase 
contracts. Sec ote I 7 for more infonnatio n. 

Repurchase of Common Stock 
Dominion Energy did not repurchase any shares in 2017 or 2016 and 
does not plan to repurchase shares during 20 18, except for shares 
tendered by employees to satisfY tax withholding obligations on vested 
restricted stock, which do not count against its stock repurchase 
authorization. 

Purchase of Dominion Energy Midstream Units 
In September 20 15, Dominion Energy initiated a program to purchase 
from the market up to $50 million of common units representing limited 
partner interests in Dominion Energy Midstream, which expired in 
September 2016. Dominion Energy purchased approximately 658,000 
common units fo r $17 million and 887,000 common units for $25 million 
for the years ended December 31,2016 and 2015. respect ively. 

Issuance of Dominion Energy Midstream Units 
In 2017, Dominion Energy Midstream received $18 million of proceeds 
from the issuance of common units through its at-the-market program. 

In 2016, Dominion Energy Midstream received $482 million of 
proceeds from the issuance of common units and $490 million of 
proceeds from the issuance of convertible preferred units. The net 
proceeds were primarily used to finance a portion of the acqutsition of 
Dominion Energy Questar Pipeline from Dominion Energy. See otc 3 for 
more infom1ation. 

The holders of the convertible preferred unit• arc entitled to receive 
cumulative quarterly distributions payable in cash or additional 
conveniblc preferred units, subject to certain conditions. The units arc 
convertible into Dominion Energy Midstream common units on a 
one-for-one basis, subject to certain adjustments, (i) in whole or in part at 
the option of the unitholders any time afier December I, 2018 or, (ii) in 
whole or in part at Dominion Energy Midstream's option, subject to 
certam conditions, any time after December I, 2019. The conversion of 
such units would result in a potential increase to Dominion Energy's net 
income attributable to noncontrolling interests. 
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Accumulated Other Comprehensive Income (Loss ) DOMINION ENERG Y 
Presented in the table below is a sunm1a1y of AOCI by component: The following table present> Dominion Energy's changes in AOCI by 

"'D«enbor31. :1016 
component, net ofta.x: 

(mtUKR) 
Dominion Energy Dde'rod 
Net deferred losses on derivatives-hedging gaorwlnd Urroai1Zed UrYecogwzed Olhor 

activ~ies , net of tax of S188 and $173 $ (301) $ (280) !osseo"" gaonslnd penslcn ao:l "'""~""-"" 
~Va&!YM-- loneocn """" lculrom 

Net unrealized gains on nuclear decommissioning llo<V~ lnvestmert postretirem~ ""'oymeol'od 
trust funds, net of tax of $(419) and ${318) 747 569 acl.lvtdes Setu'1~8S boncfitcosts IIWftlleea Taal 

Net unrecognized pension and other (millie.-.) 

postretirement benefit costs, net of tax of $692 Year Ended 
and $691 (1 ,1 01) (1 ,082) December 31 , 2017 

Other comprehensive loss from equity method Begmnlng balance $(280) $569 $(1,082) $(6) $(799) 

investees, net of tax of $2 and $4 {3) (6) Other comprehensive 

Total AOCI, including noncontroling interest s (658) $ (799) income before 

Less other comprehensive income attributable to reclassifiCations: 
gains (losses) 8 215 (69) 3 157 noncontroUing interest 1 

Amounts reclassified 
Total AOCI, excludin!j noncontrolln!j interest $ (659) $ (799) from AOCI: (gains l 
Virginia Power losses!') (29) (37) 50 (1 6) 
Net deferred losses on derivatives-hedging 

Net current period other 
activ~ies , net of tax of $8 and $5 $ (12) $ (8) 

comprehensive 
Net unrealized gains on nuclear decommissioning 

income (loss) (21) 178 (19) 3 141 
trust funds, net of tax of $(47) and $(35) 74 54 

Less other 
TotaiAOCI $ 62 s 46 comprehensive 
Dominion Energy Gas income attributable to 
Net deferred losses on derivatives-hedging noncontroUing 
activ~ies , net of tax of S15 and $15 $ (23) $ (24) interest 1 1 

Net unrecognized pension costs, net of tax of $59 
Endma balance $(302) $747 $(1 ,101 ) ${3) $(659) 

and $68 (75) (99) 
Year Ended 

TotaiAOCI $ (98) $ (123) December 31 , 2016 
Beginmng balance $(176) $504 $ (797) $(5) $(474) 

Other comprehensive 
income before 
reclassifiC8tions: 
gains (losses) 55 93 (319) (1) (172) 

Amounts reclassified 
from AOCI: (gains) 
lossesttl (159) (28) 34 (153) 

Net current period other 
comprehensive 
income (loss) (104) 65 (285) (1) (325) 

Endina balance $(280) $569 $(1 ,082) $(6) $~99) 

(/)See table belowfor dewils about these reclassijicatioll s. 

1~6 
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The fo llow ing table presents Dominion Energy's reclassificat io ns out 
of AOCI by component: 

tm,IJms) 
Year Ended December 31, 2017 
Deferred (gains) and losses on 

derivatives-hedging activities: 
Commodity contracts 

Interest rate contracts 
Foreign cur rency contracts 

Total 
Tax 

Total, net of tax 
Unreai:zed (gains) and losses on 

investment securities: 
Realized (gain) loss on sale of 

securities 
Impairment 

Total 
Tax 

Total, net of tax 
Unrecognized pension and other 

postretirement benef~ costs: 
Amortization of prior-service 

costs (credits) 
Amortization of actuarial losses 

Total 
Tax 

Total, net of tax 
Year Ended December 31, 201 6 
Deferred (gains) and losses on 

derivatives-hedging activitJes: 
Commodity contracts 

Interest rate contracts 
Foreign currency contracts 

Total 
Tax 

Total, net of tax 
Unrealized (gains) and losses on 

investment securities: 
Rear12ed (gain) loss on sale of 

securities 
Impairment 

Total 
Tax 

Total, net of tax 
Unrecognized pension and other 

postretirement benefrt costs: 
Prior-service costs (credits) 

Actuarial losses 

Total 
Tax 

Total, net of tax 

Amara 
rodassififtd 
frcmAOCI 

s (81) 
2 

52 
(20) 
(47) 
18 

$ (29) 

$ (81 ) 
23 

(58) 
21 

$ (37) 

s (21 ) 
103 

82 
(32) 

$ 50 

$(330) 
13 

10 
31 
17 

(259) 
100 

$(159) 

$ (66) 
23 

(43) 
15 

$ (28) 

$ (15) 

71 

56 
(22) 

$ 34 

AttedOd lino JI{Jllln the 
CCnsol!dated Statemeru d 

Income 

Operatong revenue 
Purchased gas 
Interest and related charges 
Other Income 

Income tax expense 

Other income 
Other ncome 

Income tax expense 

Other operations and 
maintenance 
Other operations and 
maintenance 

Income tax expense 

Operaung revenue 
Purchased gas 
Electnc fuel and other 
energy-related purchases 
Interest and related charges 
Other Income 

Income tax expense 

Other income 
Other nco me 

Income tax expense 

Other operations and 
maintenance 
Other operatiOns and 
ma1ntenance 

Income tax expense 

V IRGINIA POWER 

The following table presents Virginia Power's changes in AOCl by 
component, net of tax: 

Octo-redga~ns 

rdloueson Uru .. zedga,. 
dEwivativeo- rdloss<!sal 

hedging '"""'""'"" activities ......... Tocal 
(m.ll..-s) 

Year Ended December 31, 2017 
Begtnning balance $ (8) $54 $46 

Other comprehensive income before 
reclassifiCations: 

gains (losses) (5) 24 19 
Amounts reclassifted from AOCI: (gains) 

losses(! ) (4) (3) 
Net current period other comprehensive 

income (loss) (4) 20 16 
Endinfj balance $(12) $74 $62 
Year Ended December 31, 201 6 
Begmning balance $ (7) $47 $40 

Other comprehensive income before 
reclassifications: 

gains (losses) (2) 11 9 
Amounts reclassifted from AOCI: (gains) 

lossesPl (4) (3) 
Net current period other comprehensive 

income (loss) (1) 7 6 
Endinll balance s (8) $54 $46 

( I) See rabl• below for derails abour rhese reclassificarions. 
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The following table presents Virgin ia Power's reclassifications out o f 
AOCI by component : 

Amari$ N'.eded lire itsn In...., 
redassolied cawa--.-r:J 

Ddals-..AOCiarn~ frcmAOCI lrcane 
(ml-) 

Year Ended December 31, 2017 
(Gains) losses on cash flow hedges; 

Interest rate contracts 
Total 

$ 1 Interest and related cha!2es 

Tax Income tax expense 
I otal, net of tax s 1 
Unreaized (gains) and losses on 

investment securities: 
Reaized (gain) loss on sale of $(9) Other l"'come 

securities 
lm~irment 2 Other 111come 

Total (7) 
Tax 3 Income lax expense 

I otal, net of tax $(4) 
Year Ended December 31, 2016 
(Gains) losses on cash flow hedges: 

Interest rate contracts $ 1 Interest and related charges 
Total 

Tax Income tax expense 
I olaL net of tax s 1 

Unreaized (gains) and losses on 
investment securities: 
Realized (gain) loss on sale of $(9) Other 111come 

securities 
Impairment 3 Other I"'COme 

Total (6) 
Tax 2 Income tax expense 

I otal, net of tax $(4) 
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The following table presents Dominion Energy Gas' changes 111 AOCI by 
component, net of tax: 

(m<ll~) 

Year Ended December 31 , 2017 
Beginning balance 

Other comprehensive income before 
reclassifiCations: 

losses 
Amounts reclassified from AOCt(t): losses 

Net current period other comprehensive loss 
End!!:!!! balarlCe 
Year Ended December 31 , 2016 
Beg nmng balance 

Other comprehensive income before 
reclassifiCations: 

(losses) 
Amounts reclassified from AOCI(t): losses 

Net current period other comprehensive 
income !loss) 

End!!:!!! balarlCe 

D*redga,.. 
mdi05$0Son 
der--. 

heclg~ U>Y-Zod 
KIIVI&o• per-..o"'CCI!S TCXII 

$(24) $(99) $(123) 

5 20 25 
(4) 4 
1 24 25 

$(23) $(75) $ (98) 

$(17) $(82) s (99) 

(16) (20) (36) 
9 3 12 

(7) !17! (24) 
$(24) $(99) $(123) 

(I) Su table belok for details about theft' rcclassijicallolls 
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The fol lowing table presents Dominion Energy Gas' reclassifications 
out of AOCI by component: 

Oelallslllbo.A AOCI CDnfXJ1!'U 
(mlllkns) 

Year Ended December 31, 
2017 

Deferred (gains ) and losses 
on derivatives-hedging 
activities: 
Commodity contracts 
Interest rate contracts 
Foreign currency contracts 

Total 
Tax 

Total, net or tax 
Unrecognized pension 

costs: 
Actuarial losses 

Total 
Tax 

Total, net or tax 
Year Ended December 31, 

2016 
Deferred (gains) and losses 

on derivatives-hedging 
activities: 
Commodity contracts 
Interest rate contracts 
Foreign currency contracts 

Total 
Tax 

Total, ne t of tax 
Unrecognized pension 

costs: 
Actuarial losses 

Total 
Tax 

Total, net of tax 

Stock-Based Awards 

Am <MD 
reclassified 
tromAOCI 

$ 8 
5 

(20) 
(7) 

3 

$ (4 ) 

$ 6 
6 
(2) 
4 

$ (4) 
2 

17 
15 
(6) 

$ 9 

s 5 
5 

(2) 

s 3 

Anected line Item In lhe 
CO"ed- Slaolm.,... d lnc:ane 

Operaung revenue 
Interest and related charges 
Other VJcome 

Income tax expense 

Other operations and 
malnlenance 

Income tax expense 

Operaung revenue 
Interest a nd related charges 
Other Income 

Income tax expense 

Other operations and 
maontenance 

Income tax expense 

The 2005 and 20 14 Incent ive C ompensation Plans penn it stock-based 
awards that include restricted stock, pe1f otm ance grants, goal-based 
stock, stock options, and stock appreciation rights. The Non-Emp loyee 
Directors Compensation Plan pennits grants of restricted stock and stock 
options. Under provisions of these p lans, 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 max imum 
tenn of eight years. Option tem1s are set at the discretion of the CGN 
Committee oft he Board of Directors o r the Board of Directors itself, as 
provided under each plan. At December 3 1,2017, approximately 
23 mill ion shares were available for futu re grants under these plans. 

Goal-based stock awards arc granted in li eu of cash-based pcrfonnance 
gran ts to certain oniccrs who have not achieved a certain la rgeted level 
of share ownership. As of December 3 1, 

2017, unrecogni?ed compensation cost related to non vested goal-based 
stock awards was immaterial. 

Dominion Energy measures and recogni.~:es compensation expense 
relati ng to share-based payment transactions over the vesting period 
based on the fai r value of the equity or I iabiltly instruments issued. 
Dominion Ene rgy's results for the years ended December 31, 2017, 20 16 
and 2015 inc lude $45 million, $33 mill ion, and $39 mi ll ion, 
respect ively, o f compensation costs and $ 16 mi ll ion, $11 mi ll ion, and 
$14 mi ll ion , respect ively of income tax benefits related to Dominion 
Energy's stock-based compensation arrangements. Stock-based 
compensation cosl is reponed in other operations and maintenance 
expense in Dom inion Energy's Consolidated Statements of Income. 
Excess Ta.x Bene fits are classified as a financing cash flow. 

R ESTRICfED TOC K 

Restricted stock grants are made to oniccrs under Dominion Energy's 
L TTP and may a lso be granted to cert ai n key non-officer employees from 
time to time. T he fair value of Dominion Energy's restricted stock awards 
is eq ua l to the c losing price of.Dominio n Energy's s tock on the date of 
grant. ew shares are issued fo r restricted stock awards on the date of 
grant and generally vest over a three-year setvice period. The followi ng 
table provides a summary of restricted stock activity for the years ended 
December 3 I, 20 I 7, 20 16 and 2015: 

w~ 
...... ago 

G<;riO,.. 
SNres FairValua 

( lto.anls) 

Nonves ted at December 31, 2014 1,065 $56.74 
Granted 302 73.26 
Vested (510) 50.71 
Cancelled and forfeited (2) 62.62 
Nonvested at December 31, 2015 855 $66.16 
Granted 372 71.67 
Vested (30 1) 56.83 
Canceled and forfeHed (40) 71.75 
Nonvested at December 3 1,2016 886 $71.40 
Granted 454 74.24 
Vested (287) 68.90 
Canceled and forfeHed (10) 72.37 
Nonvested at December 3 1,2017 1,043 $73.32 

As o f December 3 I , 2017, unrecogn izcd compensation cost related to 
no n vested restricted stock awards tota led $42 mi lli on and is expected to 
be recognind over a weighted-average peti od of2.0 years. The fair value 
of restricted stock awards that vested was $2 1 million , $21 million , and 
S37 mill ion in 20 I 7, 2016 and 20 15, respectively. Employees may e lect 
to have shares of restricted stock withheld upon vesting to satisfY tax 
v.ithholding obligations. The number of shares withheld will vary for 
each employee depend ing on the vesting date fair market value of 
Dominion Energy stock and the applicable federal , state and local tax 
withholding rates. 

CASii -BASED I>EfH'O ilM.AJIICE GllAo TS 

Cash-based pe rfonn ance grants are made to Dominion Energy's officers 
under Dominion Energy's LTlP. The actual payout of cash-based 
perfonnancc grants will vary between zero and 200% 
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of the targeted amount based on the level ofperfonnance metrics 
achieved. 

In February 20 15, a cash-based perfonnancc grant was made to 
officers. Payout of the performance grant occurred in January 201 7 
based on the achievement o f two performance metrics during 2015 and 
2016: TSR relative to that of companies listed as members oft he 
Philadelphia Utility Index as of the end of the perfonnance period and 
ROIC. The total of the payout under the grant was $10 million. 

In February 20 16, a cash-based perfonnance grant was made to 
officers. Payout of the performance grant occurred in January 201 8 
based on the achievement o f two performance metrics during 2016 and 
20 17: TSR relative to that of compan ies listed as members o f the 
Philadelphia Utility Index as of the end of the perfonnance pe1i od and 
ROIC. Tlte total of the payout under the g rant was $12 million . 

In February 2017, two cash-based performance grants were made to 
officers as the Company transitioned from a two-year perfonnance 
period to a three-year performance period. Payout of the two-year grant 
is expected to occur by March 15. 2019 based on the achievement of 
two perfomtance metrics during 2017 and 2018: TSR relative to that o f 
companies that are members of the Company's compensation peer g roup 
and ROIC. At December 3 I, 20 I 7, the targeted amount of the two-year 
grant was S 15 million and a liability o f $7 million had been accrued for 
th is award. Payout of the three-year cash-based perfonnancc grant is 
expected to occur by March 15, 2020 based on the achievement of two 
perfonnance metrics during 2017, 20 18 and 2019: TSR relati ve to th at 
of compani es that are members of the Company 's compensation peer 
group and ROTC. At December 3 1. 2017, the targeted amount o f the 
three-year grant was S 15 million and a liability of$5 million had been 
accrued for the award. 

NOTE 20. DIVIDEND R EST RfCfiONS 
The Virginia Commission may prohibit any public service company, 
mcluding Virginia Power, from declaring or paying a di\ idend to an 
affiliate if found to be detrimental to the public interest. At 
December 31, 20 17, the Virginia Commission had not restricted the 
payment of divide nds by Virginia Power. 

The Ohio Commission may prohibit any public service company, 
including East Ohio, from declaring or paying a d ividend to an affiliate 
if found to be detrimental to the public interest. At December 3 1,20 17, 
the Ohio Commission had not restricted the payment of dividends by 
East Ohio. 

The Utah Commission may prohibit any public service company, 
mcluding Questar Gas, from declaring or paying a d ividend to an 
affiliate if fo und to be detrimental to the public interest. At 
December 3 1, 20 17, the Utah Commission had not restricted the 
payment o f dividends by QuestarGas. 

Certain agreements associated with the Companies' cred it facil ities 
contain restrictions on the ratio o f debt to to tal capitalization. These 
limitations did not restrict the Companies' ability to pay dividends or 
receive dividends from their subsidiaries at December 3 1, 20 17. 

As pan of the SCA A Merger Agreement, Dominion Energy shall not 
declare, set aside or pay any dividends on, or make any o ther 
distributions (whether in cash. stock or propeny) in respect 

ISO 

of, any of us capital stock, otherthan regularquanerly cash dividends. 
See Note 17 fora description of potential rest rictions on dividend 

payments by Dominion Energy in connection with the deferral of interest 
payments on cenain junior subordinated notes and equuy units, initially 
in the fom1 of corporate un its. 

NOTE 21. E MPLOYEE B ENEFIT PLANS 

Dominion Energy and Dominion Energy Gas-Defined Benefit 
Plans 

Dominion Energy provides cenain retirement benefits to eligible active 
employees, retirees and qualifying dependents. Dominion Energy Gas 
participates in a number of the Dominion Energy-sponsored reurement 
plans. Under the tenns of its benefit plans, Dominion Energy reserves the 
right to change, modifY o r terminate the plans. From time to time in the 
past. benefits have changed, and some of these changes have reduced 
benefits. 

Dominion Energy maintains qualified noncontributory defi ned benefit 
pens1on plans covering virtually all employees. Retirement benefits are 
based primarily on years of service, age and tbe employee's 
compensation . Dominion Energy's fundmg policy is to contribute 
annually an amounttbat is in accordance with the prov1sions o f ERISA 
The pension programs a lso provide benefits to certain retired executives 
under company-sponsored nonqualified employee benefit plans. The 
nonqualified plans are funded through contributions to grantortrusts. 
Dominion Energy also provides retiree hcalthcarc a nd life insurance 
benefi ts with annual emp loyee premiums based on >everal factors such as 
age, retirement date and years of servi ce. 

Pension benefits for Dominion Energy Gas employees not represented 
by collect ive bargaining units are covered by the Dominion Energy 
Pension Plan. a defined bene fi t pension plan sponsored by Dominion 
Energy that provides benefits to multi p le Dominion Energy subsidiaries. 
Pension benefit s for Dominion Energy Gas employees represented by 
collective bargaining units are covered by separate pension plans for East 
Ohio and, for DET!, a plan that provides benefits to employees of both 
DETiand Hope. Employee compensation is the basis for allocaung 
pension costs and obligations between DETI and !lo pe and detennining 
East Ohio's share of total pension costs. 

Retiree health care and life insurance benefit s for Dominion Energy Gas 
employees not represented by collective bargatning un us arc covered by 
the Domin ion Retiree Health and Welfare Plan , a plan sponsored by 
Dominion Energy that provides certain retiree healthcarc and life 
msurance benefits to multiple Dominion Energy subsidiaries. Retiree 
healthcare and life insurance benefits for Dominion Energy Gas 
employees represented b.y collective bargai ning un its are covered by 
separate other postretirement benefit plans for East Ohio and, for DETI. a 
plan that provides benefits to both DETI and I lope. Employee headcount 
is the basis fo r allocating other postre ti rement benefit costs and 
obligations between DETI and Hope and dctcmtin ing East Ohio's share of 
total other postretirement benefit costs. 

Pension and other postretirement benefit costs are anected by employee 
demographics (includ ing age. compensat ion levels and years of service), 
the level of contributions made to the plans and 
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earnings on p lan assets. These costs may al so be affected by changes in 
key assumpt ions, including expected long-tcrn1 rates of rerum on plan 
assets, discoun t rates, health care cost trend rates, monality rates and the 
rate of compensation increases. 

Dominion Energy uses December 3 1 as the measurement date for all of 
its employee benefit plans, including those in which Dominion Energy 
Gas participates. Dominion Energy uses the market-related value o f 
pension p lan assets to detenninc the expected return on plan assets, a 
component of net periodic pension cost, for all pension plans, includ ing 
those in which Dominion Energy Gas panicipates. The market-related 
value recognizes changes in fair value on a straight-! ine basis over a 
fou r-year period, which reduces year-to-year volatil ity. Changes in fa ir 
value are measured as the difference between the expected and actual 
plan asset returns, including d ividends, interest and realized and 
unrealized investment gains and losses. Since the market-related value 
recognizes changes in fai r value over a four-year period, the future 
market-related value o f pension plan assets will be impacted as 
previously unrecognized c hanges in fair value are recognized. 

Dominion Energy's pension and o ther postretirement benefi t plans 
hold investments in trusts to fund employee benefi t payments. 
Dominion Energy ·s pension and other postretirement plan assets 
experienced aggregate actual returns of$1.6 bi ll ion and $534 million in 
2017 and 20 16, respectively, versus expected returns o f $767 million 
and $691 million, respectively. Domin ion Ene rgy Gas' pension and 
other postretirement plan assets for employees represented by collect ive 
bargaining units experienced aggregate actual returns of$335 million 
and $130 million in 2017 and 20 16, respectively, versus expected 
rerurns of$ 165 million and $I 57 million, respectively. Differences 
between actual and expected returns on plan assets are accumulated and 
amortized during fu ture periods. As such, any investment-related 
declines in these trusts will result in fu ture increases in the net periodic 
cost recognized fo r such employee benefit plans and wi ll be included in 
the deten11ination of the amount o f cash to be contributed to the 
employee benefi t plans. 

In October 20 14, the Society of Actuaries publi shed new monality 
tables and mortality improvement scales. Such tables and scales are used 
to develop mortal ity assumptions for use in detennining pension and 
other postreti rement benefit liabilities and expense. Following 
evaluat ion of the new tables, Dominion Energy changed its assumption 
for mortal ity rates to reflect a generational improvement scale. This 
change in assumption increased net period ic benefit cost fo r Dominion 
Energy and Dominion Energy Gas (for employees represented by 
collective bargaining units) by $25 million and $3 mill ion, 
respectively, fo r2015. 

During 20 16, Dominion Energy and Dominion Energy Gas (for 
employees represented by co llective bargaining un its) engaged their 
actuary to conduct an experience study of their employees 
demographics over a five-year period as compared to significant 
assumptions that were being used to detennine pension and other 
postretirement benefit obligations and periodic costs. These 
assumptions primarily included monality. retirement rates, tenninat ion 
rates, and salary increase rates. The changes in assumptions 
implemented as a result oft he experience study resulted in increases of 
$290 mill ion and $38 million in the pension and other postretirement 
benefits obl igations, respectively, at 

December 31,20 16 for Dominion Energy and $24 mill ion and $9 mi ll ion 
in the pension and other postretirement benefi ts obligations, respectively, 
at December 3 1, 201 6 for Dominion Energy Gas. In add ition, these 
changes increased net peri odic benefit costs $42 mi llion for Domin ion 
Energy during 201 7. The increase in net periodic benefi t costs for 
Dominion Energy Gas duri ng 2017 was immateria l. 

PLAN M£NI)MENTS A I) REMEASUR£M ENTS 

In the fourth quanerof20 17, Dominion Energy remeasured its pension 
and other postretirement benefit plans as a result of voluntary and 
involuntary separation programs at Dominion Energy Questar. The 
sertlemcnt and related remcasurement resulted in a reduction in the 
pension benefit obligation of approximately $75 million and an increase 
in the accumulated postretirement benefit obligation o f approximately 
$2 million. The discount rates used for the 20 17 pension cost and related 
settlement were 4.46% as of December 31, 2016, 4.5 1% as of January 3 I , 
2017 and 4.05% as of June 30 and September 30,201 7. All other 
assu mptions used were consisten t with the measurement as of 
December 31 , 20 16. 

In the first quarter of20 17, Dominion Energy an d Dominion Energy 
Gas remeasured an other postretiremen t benefit plan as a result of an 
amendment that changed post-65 retiree medical coverage for certain 
current and future Local 69 retirees eflective Ju ly I, 20 17. The 
remeasurement resulted in a decrease in Domin ion Energy's and 
Dominion Energy Gas' accumu lated postretirement benefit obligation of 
S73 million and $61 million , respectively. As a result of regulatory 
accounting, the remeasurement had an immaterial impact on net income 
for both Dominion Energy and Dominion Energy Gas. The d iscount rate 
used for the remeasurement was 4.30%. All other assumptions used were 
consistent with the measurement as of December 31, 201 6. 

Also du1ing the first quaJterof2017, Domi nion Energy recorded a 
$7 mi ll ion ($4 mil lion after-tax) charge, including $6 million (S4 mill ion 
after-tax) at Dominion Energy Gas, as a resul t o f additional payments 
associated with the new collective bargai ning agreement. which is 
refl ected in other operations and maintenance expense in their 
Consolidated Statements o f Income. 

In the th ird quarter of20 16, Dominion Energy remeasured an o ther 
postretirement benefi t plan as a result of an amendmen t that changed 
post-65 retiree medical coverage for cenain current and future Local 50 
retirees effective April I, 20 17. The remeasurement resulted in a decrease 
in Dominion Energy's accumulated postretirement benefit obligation of 
$37 mi ll ion . The impact of the remeasurement on net periodic bene fi t 
credit was recogn ized prospectively from the remeasurement date and 
increased the net period ic benefi t credit fo r 20 16 by S9 million. The 
discou nt rate used fo r the remeasurement was 3.7 1% and the demographic 
and monality assumptions were updated using plan-specific studies and 
monality improvement scales. The expected long-tern1 rate of return used 
vias consistent with the measurement as o f December 31,2015. 
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FUNDED STATU 

The followi ng table summarizes the changes in pension plan and other postret irement benefit plan obl igations and plan assets and incl udes a statement 
of the p lans' funded status for Dominion Energy and Dominion Energy Gas (for employees represen ted by collect ive bargaining units): 

Pens~018enet'its Olher Ptl&lretrem«t Benetits 
v- Ended Decem be< 31, 2017 2016 2017 2016 
(milons, except percentages) 
Dominion Energy 
Changes in benefit obligat ion: 
Benefrt obligation at beginning of year $ 8,132 $ 6,391 $ 1,478 $ 1,430 
Dominion Energy Questar Combination 817 85 
Service cost 138 118 26 31 
Interest cost 345 317 60 65 
Benefits paid (323) (286) (83) (83) 
Actuarial (gains) losses during the year 830 784 119 166 
Plan amendments(1) 5 (73) (21 6) 
Settlements and curtailments(21 (75) (9) 2 
Benefit obl!!lation at end of ~ear $ 9,052 $ 8,132 $ 1,529 $ 1,478 
Changes in fair value of plan assets: 
Fair value of plan assets at beginning of year $ 7,016 $ 6,166 s 1,512 $ 1,382 
Dominion Energy Questar Combination 704 45 
Actual return (loss) on plan assets 1,327 426 236 108 
Employer contributions 118 15 13 12 
Benefits paid (323) (286) (32) (35) 
Settlements(2) (76) (9) 
Fair value of ~lan assets at end of ~ear $ 8,062 $ 7,016 $ 1,729 $ 1,512 
Funded status at end of ~ear $ (990) $ (1,116) s 200 $ 34 
Amounts recognized in the Consolidated Balance Sheets at 

December 31: 
Noncurrent pension and other postretirement benefn assets $ 1,117 $ 930 $ 261 $ 148 
Other current liabilities (8) (43) (5) 
Noncurrent pension and other postretirement benefrt liabiities (2,099) (2,003) (61) (109) 
Net amount recognized $ (990) $ (1.116) $ 200 $ 34 
Sign ificant assumptions used to detennine benefit obligations 

as of December 31 : 
Discount rate 3.80%-3.81 % 3.31%-4.50% 3.76% 3.92%-4.47% 
Weighted average rate of increase for compensation 4.09% 4.09% 3.95%-4.11% 3.29% 
Dominion Energy Gas 
Changes in benefit obligation : 
Benefit obligation at beginning of year $ 683 $ 608 $ 320 $ 292 
Service cost 15 13 4 5 
Interest cost 30 30 12 14 
Benefits paid (33) (32) (19) (19) 
Actuarial (gains) losses during the year 78 64 34 28 
Plan amendments( I ) (61) 
Benefit obl!!lation at end of ~ear s n3 $ 683 s 290 $ 320 
Changes in fair value of p lan assets: 
Fair value of plan assets at beginning of year $ 1,542 $ 1,467 $ 299 $ 283 
Actual return (loss) on plan assets 294 107 41 23 
Employer contributions 12 12 
Benefits paid (33) (32) (19) (19) 
Fair value of plan assets at end of year s 1,803 $ 1,542 s 333 $ 299 
Funded status at end of year $ 1,030 $ 859 s 43 $ (21) 
Amounts recognized in the Consolidated Balance Sheets at 

December 31: 
Noncurrent pension and other postretirement benefit assets $ 1,030 $ 859 s 57 $ 
Noncurrent pension and other postretirement benefit liabifities(3) (14) (21) 
Net amount rec~nized s 1,030 $ 859 $ 43 $ (21) 
Signif icant assumptions used to detennine benefit obligations 

as of December 31 : 
Discount rate 3.81% 4.50% 3.76% 4.47% 
We!!lhted avera9e rate of increase for compensation 4.11% 4.11 % n/a nla 

(I) 2017 amounts relate priman'/y to a plan amendmenllhal changed posl-65 reliree meclical coverage fo r certain tur,.enr and future Local 69 retirees effective July I , 2017. 
2016 anraunl relares primarily to a plan amendment that changed post-65 reliree medical coverage for ce1tain cun·ent 11nd future Local 50 retirees effective .-lpnll. 2017. 

(2) 2017 amount relates primari~v to seulement and cu11az/mem as a resull of I he voluntary and mvolwuary separation programs at Dominion Energy Questar. 1016 amount 
relates primanly to a se/1/ement for certain executrves. 

(J) Reflected in other defe~d credits and other liabilities in Domuuon Energy Gas' Consolrdated Balance Sheets 
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The ABO for all ofDommion Energy's defined benefit pension plan> 
was $8.2 billion and S7.3 bill1on at December 31 ,20 17 and 2016, 
respectively. The ABO forthe defined benefit pension plans covering 
Domin ion Energy Gas employees represented by collective bargaining 
units was $724 million and $640 million at December 31 , 20 17 and 
2016, respectively. 

Under its funding policies, Dominion Energy evaluates plan funding 
requirements annually, usually in the founh quarter after receiving 
updated plan infonnation from its actuary. Based on the funded status of 
each plan and other factors, Dominion Energy detcm1ines the amount of 
contributions forthe current year, if any, at that time. During 20 17, 
Dominion Energy and Dominion Energy Gas made no contributions to 
the qualified defined benefit pension plans other than a $75 million 
contribution to Dominion Energy's qualified pension plan to satisfy a 
regulatory condition to closing of the Dominion Energy Questar 
Combination and no contributions are currently expected in 20 18. In 
July 20 12, the MAP 21 Act was signed into law. This Act includes an 
increase in the interest rates used to detennine plan sponsors· pension 
contributions for required funding purposes. ln 2014, the ILA TFA of 
201 4 was signed into law. Similar to the MAP 2 1 Act, the HA TFA of 
2014 adjusts the rules for calculating interest rates used in detemtining 
funding obligations. It is estimated that the new interest rates will 
reduce required pension contributions through 2019. Dominion Energy 
belie\·es that required pension contributions will rise subsequent to 
2019, resulting man esumated $200 million reduction in net 
cumulative required contributions over a I 0-year period. 

Certain regulatory authorities have held that amounts recovered in 
utility customers' rates for other postret irement benefi ts, in excess o f 
benefits actually paid during the year, must be deposited in trust funds 
dedicated fo r the sole purpose o f payi ng such benefits. Accordingly, 
certai n o f Dominion Energy's subsidiaries, including Dominion Energy 
Gas, fund other postretirement benefit costs through VEBAs. _Domin ion 
Energy's remaining subsidiaries do not prefu nd other post ret irement 
benefit costs but instead pay claims as presented. Dominion Energy's 
contributions to VEBAs, all of which pertained to Dominion Energy Gas 
employees, totaled S 12 million for both 2017 and 2016, and Domin ion 
Energy expects to contribute approximately S 12 million to the 
Dominion Energy VEBAs in 20 18, all of which penams to Domi111on 
Energy Gas employees. 

Dominion Energy and Domi111on Energy Gas do not expect any 
pension or other postretirement plan assets to be returned duri~g 2_0 18. 

The following table provides infonnation on the benefit obhgat1ons 
and fai r value of plan assets for plans with a benefit obligation in excess 
of plan assets for Dominion Energy and Dominion Energy Gas (for 
employees represented by collect ive bargaining units): 

Ollw POIU'eclremn --.. -.. AsdDearnlxr' 31, 2017 2016 2017 2016 
(m llio'e) 
Dominion Energy 
Benem obligation $8,209 $7,386 $191 $470 
Fair value of plan assets 6,103 5,340 156 356 
Dominion Energy Gas 
Benem obligation $ $ $157 $320 
Fair value of plan assets 143 299 

The following table provides infonnation on the ABO and fainalue of 
plan assets for Dominion Energy's pension p lans with an ABO in e'<cess 
of plan assets: 

~ ol Oece-nbor 31. 2017 2016 
(m ll><n) 
Accumulated benefrt obligation 
Fair value of plan assets 

$7,392 
6,103 

$5,987 
4,653 

The following benefit payments, which reflect expected future service, 
as appropriate, are expected to be paid for Dominion Energy's and 
Dominion Energy Gas' (for employees represented by collective 
bargaining units) plans: 

(m,lhcna) 
Dominion Energy 
2018 $373 $ 99 
2019 378 101 
2020 402 102 
2021 418 102 
2022 434 102 
2023-2027 2,437 486 
Dominion Energy Gas 
2018 35 $ 19 
2019 37 19 
2020 38 20 
2021 39 20 
2022 41 20 
2023-2027 214 94 

P I ASSETS 
Dominion Energy 's overal l objective for invest ing its pension and other 
postretirement plan assets is to achieve appropria1e long-tenn rates of 
return commensurate with prudent levels of risk. As a participating 
employer in various pension plans sponsored by Dominion Energy, 
Dominion Energy Gas is subject to Dominion Energy's mvestment 
policies for such plans. To minimize risk, funds are broadly di~crsified 
among asset classes, investment strategies and investment advisors. ll1c 
strategic target asset allocations for Dominion Energy's pension funds are 
28o/o U.S. equi ty, 18% non-U.S. equity, 35°'o fixed mcome, 3% real estate 
and 16% other alternative investments. U.S. equity includes investments 
in large-cap, mid-<:ap and small-<:ap companies located 111 the U.S. 

on-U.S. equ ity includes investments in largc-<:ap and small-cap 
companies located outside of the U.S. including both developed and 
emerging markets. Fixed income includes corporate debt instruments of 
companies from diversified industries and U.S. Treasuri es. _T~e ~-S_. 
equity, non-U.S. equity and fixed income investments are 111 md1v1dual 
securities as well as mutual funds. Real estate includes equity real estate 
investment trusts and investments in partnerships. Other alternative 
investments include partnership investments in pri vate equity, debt and 
hedge funds that follow several different strategies. 

Dominion Energy also utilizes common/co llective trust funds as an 
in\estment vehicle for its defined benefit plans. A cornmon/collective 
trust fund is a pooled fund operated by a bank or trust company for 
investment of the assets of various organizations and 
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individuals in a well-diversified ponfolio. Common/collective trust 
funds arc fu nds o f grouped assets that follow various investment 
strategies. 

Strategic investment policies are established for Dominion Energy's 
pre funded benefit plans based upon periodic asset/liability studies. 
Factors considered in setting the investment policy include employee 
demographics, liability growth rates, future d iscount rates, the funded 
status of the plans and the expected long-term rate ofretum on plan 
assets. Deviations from the plans' strategic a llocat ion are a function of 
Dominion Energy's assessments regarding short-term risk and reward 
opponu nities in the capital markets and/or shon-tem1 market 
movements which result in the plans' actual asset allocations varying 
from the strategic target asset allocations. Through periodic rebalancing, 
actual a llocations are brought back in line with the target. Future 
asset/liability studies will focus on strategies to further reduce pension 
and other postretirement plan risk, whi le still achieving attractive levels 
of returns. Financial derivatives may be used to obtain or manage 
market exposures and to hedge assets and I iabil ities. 

For fair value measurement policies and procedures related to pension 
and other postretirement benefit plan assets, see ote 6. 
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The fair val ues ofDominion Energy's and Dominion Energy Gas' (for employees represemed by collective bargaining units) pension plan assets 
by asset category are as follows: 

AI December 31. 

(mil.,.) 

Dominion Energy 
Cash and cash equivalents 
Common and preferred stocks: 
u.s. 
International 

Insurance contracts 
Corporate debt instruments 
Government securities 
Total recorded at fair value 
Assets recorded at NAV(1): 

Common/conective trust funds 
Alternative investments: 

Real estate funds 
Private equity funds 
Debt funds 
Hed e funds 

Total recorded at NAV 
Total investments(2) 
Dominion Energy Gas 
Cash and cash equivalents 
Common and preferred stocks: 
u.s. 
International 

Insurance contracts 
Corporate debt instruments 
Government secur~ies 
Total recorded at fair value 
Assets recorded at NAV(1): 

Common/collective trust funds 
Alternative investments: 

Real estate funds 
Private equity funds 
Debt funds 
Hed e funds 

Total recorded at NAV 
Total investments!3) 

2011 
LIM!I1 leve12 LIM!I3 

18 $ $-

1,902 
1,151 

352 
41 729 

9 676 
$3,121 $1,757 $-

$ 4 $ $-

425 
257 

79 
9 163 
2 151 

$ 697 $ 393 $-

TOial LIM!I 2 level 3 TOial 

18 $ 12 $ 2 S- $ 14 

1,902 1,705 1,705 
1,151 928 928 

352 334 334 
770 35 682 717 
685 13 522 535 

$4,878 $2,693 $1 ,540 $- $4,233 

2 ,272 1,960 

111 121 
606 506 
161 153 

19 25 
$3,169 $2,765 
$8,047 $6,998 

$ 4 s 3 $ S- $ 3 

425 375 375 
257 203 203 

79 73 73 
172 8 150 158 
153 3 115 118 

$1 ,090 592 $ 336 $- $ 930 

509 430 

25 27 
135 111 

36 34 
4 6 

$ 709 $ 608 
$1,799 $1,538 

(I) 17oese investments that are measured at fair value using the NA V per share (o r tiS equivalent) as a practical expedient which are not requ~red to be categorued 111 the fair 
1·alue hierarchy. 

{1) Excludes net asseu related to pendmg sales of securities ofS/ I million, net accroed mcome of$19 million, and includes net asseu related to pendmg purchausofucurities 
of$15 million o r Deumber 31, 1017. Excludes net asseu related ra pending salts ofsecunues ofS46 million, net accroed mcome of$19 million, and mcludes net assets 
related to pending purchases of securities of$47 mJI/ion at December 31, 1016. 

(3) Excludes net anets related to pending sales of securities ofSJ million, net accroed income ofS4 million, and includes nerosseu related to pendmg purchases of securities of 
S3 million at December 3 I, 1017. Excludes net asseu related to pending sales of securitier of$ I 0 million, net acctued income ofS4 million, and includes Mt assets related to 
pending purchaser ofsecut;ues ofS/0 million at December 3 I, 2016 
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The fair values o f Dominion Energy's and Dominio n Energy Gas' ( fo r employees represented by collect ive bargai ning units) other postret i remen t 
plan assets by asset category are as follows: 

AI December 31, 2017 2016 
level I L....a2 level 3 TCUj Level l levd 2 UMA3 Tolal 

(mlllloros) 

Dominion Energy 
Cash and cash equivalents 2 $- $ 3 $ $ 1 $- s 2 
Common and preferred stocks: 

u.s. 636 636 571 571 
International 196 196 143 143 

Insurance contracts 21 21 19 19 
Corporate debt instruments 44 46 2 40 42 
Government securaies 1 41 42 1 30 31 
Total recorded at fair value $836 $108 $- $ 944 $718 $90 $- $ 808 
Assets recorded at NAV(1): 

Common/collective trust funds 689 621 
Alternative investments: 

Real estate funds 9 9 
Private equity funds 73 59 
Debt funds 11 12 
Hed e funds 1 1 

Total recorded at NAV $ 783 s 702 
Total investments(2) $1 ,727 $1 ,510 
Dominion Energy Gas 
Common and preferred stocks: 
u.s. $130 $- 130 $121 $- $- s 
International 33 33 24 

Total recorded at fair value $163 $- 163 $145 $- $- s 
Assets recorded at NAV(1): 

Common/collective trust funds 154 
Alternative investments: 

Real estate funds 
Private equity funds 15 
Debt funds 

Total recorded at NAV $ 170 $ 

Total investments $ 333 $ 

( I) n1ese it1 vestmet1 ts that are measured at fair value using the NAV per shore (o r its equivalent) as a practical expedietlt which are not required to be categorized in the fair 
\'a lue hierarchy. 

121 
24 

145 

140 

12 
1 

154 
299 

{2) Excludes tiel assets related to pet~ding sales of securities ofS I millwn, net accroed income of S2 million, and includes net assets n la ted to pet1dit1g purchases of securities of 
S I m111iOt1 at December 31, 2017. Excludes net assets rdated to pet1dit1g .<ale.t of secunl!es of 55 million, tiel accm ed mcome of S2 millw11, at1d it1cludes net a <Sets related to 
pet1d1t1g purchases ofsecw;ties of$5 million at December 31. 1016 
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The Plan's investments are determined based on the fuir values of the 
investments and the underlying investments, which have been 
determined as follow>: 

Cash and Cash Equivalents-investments are held primari ly in 
short-tenn notes and treasury bills, which are valued at cost p lus 
accrued interest. 
Common and Preferred Stocks- Investments are valued at the 
closin g p1ice reported on the act ive market on which the individual 
seculi t ics arc traded. 
Insurance Contracts--Investments in Group Annuity Contracts 
with Joh n llancock were entered into afier 1992 and are stated at 
fair value based on the fair value of the underlying securities as 
provided by the managers and include investments in U.S. 
government secunties, corporate debt instrumems, state and 
municipal debt securities. 
Cotporate Debtlnstromems-lnvestmems are valued using pricing 
mode ls maximizing Lhe use of obseJVable inputs for similar 
securities. This includes basing value on yields currently avai lable 
on comparable securities of issuers with similar credit ratings. 
When quoted prices arc not available for identical or si milar 
instruments, the instrument is valued under a discounted cash fiows 
approach Lhat max1mizes obseJVable inputs, such as current y ields 
of similar instruments, but includes adjustments for certain risks 
that may not be obseJVable, such as credit and liquidity risks or a 
broker quote, if available. 
Government Securities-Investments are valued using pricing 
models max imizing the use of obseJVable inputs for similar 
securities. 
Common/Collective Trost Funds-Common/collective trust funds 
invest in deb t and eq uity securiti es and other instru ments with 
characterist ics similar to those of the funds' benchmarks. The 
primary objectives o f the funds are to seek investment returns that 
approximate the overall perfom1ance o f their benchmark indexes. 
These benchmarks are major equity indices, fixed income ind ices, 
and money market indices that focus on growth, income, and 
liquidity strategies, as applicable. Investments in 
common/collective trust funds are stated at the ;p. Vas detennined 
by the issuer of the common/collective trust funds and are based on 
the fa ir value of the underlying investmen ts held by the fund less 
its liab ilities. The AY is used as a practical expedient to estimate 
fair value. The common/collective trust funds do not have any 
unfunded commitments, and do not have any applicable 
liquidation periods or defined tennsfperi ods to be held. The 
majori ty o f the common/collect ive trust funds have limited 
withdrawal or redemption rights during the term of the investment. 
Altemative Investments- in vestments in real estate funds, pri vate 
equ ity funds, debt funds and hedge funds are stated at fair value 
based on the NAY of the Plan's proportionate share o f the 
partnership, join t venture or o ther alternative investment's fai r 
value as detennined by reference to aud ited financial s tatements or 
NAY statements provided by the investment manager. The NAY is 
used as a practical expedient to est imate fai r value. 
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I ET PERJODIC BENEFIT (CREDIT} COST 

Net periodic benefit (credit) cost is reflected in other operations and maintenance expense in the Consolidated Statements oflncome. The compo nents 

oft he provision for net periodic benefit (cred it) cost and amounts recogn ized in other comprehensive income and regulato ty assets and liabilities for 
Dominion Energy's and Dominion Energy Gas' (for employees represented by collect ive barga in ing uni1s) plans are as fo ll ows: --.. Other f'bserfl.lrernetr. Benetiitl v- Erded Decombor 31. 2017 2016 2015 2017 2016 2015 
(m<lllons. exceptpercor<ages) 

Dominion Energy 
Service cost $ 138 $ 118 $ 126 $ 26 $ 31 $ 40 
Interest cost 345 317 287 60 65 67 
Expected return on plan assets (639) (573) (531) (128) (118) (117) 
Amortization of prior service (credit) cost 1 1 2 (51) (35) (27) 
Amortization of net actuarial loss 162 111 160 13 8 6 
Settlements and curta~menlS 1 
Net periodic benefit (cred~) cost $ 7 
Changes in plan assets and benefit obligations 

$ (25) $ 44 $ (80) $ (49) $ (31) 

recognized In o ther comprehensive Income and 
regu latory assets and liabilities: 

Current year net actuarial (gain) loss $ 142 $ 931 $ 159 $ 12 s 178 $ (18) 
Prior service ( credrt) cost 5 (73) (216) (31) 
Settlements and curtailments (1) 2 
Less amounts included in net periodic benefrt cost: 

AmortiZation of net actuarial loss (162) (1 11 ) (160) (8) (6) 
AmortiZation of erior service credit (cost) (1 ) (1) (2) 35 27 

Total recognized in other comprehensive income and 
regulatory assets and iabilities $ (15) s 818 $ (3) s (21 ) s (11) s (28) 

Significant assumptions used to determine periodic 
cost: 

Discount rate 3.31%-4.50% 2.87%-4.99% 4.40% 3.92"/o-4.47% 3.56°k-4.94% 4.40% 
Expected long-term rate of return on plan assets 8.75% 8.75% 8.75% 8.50% 8.50% 8.50% 
Weighted average rate of increase for compensation 4.09% 4.22% 4.22% 3.29% 4.22% 4.22% 
HeaHhcare cost trend rate(t) 7.00% 7.00% 7.00% 
Rate to which the cost trend rate is assumed to decline (the 

ultimate trend rate)(1J 5.00% 5.00% 5.00% 
Year that the rate reaches the ultimate trend rate(1)(2J 2021 2020 2019 
Dominion Energy Gas 
Service cost s 15 $ 13 $ 15 s 4 $ 5 $ 7 
Interest cost 30 30 27 12 14 14 
Expected return on plan assets (141) (134) (126) (24) (23) (24) 
Amortization of prior service (credit) cost 1 (3) 1 (1 ) 
Amortization of net actuarial loss 16 13 20 2 1 2 
Net periodic benefit (cred~) cost $ (80) $ (78) $ (63) $ (9 ) s (2) s (2) 
Changes In p lan assets and benefi t obligations 

recogn ized In other comprehensive Income and 
regulatory assets and liabilit ies: 

Current year net actuarial (gain) loss $ (75) $ 91 $ 97 $ 18 $ 28 $ (9) 
Prior service cost (61) 
Less amounts included in net periodic benefit 
cost: 

Amortization of net actuarial loss (13) (20) (2) (2) 
Amortization of prior service cred~ (cost) (1) 3 1 

Total recognized in other comprehensive income and 
regulato!1 assets and iabirrties $ (91) $ 78 $ 76 $ (42) $ 26 $ (10) 

Significant assumptions used to determine periodic 
cost : 

Discount rate 4.50% 4.99% 4.40% 4.47% 4.93% 4.40% 
Expected long-term rate of return on plan assets 8.75% 8.75% 8.75% 8.50% 8.50% 8.50% 
Weighted average rate of increase for compensation 4.11% 3.93% 3.93% 4.11% 3.93°k 3.93% 
HeaHhcare cost trend rate(t) 7.00% 7.00% 7.oo•k 
Rate to which the cost trend rate is assumed to decline (the 

ultimate trend rate)(1) 5.00% 5.00% 5.00% 
Year that the rate reaches the uttimate trend rate(1) 2021 2020 2019 

(I) Assumptions used to determine net periodic cost for thefollo\t1ng year. 
(1) n,e Socie~v of Actuaries model used to detemzine healthcore cost trend ra tes \l'as updated in 1014. The u el\' model converges to the ultimate trend ra te much mo1e quick~'' 

than previous models. 
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The components of AOCI and regulatory assets and liabilities for 
Dominion Energy's and Domi nion Energy Gas' (for employees 
represented by collective bargaining units) plans that have not been 
recognized as components of net periodic benefit (credit) cost arc as 
fo llows: 

O!her 
Polltedr001ert. 

Pension Bene6ts Benefi !S 

loJO""""'bor 31. 2017 2016 2017 2016 

(mllllcroo) 

Dominion Energy 
Net actuarial loss $3,181 $3,200 $ 283 $ 283 
Prior service (credit) cost 8 4 (440) (41 9) 
Total(!) $3,189 $3,204 $(157) $(136) 
Dominion Energy Gas 
Net actuarial loss 367 $ 458 $ 76 $ 60 
Prior service (credit) cost !52) 7 
Total(2) $ 367 $ 458 $ 24 $ 67 

(I)AsofDecember31, 2017, oftheS3.2 billion and S(/57) million related 10 

pension benefits and other postretirement benefits, Sl.9 btl/ion and $(87) 
nul/ion. respectively. are mcluded in AOCI, ,,·ith 1he remamder mc/uded m 
regul111ory arsets and liabilittes. As of December 31, 1016, of the $3.1 billion 
and S(l 36) million related to pension benefits and other postreurement benefits. 
S/ .9 billion and S(/03) mt!lion, respecti••ely, are included in AOCI, with the 
remainder included in regulatory assets and liabilities. 

(2)As ofDecemberJI, 2017, oftht-5367 million related to pension benefits, 
S I 34 million is included in AOCI, with the remainder included 111 regula tO!)' 
assets aJI(I/iabilities; the $14 million related to other postretirement benefits is 
included entirely in regulatory assets and liabilities. As of December 31, 2016, of 
the $458 million related to pension benefits, $167 million is included in AOCI. 
with the remainder included in regulatmy assets and liabiluies: the S67 million 
related to o ther p oftrcllremetJt benefits is included en tire~v i11 regula tory assets 
and liahilitie.r. 

The fo llowing table provides the components o f AOC I and regulatory 
assets and liabilities for Dominion Energy's and Dominion Energy Gas ' 
(for employees represented by collective bargaining units) p lans as of 
December 31,20 17 that are expected to be amortized as components o f 
net period ic bene fit (credit) cost in 20 18: 

(m l-) 
Dominion Energy 
Net actuarial loss 
Prior service ( credrt) cost 
Dominion Energy Gas 
Net actuarial loss 
Prior service (credtt) cost 

--.. 
$193 

$ 19 

$ 11 
(52) 

$ 3 
(4) 

The expected long-term rates of return on plan assets, discount rates, 
healthcare cost trend rates and mortali ty are critical assumptions in 
detennining net period ic benefit (credit) cost. Dominion Energy 
develops non-investment related assumptions, which are then co mpared 
to the forecas ts o f an independent investment advisor to ensure 
reasonableness. An internal commi ttee selects the final assumptio ns 
used fo r Do minio n Energy's pension and other postretirement plans, 
inc luding those in wh ich Dominion Energy Gas participates, including 
discount rates, expected long-tetm rates of return, bealtbcare cost trend 
rates and mortality rates. 

Dominion Energy detennines the expected long-term rates of return on 
plan assets for its pension plans and other postretirement benefi t plans, 
including those in which Dominion Energy Gas participates, by using a 
combination of: 

Expected inflation and risk-free inte rest rate assumptions; 
Historical rerum analysis to detennine long tem1 historic retums as 
well as historic risk premiums for various asset classes; 
Ex pected future risk premiums, asset vo lati litics and correlations; 
Forward-looking return expectat ions derived from the yield on long
teml bonds and the expected long-tem1 rctums of majo r s tock market 
indices; and 
Investment all ocation of plan assets. 

Dominion Energy detemunes d iscount rates from analyses of AA/Aa 
rated bonds wi th cash flows matching the expected payments to be made 
under its plans, including those ill which Domin ion Energy Gas 
participates. 

Mortality rates are developed from actual and projected plan 
experience for postretirement benefit plans. Dominion Energy's actuary 
conducts an experience study periodically as part of the process to select 
its best esti mate o f mortality. Dominion Energy considers both standard 
mortality tables and improvement factOrs as well as the plans' actual 
ex perience when selecting a best estimate. During 2016, Dominion 
Energy conducted a new experience study as scheduled and, as a result, 
updated its mortali ty assumptions for all its plans, including those in 
which Dominion Energy Gas participates. 

Assumed healthcarc cost trend rates have a significant effect on the 
amounts rep011ed for Domin ion Energy's ret iree healthcare plans, 
includ ing those in which Dominion Energy Gas part icipates. A one 
percentage point change in assumed hca lthcarc cost trend rates would 
have had the fo llowing effects fo r Domin io n Energy's and Domin ion 
Energy Gas' (for employees represented by coll ective bargaining units) 
o ther postre ti rement benefi t pla ns: 

(mlloas) 

Dominion Energy 
Effect on net periodic cost for 2018 
Effect on other postretirement benefit 

obligation at December 31 , 2017 
Dominion Energy Gas 
Effect on net periodic cost for 2018 
Effect on other postretirement benefit 

$ 24 $ (15) 

158 (132) 

$ 4 $ (3) 

obligation at December 31, 2017 31 (26) 

Dominion Energy Gas (Employees Not Represented by 
Collective Bargaining Units) and Virginia Power- Participation 
in Defined Benefit Plans 
Virginia Power employees and Domi nion Energy Gas employees not 
represented by collective bargaining uni ts arc covered by the Domin ion 
Energy Pension Plan descri bed above. As patticipating employers, 
Virginia Power and Dominion Energy Gas are subjec t to Dominion 
Energy's funding policy, wh ich is to con tribute annually a n amount that 
is in accordance with ERISA. Ou ti ng 2017, Virginia Power and Dominion 
Energy Gas made no con-
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uibutions to the Dominion Energy Pens ion Pl an, and no contributions 
to this plan are currently expected in 201 8. Virginia Power's net 
periodic pension cost related tO this plan was $110 million, $79 mi llion 
and $97 mi llion in 2017,2016 and 20 15, respectively. Dominion 
Energy Gas' net periodic pension credit related to this plan was $(37) 
mi ll ion, $(45) mi ll ion and $(38) mill ion in 2017,20 16 and 2015, 
respectively. Net periodic pension (credit) cost is reflected in ot her 
operations and maintenance expense in their respect ive Con sol ida ted 
Statements of Income. The funded status of various Domin ion Energy 
subsidiary groups and employee compensation are the basis fo r 
detennining the share oftotal pension costs fo r panicipating Dominion 
Energy subsidiaries. See Note 24 for Virginia Power and Dominion 
Energy Gas amounts due to/ from Do minion Energy related to th is p lan. 

Retiree healthcarc and life insurance benefits, lor Virgin ia Power 
employees and for Dominion Energy Gas employees not represen ted by 
collective barga ining uni ts, are covered by the Dominion Energy 
Retiree Heal th and Welfare Plan described above. Virginia Power's net 
periodic benefit (credit) cost related to this plan was $(42) million, $(29) 
mi ll ion and $(1 6) mill ion in 2017, 20 16 and 20 15, respectively. 
Dominion Energy Gas' net periodic benefit (credit) cost related to this 
plan was $(5) mi Ilion, $(4) mi II ion and $(5) mil l ion for 20 I 7, 20 I li and 
2015, respectively. ct peri odic benefit (cred it) cost is reflected in other 
operations and maintenance expenses in their respective Consolidated 
Statements of Income. Employee headcount is the basis for dctennini ng 
the share of total other postretirement benefi t costs for participating 
Dominion Energy subsidiaries. Sec Note 24 for Virginia Power and 
Domin ion Energy Gas amounts due to/fro m Dominion Energy rel ated to 
this plan. 

Domi nion Energy holds investments in trusts to fund emp loyee 
benefit payments for the pension and other postretirement bene fit plans 
in which Vi rginia Power and Domin ion Energy Gas' employees 
participate. Any investment-related declines in these trusts will result in 
future increases in the net periodic cost recognized for such employee 
benefi t p lans and wi ll be included in the detennination of the amount of 
cash that Virgin ia Power and Dominion Energy Gas will provide to 
Domin ion Energy fo r their shares of emp loyee benefit plan 
contribu tions. 

Certai n regu latory authorities have held that amounts recovered in 
rates for other postret irement bene fits, in excess ofbenefits actually paid 
during the year , must be deposited in tmst funds dedicated for the sole 
purpose of payi ng such benefits. Accordingly, Virginia Power and 
Dominion Energy Gas fund other postret irement benefit costs through 
VEBAs. Du ri ng 2017 and 20 16, Virginia Power made no contributio ns 
to the VEBA and does not expect to contribute to the VEBA in 20 18 . 
Dominion Energy Gas made no con tri butions to the VEBAs for 
employees not represented by collective bargaining units during 201 7 
and 201 6 and does not expect to contribute in 2018. 

Defined Contribution Plans 
Dominion Energy also sponsors defined contribution employee sav ings 
plans that cover substantially all emp loyees. During 20 17, 2016 and 
2015, Do mi nion Energy recogn ized $45 mi Ilion, $44 mi llio n and 
$43 millio n, respectively, as employer matchi ng contributions to these 
plans. Do min ion Energy Gas panicipatcs in these employee sav ings 
plans, both specific to Dominion Energy Gas and that cover mu lt iple 
Dominion Energy sub-
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sidiaries. Du ring 2017,20 16 and 2015, Domini on Energy Gas recognized 
$7 mi l lion as emp loyer matching contributions to these plans. Vi rgin ia 
Power also part icipates in these employee savings plans. During 20 17, 
20 16 and 20 15, Virginia Power recognized $ 19 mi Ilion, $ 19 mi llion and 
S 18 million, respectively, as employer matchi ng contributions to these 
plans. 

Organizational Design Initiative 
ln the first quarter of20 16, the Companies anno unced an organizationa l 
design initiati ve that reduced their total work forces during 2016. The 
goal of the organ izationa l design in itiative was to st reaml ine leadership 
stmcture and push dec ision making lower whil e also improving 
efficiency. For the year ended December 3 1,201 6, Domin ion Energy 
reco rded a $65 mill ion ($40 million after-tax) charge, incl uding 
$33 million ($20 million after-tax) at Virgi nia Power and S8 million 
($5 million afler-tax) a t Dominion Energy Gas, primarily reflected in 
other operations and main tenance expense in their Consolidated 
Statements o f Income due to severance pay and other costs related to the 
organizational design initiati ve. The tcm1s of the severance under the 
o rganizational design in it iative were consis tent with the Companies' 
exist ing severance p lans. 

As a result of issues generated in the ord inary course ofbusiness, the 
Companies are involved in legal proceedings before various courts and 
are periodically subject to govemmental examinat ions (including by 
regulatory authorities), inquiries and investigatio ns. Certain legal 
proceedi ngs and governmental examinations in volve demands for 
unspecified amounts o f damages. are in an in itial procedural phase, 
invo lve uncenainty as to the outcome of pending appeals o r motions, or 
in volve significant factual issues that need to be reso lved , such that it is 
not possible fo r the Companies to estimate a range o f possible loss. For 
such matters fo r whi ch the Companies cannot est imate a range of possible 
loss. a statement to this effect is made in the descript ion of the matter. 
Other matters may ha ve progressed sufii cien tly through the litigatio n or 
investigative processes such that the Compan ies are able to estimate a 
range of possible loss. For legal proceedings and govemmental 
examinations for wh ich the Companies are ab le to reasonably estimate a 
range of possible losses, an estimated range of possible loss is provided, 
in excess of the accrued liabi lity (i fany) fo r such matters. Any accmed 
liabil ity is reco rded on a gross basis with a receivable also recorded for 
any probable insurance recoveries. Estimated ranges ofloss are inclusive 
oflegal fees and net of any anticipated insu rance recoveries. Any 
estimated range is based on currently avai lab le in fom1ation and invo lves 
elements of judgment and sign ificant uncertain ties. Any estimated range 
of possible loss may not represent the Companies' maximum possible loss 
exposure. The circumstances of such lega l proceedings and govemmcntal 
examinat ions wi ll change fi-omtimc to t ime and actual results may vary 
significantly !Tom the current estimate. Forcu nent proceedings not 
specifically repon ed below, management does not anticipate that the 
liabilities, if any , arising fi·om such proceedings wou ld have a material 
effect on the fi nancia l position, liquidity or resu lts of operations of the 
Companies. 
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Environmental Matters 
The Companies are subject to costs resu lting from a number of federa l, 
state and local laws and regulat ions designed to protect human health 
and the environment. These laws and regulat ions affect future p lanning 
and existing operations. They can result in increased capital, operating 
and other costs as a result of compliance, remediation, containment and 
monitoring obligations. 

AIR 

CAA 

The CAA, as amended, is a comprehensive program util izing a broad 
range of regu lato ry 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 o f the 
Companies' faci lities are subject to tbe CAA's pemutting and other 
requiremeuts. 

MATS 

The MATS rule requ ires coal- and oil-fi red electric utility steam 
generating units to meet strict emission limits for mercury, panicu late 
maner as a surrogate for toxic metals and hydrogen chloride as a 
surrogate for acid gases. Following a one-year compliance extension 
granted by VDEQ and an additional one-year extension under an EPA 
Administrat ive Order, Virgin ia Power ceased operating the coal units at 
Yorktown power station in April 20 17 to comply with tbe rule. ln June 
2017, the DOE issued an order to PJM to direct Virginia Power to 
operate Yorktown power station's Units I and 2 as needed to avoid 
reliability issues on the Virginia Peninsula. TI1e order was effect ive for 
90 days and can be reissued upon PJM 's request, i f necessary, unti l 
required electricity transmission upgrades are completed approximately 
23 months following the receipt in July 201 7 o f final permits and 
approvals for construction. Beginn ing Ln August 2017 , PJM filed 
requests for 90-<lay renewals of the DOE order which the DOE has 
granted. The current renewal is effective unti l March 2018. The Sierra 
Club has challenged the DOE order and cenain renewal requests, all of 
which have been deni ed by the DOE. 

Although litigation of the MATS rule is still pending, the regulation 
remains in effect and Virginia Power is complying with the applicable 
requirements of the rule and does not expect any adverse impacts to its 
operations at this t ime. 

Ozone Standards 

Jn October 20 15, the EPA issued a final rule tightening the ozo ne 
standard fro m 75-ppb to 70-ppb. To co mply with this standard , in April 
2016 Virginia Power submitted the Ox Reasonab le Avai lable Control 
Technology analysis for Unit 5 at Possum Point power station. ln 
December20 16, the VDEQ determined that NOX reductions arc requ ired 
on Unit 5. In October 2017, Virgini a Power proposed to install Ox 
cont rols by mid-20 19 with an expected cost in the range of$25 million 
to $35 million . 

The statutory deadline for the EPA to complete attainment 
designations for a new standard was October 2017. States wi ll have three 
years after final designations, certain o f which were issued by the EPA in 
November 20 17, to develop plans to address the new standard. Until the 
states have developed implementation p lans for the standard, the 
Companies arc unable 10 predict whether or to what extent the new rules 
will u ltimately require 

add itional cont rols. The expenditures req uired to implement addit ional 
controls could have a material impact on the Companies' results of 
operations and cash flows. 

NOx and VOC Emissions 

In April 2016, the Pennsylvania Dcpanment of Environmental Protection 
issued final regulations, with an effective date of January 2017. to reduce 
NOX and VOC emissions from combustion sources. To compl y with the 
regulations, Dominion Energy Gas is installing emission control systems 
on exist ing engines at several compressor stat ions in Pennsylvania. The 
compliance costs associated with engi neering and installation of contro ls 
and compliance demonstration with the regulation are expected 10 be 
approximately $35 million. 

Oil and Gas NSPS 

In August 2012, the EPA issued an SPS impacting new and modified 
faci l ities in the natural gas production and gath ering sectors and made 
revisions to the NSPS for natural gas processing and transmission 
faci lities. These rules establish equ ipment performance specifications and 
enlissions standards for control ofVOC emissions for natural gas 
production wells, tanks, pneumatic controllers, and compressors in the 
upstream secto r. ln June 2016, the EPA issued a new NSPS regu lation, for 
the oil and natural gas sector, to regulate methane and VOC emissions 
from new and modified faci lities in transmission and storage, gathering 
and boost ing, production and processing faci lit ies. All projects which 
commenced construction after September 201 5 arc required to comply 
with this regu lation. In April2017, the EPA issued a notice that it is 
reviewing the rule and, if appropriate, will issue a rulemaking to suspend, 
revise or rescind the June 2016 final NSPS for cenain oil and gas 
facilities. In June 20 17, the EPA published notice of reconsiderat ion and 
partial stay of the rule for 90 days and proposed extending the stay fo r 
two years. In July 2017, the U.S. Coun of Appeals fort he D.C. Circuit 
vacated the 90-<lay stay. In November20 17, the EPA solicited commen ts 
on the proposed two-year stay of the June 20 16 SPS rules. Dominion 
Energy and Dominion Energy Gas are implementing the 2016 regulation. 
Dominion Energy and Dominion Energy Gas are still evaluating whether 
potential impacts on results of operations, financial condition and/or cash 
flo-w-s related to this matter will be material. 

G HG R£GULATIO ' 

Carbon Regulations 

In August 2016, the EPA issued a draft rule proposing to reaffirm that a 
source's obligation to obtain a PSD or Ti tle V penn it forGHGs is 
triggered only i f such permitting requirements are first triggered by 
non-GHG, or conventional, pollutants that are regulated by the New 
Source Review program, and to set a significant emissions rate at 75,000 
tons per year of C02 equivalent emissions under which a source wou ld 
not be required to apply BACT for its GHG emissions. Until the EPA 
ultimately takes final action on this rulemaki ng, the Companies cannot 
predict the impact to their financia l statements. 

In add ition , the EPA continues to evaluate its policy regarding the 
consideration of C0 2 emissions from biomass projects when determining 
whether a station ary source meets the PSD and Title V applicability 
thresholds, includi ng those for the application o f 
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BACT. It is unclear how the fi nal policy will affect Virginia Power's 
Altavista, Hopewe ll and Southampton power stations which were 
converted fi·om coal to biomass under the prior biomass deferral policy; 
however, the expenditures to comply with any new requirements could 
be material to Dominion Energy's and Virginia Power's financial 
statements. 

Methane Emissions 

In July 2015, the EPA announced the next generat ion of its vo luntary 
Natural Gas STAR Program, the at ural Gas STAR Methane Challenge 
Program. The program covers the entire natu ral gas sector from 
production to di stribution, with more emphasis on transparency and 
increased reporti ng fo r both annual emissions and reductions achieved 
through implementat ion measures. In March 20 16, East Ohio, Hope, 
DETI and Questar Gas joined the EPA as founding partners in the new 
Methane Challenge program and submitted implementation plans in 
September 20 16. DECG joined the EPA 's voluntary at ural Gas STAR 
Program in July 2016 and submitted an implementation plan in 
September 2016. Dominion Energy and Dominion Energy Gas do not 
expect the costs related to these programs to have a material impact on 
their resu lts of operations. financia l condition and/or cash flows. 

WATER 

The CWA, as amended. is a comprehensive program requiring a broad 
range of regulatory tools including a pennit program to authorize and 
regulate discharges to surface waters wi tl1 strong enforcement 
mechanisms. The Companies must comply with applicable aspects of 
the CWA programs at their operat ing facil ities. 

ln October 20 14 , the final regu lations under Section 3 16(b) o f the 
CWA that govem existing facilities and new units at existing faci lities 
that employ a cooling water intake structure and that have flow levels 
exceeding a minimum threshold became effective. The rule establ ishes a 
national standard for impingement based on seven compliance options, 
but forgoes the creatio n of a s ingle technology standard for en trainment. 
Instead, the EPA has delegated entrain ment technology decisions to 
state regulators. State regulators are to make case-by-case entrainment 
technology determinations after an examination of five mandatory 
facility-speci fi c factors, including a social cost-benefit test, and six 
optional facil ity-speci fic fac tors. The rule governs all electric generati ng 
stations ''~th water withdrawals above two MGD, with a heig htened 
entrainment analysis for those faci lities over 125 MGD. Dominion 
Energy and Virginia Power have 13 and I I facilities, respectively, that 
may be subject to the fina l regulations. Domi nion Energy anticipates 
that it will have to install impingemen t control technologies at many of 
these stations that have o nce-through cooling systems. Dominion 
Energy and Virginia Power are currently evaluating the need or 
potential for entrain ment controls under the fina l rule as these decisions 
wi ll be made on a case-by-case basis after a thorough review of detailed 
biological, techno logy, cost and benefit s tudies. While the impacts o f 
this ru le cou ld be material to Dominion Energy's and Virginia Power's 
results of operations, financial condition and/or cash flows, the existing 
regulatory framework in Virgin ia provides rate recovery mechani sms 
that could substantially mitigate any such impacts for Virgin ia Power. 
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In September 2015, the EPA released a final rule to revise the Effiuent 
Limitations Guidelines fo r the Steam Elecui c Power Generating Categoty. 
The fi nal rule estab lishes updated standards fo r wastewater d ischarges 
that apply primati ly at coal and oil steam generating stations. Affected 
facilities are required to conven fro m wet to d1y or closed cycle coal ash 
management, improve ex isting wastewater treatment systems and/or 
install new wastewater treatment technologies in order to meet the new 
discharge limits. Virginia Power has eight fac ilities subject to the final 
ru le. In April 20 17, the EPA granted two separate petit ions for 
reconsideration of the Effluent Limitations Guidelines fi nal rule and 
stayed fu ture compliance dates in the rule. Also in Apri l 2017, the U.S. 
Coun of Appeals fo r the Fifth Circuit g ranted the U.S.'s request for a stay 
of the pending consolidated litigation challenging the rule while the EPA 
addresses the petitions for reconsideration. In September 2017, the EPA 
signed a rule to postpone the earliest compliance dates forcenain waste 
streams regulations in the Effiuent Limitations Guidel ines final rule from 
November 20 18 to ovember 2020; however, the latest date for 
compliance for these regulations remains December 2023. The EPA is 
proposing to complete new rulemaking for these waste streams. Whi le the 
impacts of this rule could be material to Dominion Energy's and Virg inia 
Power's results of operations, financial condition and/or cash flows, the 
ex isting regu latory framework in Virginia provides rate recovery 
mechanisms that could substantial ly mitigate any such impacts for 
Virginia Power. 

W ASTE MANAGEMENT A D REM£ DtA110N 

The CERCLA, as amended, provides for immediate response and removal 
actions coordinated by the EPA in the event of threatened releases of 
hazardo us substances into the environment and autho rizes the U.S. 
government either to clean up sites at which hazardous substances have 
created actual or potential environmental hazards o r to order persons 
responsible fo r the situation to do so. Under the CERCLA, as amended , 
generators and transporters of hazardous substances, as well as past and 
present owners and operators of contaminated sites, can be jointly, 
severally and strictly liable for the cost of cleanup. These potentially 
responsible pat1ies can be ordered to perfonn a cleanup, be sued for costs 
associated with an EPA-directed cleanup, vo luntari ly settle with the U.S. 
government concern ing their liability for cleanup costs, or voluntarily 
begin a site invest igation and site remediation under state oversight. 

From time to time, Dominion Energy, Virgi nia Power, or Dominion 
Energy Gas may be identified as a potentially responsible pany to a 
Superfund site. The EPA (or a state) can either allow such a pany to 
conduct and pay for a remedial investigat ion, feasibil ity study and 
remedial act ion or conduct the remedial investigation and action itself 
and then seek reimbursement from the potentially responsible parties. 
These parties can also bring contribution actions against each other and 
seek reimbursement from their insurance companies. As a result, 
Dominion Energy, Virginia Power, or Dominion Energy Gas may be 
responsible fo r the costs of remedial invest igation and actions under the 
Superfund law or other laws or regulations regarding the remediation of 
waste. The Companies do not believe these matters will have a material 
effect on resu lts of operations, financial condition and/or cash flows. 
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Domin ion Energy has detennined that it is associated with 19 fonner 
manufucrured gas plant sites, three of which pertain to Virginia Power 
and 12 of which pertain to Dominion Energy Gas. Studies conducted by 
o ther utilities at their former manufactured gas plant sites have indicated 
that those sites contain coal tar and other potentially hannful materials. 

one of the fom1er sites \\ith which the Companies are associated is 
under investigation by any state or federal environmental agency. At 
o ne of the Fonner sites, Dominion Energy is conducting a state-approved 
post closure groundwater monitori ng program and an environmental 
land usc restriction has been recorded. Another site has been accepted 
into a state-based voluntary remed iatio n program. Virginia Power is 
currently evaluating the nature and extent of the contaminat ion !Tom 
this site as well as potential remedial optio ns. Preliminary costs for 
options under evaluation for the site range from $1 million to 
$22 mill ion. Due to the uncertainty surrounding the other sites, the 
Companies are unable to make an estimate of the potential financial 
statement impacts. 

See below for discussion on ash pond and landfill closure costs. 

Other Legal Matters 

The Compani es are defendants in a number of lawsuits and claims 
involving unrelated inciden ts of property damage and persona l injury . 
Due to the uncertainty surrounding these matters, the Companies are 
unable to make an estimate of the potential financial statement impacts; 
however, they could have a material impact on results of operations, 
financial condit ion and/or cash flows. 

APPALACHI N G ATEWA Y 

Pipeline Contractor Litigation 

Following the completion of the Appalach ia n Gateway project in 20 12, 
DETI received multiple change order requests and other claims for 
additional payments from a pipeline contractor fort he project. In July 
2015, the contractor filed a complaint against DETI in U.S. District 
Court forthe Western District ofPennsylvania.ln Mareh 2016,the 
Pennsylvania court granted DETI's motion to transfer the case to the 
U.S. District Court forthe Eastern Distri ct of Virgin ia. In July 2016, 
DETI filed a motion to dtsmiss. In March 2017, the court dismissed three 
of eight counts in the complaint. In May 20 17, the contractor withd rew 
one of the counts in the complaint. In November 2017 , DETI and the 
contractor e ntered into a pa11ial settlement agreement for a release of 
certain claims. This case is pending. At December 31, 2017, DETI has 
accrued a liability o f$2 million for this matter. Dominion Energy Gas 
cannot currently estimate additional fi nancial statement impacts, but 
there could be a material tmpact to its financial condition and 'or cash 
flows. 

Gas Producers Litigalion 

In connection with the Appalachian Gateway project, Dominion Energy 
Field Serv ices, Inc. entered into contracts for firm purchase righ ts with a 
group o f small gas producers. In June 20 16 , the gas producers fi led a 
complaint in the Circuit Court of Marshall County, West Virginia 
against Dominion Energy, DETI and Dominion Energy Field Services, 
lnc., among other defendants, claiming that the contracts arc 
unenforceable and seeking compensatory and puniti\e damages. During 
the third quarter of 

2016, Dominion Energy, DETI and Dominio n Energy Field Setvices, Inc. 
were served with tbc complaint. Also in the th ird qua11er of20 16, 
Dominion Energy and DETI, with the consent of the other defendants, 
removed the case to the U.S. District Court for the Northern District of 
West Virginia. ln October 2016, the defendan ts filed a motion to dismiss 
and the p laintiffs fil ed a motion to remand. ln February 2017, the U.S. 
District Court entered an order remanding the matter to the Circuit Coutt 
of Marsha ll County, West Virginia. in Mareh 2017, Dominion Energy was 
voluntarily d ismissed from the case; however, DETl and Dominion 
Energy Field Sctv iccs, lnc. remain parties to the mattcr. ln April2017, the 
case was transferred to the Business Court Division of West Virginia. In 
January 2018, the court granted the motion to dismiss fi led by the 
defendants on two counts. All other claims are pending in the Business 
Court Div ision of West Virginia. Dominion Energy and Dominion Energy 
Gas canno t currently estimate financial statement impacts, but there could 
be a material impact to their financial condition and/or cash flows. 

f II PO D AN D LANDFILL CLO UR£ COSTS 

In Mareh 2015, the Sierra Club filed a lawsuit alleging CWA violations at 
Chesapeake power station. In March 20 17, the U.S. District Cou11 fo r the 
Eastern District o f Virginia ruled that impacted groundwater associated 
with the on-site coal ash storage un its was migrating to adjacent surface 
water, which constituted an unpennitted point source discharge in 
violation of the CWA. The court, however, rejected Sierra Club's claims 
that Virginia Power had violated speci fic condit ions of its water discharge 
pcnnit. Finding no ham1 to the environment, the court funhcrdcclincd to 
impose civil penalties or require excavation of the ash from the site as 
Sierra Club had sought. In July 2017, the court issued a final order 
requ iri ng Virginia Power to perform addi tional specific sediment, water 
and aquat ic l ife monitoring at and around the Chesapeake power station 
for a period of at least two years. The court fu rther directed Virginia Power 
to apply for a solid waste permit from VDEQ that includes correcti ve 
measures to address on-site groundwater impacts. In July 2017, Virginia 
Power appealed the court's July 2017 fina l orderto the U.S. Court o f 
Appeals forthe Fourth Circuit. In August20 17,the Sierra Club filed a 
cross appeal. Th is case is pending. 

In April 2015, the EPA enacted a final rule regu lat ing CCR landfills, 
existing ash ponds that still receive and manage CCRs, and inactive ash 
ponds that do not receive, but still store, CCRs. Virginia Power currently 
operates inactive ash ponds, existing ash ponds, and CCR land fi lls 
subject to the fina lmle a t eight different faci li ties. Th is rule created a 
legal obligation for Virginia Powerto retrofit or close all of its inactive 
and existing ash ponds over a certain period of time, as well as perfonn 
required mon itoting, corrective action, and post-closure care activities as 
nccc sary. 

In 20 15, Virginia Power recorded a $386 mill ion ARO re lated to future 
ash pond and land fill closure costs, which resu lted in a S99 million 
incremental charge recorded in other operations and maintenance 
ex pense in its Consolidated Statement o f Income, a $166 million increase 
in property, p lant and equipment associated with asset ret irement costs, 
and a $ 12 1 mill ion reduction in other noncurrent liabilities from the 
reversal of a previously recorded contingent liability since the ARO 
obligation created by the final CCR ru le represents similar 
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activities. In 2016, Virginia Power recorded an increase to this ARO of 
$238 mill ion, which resulted in a $197 million incremental charge 
recorded in o ther operations and maintenance expense in its 
Consolidated Statement of Income, a $ 17 million increase in property, 
plant and equipment and a $24 million increase in regulatory assets. 

In December 201 6, legislation was enacted that creates a fiamework 
for EPA- approved state CCR permit programs. In August 20 17, the EPA 
issued interim guidance outlining the framework for state CCR program 
approval. The EPA has en forcement authori ty until state programs arc 
approved. The EPA and states with approved programs both wi ll have 
authority to enforce CCR requirements under their respect ive rules and 
programs. In September 2017, the EPA agreed to reconsider portions of 
the CCR rule in response to two petitions for reconsideration. Litigation 
concerning the CCR rule is pending and the EPA has submitted to the 
court a list of which CCR rule provisions the EPA intends to reeva luate. 
Virgi nia Power can not forecast po tential incre mental impacts or costs 
related to ex isting coal ash sites in connection with future 
implementation of the 2016 CCR legislatio n and reconsideration o f the 
CCR ru le. 

In April 20 17, the Virginia Governor signed legislation into law that 
places a moratorium on the VDEQ issuing solid waste penn its for 
closure of ash ponds at Virgin ia Power's Bremo, Chesapeake, 
Chesterfield and Possum Point power stat ions until May 2018. The law 
also required Virginia Power to conduct an assessment of closure 
alternatives fo r the ash ponds at these four s tations, to include an 
evaluation of excavation for recycli ng or off-site disposal, surface and 
groundwater conditions and safety. Virginia Power completed the 
assessments and provided the report on December I, 20 I 7. The actual 
AROs related to the CCR rule may vary substantia lly from the est ima tes 
used to record the obligation. 

COVE POINT 

Dominion Energy has constructed the Liquefaction Project at the Cove 
Point faci lity, which, once commercially operational, would enable the 
facility to liquefY domestically-p roduced natural gas and export it as 
LNG. ln September 20 14, FERC issued an order granting authori7ation 
for Cove Po int to construct, modifY and operate the Liquefaction 
Project. 

Two parties have separately ti led petitions for review of the FERC 
order in the U.S. Court of Appeals for the D.C. Circuit, which petit ions 
were consolidated. Separately, o ne part y requested a stay of the FERC 
order unti l the judicial proceedings arc complete, which the court 
denied in June 201 5. In July 2016, the cour1 denied one party's petit ion 
for review of the FERC order authorizing the Liquefaction Project. The 
court also issued a decision remand ing the other party's petition for 
review of the FERC order to FERC for further explanat ion ofFERC's 
decision that a previous transact ion with an existing import shipper was 
not unduly discriminatory. In September 20 17, FERC issued its order on 
remand from the U.S. Court of Appeals for the D.C. Circuit , and 
reaffirmed its ruling in its prior orders that Cove Point did not violate 
the prohibition against undue discri minat ion by agreeing to a capaci ty 
reduction and early contract termination with the c~isting import 
shipper. In October 2017, the party filed a request fo r rehearing of the 
FERC order on remand. This case is pend ing. 
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In September 2013, the DOE granted Non-FT A Authorization approval 
forthe export of up to 0.77 bcfe/day of natural gas to countri es that do 
not have an FT A for trade in natural gas. In June 2016, a party fi led a 
petition for rev iew of this approval in the U.S. Court of Appeals for the 
D.C. Circuit. In November 2017, the U.S. Cour1 of Appeals for the D.C. 
Circuit issued an order denying the petition for review. 

In July 20 17, Cove Point submitted an application for a temporary 
operating perm it to the Mary land Department of the Environment, as 
required prior to the date of fi rst production of LNG for commercial 
purposes o f exporting L G. The permit was received in December 20 I 7. 
In February 2018, the Public Service Commission o f Maryland issued an 
order approving Cove Point's August 2017 application to amend the 
C PC issued by the Public Service Commission of Maryland in May 
20 14 to make necessary updates. 

FERC 

FERC staff in the Office of Enforcement, Division of Investigations, is 
conduct ing a non-public investigation of Virgin ia Power's offers of 
combustion turbines generators into the PJM day-ahead markets from 
April2010 through Scptember2014. FERC staffnotified Virginia Power 
of its preliminary fi ndings relating to Virginia Power's alleged v io lation 
ofFERC's m lcs in connection wi th these activities. Virginia Power has 
provided its response to FERC staffs preliminary findings letter 
explain ing why Virginia Power's conduct was lawful and refuting any 
allegation o f wrongdoing. Virginia Power is cooperating full y with the 
investigation; however, it cannot currently predict whether orto what 
extent it may incur a material liabi lity. 

CREE SVtLLE COUNTY 

Virginia Power is constructing Greensville County and related 
transmi ssion interco nnection facili ties. In August 20 16, the Sierra Cl ub 
filed an admi nistrati ve appeal in the Circuit Cou rt for the City of 
Richmond challenging certain provisions in Greensville County's PSD 
air permit issued by VDEQ in June 20 16. In August 2017, the Circu it 
Court upheld the air permit, and no appea ls were fi led. 

Nucl ear Matters 

In March 20 II , a magnitude 9.0 earthquake and subsequent tsunami 
caused signi fi cant damage at the Fukushima Daiichi nuclear power 
station in northeast Japan . These events have resulted in significant 
nuclear safety reviews requ ired by the NRC and industry groups such as 
the Institute o f Nuclear Power Operations. Like other U.S. nuclear 
operators, Dominion Energy has been gathering suppo rting data and 
participati ng in industry initiatives focused on the ability to respond to 
and mitigate the consequences of design-basis and beyond-desig n-basis 
events at its stations. 

In July 20 I I , an NRC task force provided initial recommendations 
based on its review of the Fukushima Daiichi accident and in October 
20 II the NRC staff priori tized these recommendations into Tiers I , 2 and 
J , with the Tier I recommendat ions consist ing of act ions which the staff 
determined should be started without unnecessary delay. ln December 
20 ll , the NRC Commissioners approved the agency staffs prioritint ion 
and recommendations, and that same month an appropria-
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tions act directed the RC to require reevaluation of external hazards 
(not limited to seismic and flooding hazards) as soon as possible. 

Dased on the prioritized recommendatio ns, in March 20 12, the NRC 
issued orders and infonnation requests requiring specific reviews and 
actions to all operating reactors, constructio n pennit holders and 
combined license holders based on the lessons learned from the 
Fukushima Daiichi event. The orders applicable to Dominion Energy 
requiring implementation of safety enhancements related to mitigation 
strategies to respond to extreme natu ral events resulting in the loss of 
power at plants, an d enhancing spent fue l pool instrumentation have 
been implemented. The infom1at ion requests issued by the NRC request 
each reactor to reevaluate the seismic and external flooding hazards at 
their site using present-day methods and information, conduct 
walkdowns of their facilities to ensure protection against the hazards in 
their current design basis, and to reevaluate their emergency 
commun ications systems and staffing levels. The walkdowns of each 
uni t have been co mpleted, audited by the NRC and found to be 
adequate. Reevaluation of the emergency communications systems and 
staffing levels was completed as part o f the effort to comply with the 
orders. Reevaluation of the seismic and external flooding hazards is 
expected to continue through 2018. Domin ion Energy and Virg inia 
Power do not current ly expect that compliance with the RC's 
information requests will materially impact their financial posi tion, 
results of operations or cash flows during the implementation period. 
The NRC statris evaluating the implementat ion of the longer tetm Tier 
2 and T ier 3 recommendations. Dominion Energy and Virginia Power do 
not expect material financial impacts related to compliance wi th Ticr2 
and Ticr3 recommendations. 

Nuclear Operati ons 

CLEAR DECO ·IMISSlO ' LNG-M INIMUM F INA-"CtAL ASSUitA C t:: 

The NRC requ ires nuclear power plan t owners to annually update 
min imum financial assurance amounts fo r the future decommissioni ng 
of their nuclear fac ili ties. Decommission ing in vol ves the 
decontamination and removal ofradioactive contaminan ts from a 
nuclear power station once operat ions have ceased , in accordance with 
standards established by the NRC. The 201 7 calculation for the NRC 
minimum financial assurance amount, aggregated for Dominion 
Energy's and Virginia Power's nuclear un its, excluding joint owners' 
assurance amounts and Millstone Unit I and Kewaunee, as those uni ts 
arc in a decommissioning state. was $2.7 billion and $1.8 billion, 
respectively, and has been satisfied by a combination of the fu nds being 
collected and deposited in the nuclear decommissioning trusts and the 
real annual rate ofrerurn growth of the funds allowed by the NRC. The 
2017 NRC minimum financia l assurance amounts above were calculated 
using prelimi nary December 31,2017 U.S. Bureau of Labor Statistics 
indices. Dominion Energy believes that the amounts currently available 
in its decommissioning trusts and their expected earnings will be 
sufficient to cover expected decommissioning costs for the Millsto ne 
and Kewaunee units. Virgin ia Power a lso believes that the 
decommissioning funds and their ex pected eam ings for the Su rry and 
North Anna units will be sufticient to cover decommission ing costs, 
particu larly when 

combined with future ratepayer collections and contributions to these 
decommissioning llusts, if such future collections and contributions are 
required. This reflects a positive long-term outlook for trust fund 
investment returns as the decommissioning of the units will not be 
complete fo r decades. Dominion Energy and Virginia Power will continue 
to monitor these trusts to ensure they meet the NRC min imum financial 
assurance requirement, which may include, if needed, the usc of parent 
company guarantees, surety bondi ng or o ther financial instrumen ts 
recognized by the NRC. Sec Note 9 fo r additional infom1ation on nuclear 
decommissioning ttust investments. 

UCLE.A R INSURANCE 

The Price-Anderson Amendments Act of 1988 provides the public up to 
$13.44 billion o f liability protection per nuclear incident, via obligations 
required of owners o f nuclear power plants, and a llows for an inflationary 
provision adjustment every five years. Dominion Energy and Virginia 
Powe r have purchased $450 million of coverage from commercial 
insurance pools fo r each reactor site with the remainder provided through 
a mandatory industry retrospective rating plan. In the event of a nuclear 
incident at any licensed nuclear reactor in the U.S., the Companies cou ld 
be assessed up to $127 mi llion for each of their licensed reactors not to 
exceedS 19 million per year per reactor. There is no limit to the number of 
incidents for which this retrospective premiu m can be assessed. However, 
the RC granted an exemption in March 20 15 to remove Kewaunee from 
the Secondary Financial Protection program. The current levels of nuclear 
propctty insurance coverage for Dominion Energy's and Virginia Power's 
nuclear units arc as follows: 

(billa.) 

Dominion Energy 
Millstone 
Kewaunee 
VIrgin ia Power(1) 
Suny 
North Anna 

(I) Sm7)' and No11h Anna share a blanket prop~11y limit of$200 milbon 

$1.70 
1.06 

$1.70 
1.70 

Dominion Energy's and Virginia Power's nuclear property insurance 
coverage for Millstone, Suny and orth Anna exceeds the RC minimum 
requirement fo r nuclear power plant licensees of$1 .06 billion per reactor 
site. Kewaunee meets the NRC minimum req uirement ofS 1.06 billion. 
This includes coverage for premature decommissioning and functional 
total loss. The RC 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 RC. uclear property insurance is provided 
by ELL, a mutual insurance company, and is subject to retrospective 
premium assessments in any pol icy year in which losses exceed the fu nds 
available to the insurance company. Dominion Energy's and Virg inia 
Power's maximum retrospecti ve premium assessmen t for the current 
policy period is $86 million and $50 million, respectively. Based on the 
severity of the incident, the Board o f Directors of the nuclear insurer has 
the discretion to lower or eliminate the max imum retrospective premium 
assessment. Dominion Energy and Virgin ia Power have 
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the financial responsibility for any losses that exceed the limits or for 
which insurance proceeds are not avai lable because they must first be 
used for stabili zation and decontaminati on. 

Mill stone and Virginia Power also purchase accidental outage 
insurance from NE[L to mitigate certain expenses. including 
replacement power costs, associated with the prolonged outage of a 
nuclear unit due to direct physical damage. Under this program, 
Dominion Energy and Virginia Power are subject to a retrospective 
premium assessment for any pol icy year in which losses exceed funds 
available to NEfL. Dominion Energy's and Virginia Power's maxi mum 
retrospective premium assessment fort he current policy period is 
$22 million and $10 million , respectively. 

ODEC, a part owner of 'orth Anna, and Massachusetts Municipal and 
Green Mountain, part owners o fMill stone's Unit 3, are responsible to 
Dominion Energy and Virgin ia Power for their share of the nuclear 
decommissioning obligation and insurance premiums on applicab le 
units, includi ng any retrospective premium assessments and any losses 
not covered by insurance. 

SPENT UCLf.AR FUEL 

Domin ion Energy and Virginia Power entered into contracts with the 
DOE for the disposal of spent nuclear fuel under provisions of the 

uclear Waste Policy Act of 1982. The DOE fai led to begin accepting 
the spent fuel on January 31, 1998, the date provided by the uclcar 
Waste Policy Act and by Dominion Energy's and Virginia Power's 
contracts with the DOE. Dominion Energy and Virginia Power have 
previously received damages award payments and selllement payments 
related to these contracts. 

By mut ual agreement o f the parties, the selllement agreements arc 
extendable to provide for resolution of damages incurred after 2013. 
The settlement agreements for the Suny, North Anna and M illstonc 
plants have been extended to provide for periodic payments for 
damages incurred through December 31, 2016, and have been extended 
to provide for periodic payment o f damages through December 31, 
20 19. Pursuit o f or possible setil ement of the Kewaunee claims fo r 
damages incurTed after December 3 1, 2013 is being evaluated. 

In 20 17, Virginia Power and Dominion Energy received payments of 
$22 million for resolution of claims incurred at North Anna and Surry 
for the period of January I, 2015 through December 31 , 2015, and 
S 14 mill ion fo r resolutio n of claims incurTed at Millstone forthe period 
of July I , 20 15 through June 30,2016. 

In 20 16, Virginia Power and Domin ion Energy received payment s of 
$30 million for resolution of claims incurTed at North Anna and Suny 
for the period of January I , 2014 through December 31. 2014, and 
$22 million for resolution of claims incurred at Millstone forthc period 
ofJuly 1,20 14throughJune30,20 15. 

In 2015, Virginia Power and Dominion Energy received payments of 
S8 million for resolution of claims incurTed at orth Anna and Suny for 
the period of January I , 2013 through December 31, 20 13, and 
$17 mi ll ion fo r resolution of claims incurTcd at Millstone fort he period 
of July I , 2013 through June 30, 2014. 

Dominion Energy and Virginia Power continue to recognize 
receivables for certain spent nuclear fue l-related costs that they believe 
are probable of recovery from the DOE. Domin ion 
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Energy's receivables for spent nuclear fuel -related costs totaled 
$46 million and $56 mi Ilion at December 3 1, 2017 and 2016, 
respectively. Virgini a Power's receivables for spent nuclear fuel-related 
costs totaled $30 million and $37 million at December 31 , 2017 and 
2016, respectively. 

Dominion Energy and Virginia Power will continue to manage their 
spent fuel until it is accepted by the DOE. 

Long-Term Purchase Agreements 
At December 3 1,2017, Virginia Power had the following long-term 
commitments that are noncancelable or are cancelable only under certain 
conditions, and that a third party has used to secure financing for the 
facility that will provide the contracted goods or services: 

2018 2019 2020 2021 2022 Tho<- Total 
(m·llions) 

Purchased e lectric capacity(1) $93 $61 $52 $46 $- $- $252 

(/) CommilmerrLv represenl erlimaled amounts payable for capacity under a pohcr 
purchase conlracl wi1h a qualifyrng facilio• and an independenl poiH!r producer. 
"hich ~nds m 2021. Capacity paJ·m~niS under thl' conrract are generally based 011 

fued dollar amounts pe' month. subject to escalation usmg broad·based economic 
ind1ces. AI December 31. 2017. lilt preserr1 value ofVirgmia Poher's 1010/ 
commitment fo r capacity paym~nts is $221 million. Capacity paymeniS totaletl 
$1/4 million, $248 milliorr. and 5305 millwrr. and energy payments 1o10led 
$72 million. S/26 milliorr. arrd S/98 millionforlheyearunded 1017.1016 and 
ZO 15, respec1ively. 

Lease Commitments 
The Companies lease real estate, veh icles and equipment primarily under 
operating leases. Payments under certain leases are escalated based on an 
index such as the consumer price index . Future minimum lease payments 
under noncancelable operating and capital leases that have initial or 
remaining lease terrns in excess of one year as of December 3 I , 20 17 arc 
as follows: 

2018 2019 2020 2021 2022 Tho<- Total 

(millions) 

Dominion Enerl!y(1) $68 $63 $56 $48 $39 $361 $635 
Virginia Power $34 $31 $27 $22 $15 $ 28 $157 

Dominion Ener11~ Gas $15 $13 $10 $ 9 $ 7 $ 41 $ 95 

(/) .4mounlS include a lease agrecmenlfor th~ Dommion Energy Questar co1pnrate 
office. \\hich is accomlledforas a cap11allease. At December 31, 1017 and 2016. 
the Consolidated Balance Sheets mclude S17 nul/ion and $30 mill1on. respectively. 
111 properly. plant and equipmMI and S33 million lllld $35 million. respectil'e(v. in 
ather defen·ed credits and other liabililies. n~e Consolidaled Slatemenls of Income 
mc/ude $3 million and less 1/wn S I milliou recorded in deprecialion, depleuon 
and amom::a1ionjorthe years ended December 31, 2017 and 2016. 

Rental expense for Dominion Energy totaled $113 million, 
$104 million, and $99 million for 2017,2016 and 2015, respectively. 
Rental expense for Virginia Power totaled $57 million, $52 mil lion, and 
$5 1 million for 20 17,20 16 and 2015, respectively. Rental expense for 
Dominion Energy Gas totaled $34 million, $37 million, and $37 million 
for 2017, 20 16 and 2015, respectively. The majority ofremal expense is 
reflected in other operations and maintenance expense in the 
Con olidated Statements oflncome. 
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In July 20 16, Dominion Energy signed an agreement with a lessor to 
construct and lease a new corporate o ffice prope11y in Richmond, 
Virginia. The lessor is providing equity and has obtained financ ing 
commi tments from debl investors, totaling $365 million, to fund the 
estimated project costs. The project is expected to be completed by 
mid-20 19. Dominion Energy has been appointed to act as the 
construction agent for the lessor, d uring which time Dominion Energy 
will request cash draws from the lessor and debt investors to fund all 
project costs, which to taled $ 139 million as of December 31,20 17. If 
the project is tcnn inatcd under certain events of default, Dominion 
Energy co uld be required to pay up to 89.9% of the then funded 
amount. For specifi c full recourse events, Dominion Energy could be 
required to pay up to I 00% o f the then funded amount. 

The five-year lease tenn will commence once construct ion is 
substantiall y complete and the fac ility is ab le to be occupied. At the end 
of the initial lease tenn, Dominion Energy can (i) extend the tenn of the 
lease for an additional five years, subject to the approval of the 
participants, at current market terrns, (ii) purchase the property for an 
amount equal to the project costs or, (i ii) subject to certain te1ms and 
conditions, sell the property on behal f of the lessor to a third pa1ty using 
commercially reasonable efforts to obtain the highest cash purchase 
price fo r the property. If the project is sold and the proceeds fro m the 
sale are insu ffi cient to repay the investors fo r the project costs, 
Dominion Energy may be requi red to make a payment to the lessor, up 
to 87% of project costs, for the difference between the project costs and 
sale proceeds. 

Guarantees, Surety Bonds and Letters of Credit 
Ln October 201 7, Dominion Energy entered into a guarantee agreement 
to supp011 a porti on of Atlantic Coast Pipe line's obl igation under a 
$3.4 bi llion revolvi ng credit faci lity, also entered in October 2017, with 
a stated maturity date of October 202 1. Dominion Energy's maximum 
potential loss exposure under the tcm1s of the guaran tee is limited to 
48% of the outstand ing borrowings under the revolving credit fac ility, 
an equal percentage to Dominion Energy's ownership in Atlantic Coast 
Pipeline. As o f December 31,20 17, Atlant ic Coast Pipeline has 
borrowed $664 mill ion against the revolving credit facility. Dominion 
Energy 's Consol idated Balance Sheet includes a liabi lity of$28 mill ion 
associated with this guarantee agreement at December 31, 2017. 

Ln addition, at December 3 1, 20 17, Dominion Energy had issued an 
additional $48 mill ion of guarantees, primarily to support other equity 
method investecs. No amounts related to the other guaran tees have been 
recorded . 

Domin ion Energy also enters into guarantee arrangements on behal f 
of its consolidated subsidiaries, primarily to facilitate their commercial 
transactio ns with third parties. If any o f these subsidiaries fail to perform 
or pay under the contracts and the counterparties seek perf01maoce or 
payment, Dominion Energy would be obligated to satisfy such 
obligat ion. To the extent that a liability subject to a guarantee has been 
incurred by one of Domi nion Energy's consolidated subsidiaries, that 
liabiliry is included in the Consolidated Financial Statements. 
Dominion Energy is not required to recogn ize liabilities for guarantees 
issued on behalf of its subsidiaries unless it becomes probable that it 
will have to pc1form under the guarantees. Tcm1s of the guarantees 

typically end o nce obligations have been paid. Domi nion Energy 
currently beli eves it is unlikely that it would be requi red to perfom1 or 
otherwise incur any losses associated with guarantees of its subsidi aries' 
obligations. 

At December 3 1, 201 7, Dominion Energy had issued the following 
subsidi ary guarantees: 

Maxim..n E.xposll'e 
(m1llicns) 

Commodity transactions(!) 
Nuclear obligations(2) 
Cove Point(3l 
Solar(4l 
Other(5) 

$2,027 
227 

1,900 
1,064 

553 
Total(6) $5,771 

(I) Guarantees related to commodity commirmeniS of cenai11 subsidiaries. These 
guarantees were provided to counte1panies in order to facilitate physical and 
financial transaction related commodities and services. 

(2) Guarantees related /o ceria in DG! subsidiaries' regarding all aspec1s of tunning fl 
nut:lear facilily. 

(3) Guarantees related to Cove Point, in support of terminal services, transportation 
and constn lction. Cove Point ha:; 1\\'0 guarantees that have no maximum limit and, 
therefore, are not included in this amount. 

(4) Includes gzwranlees lo facililale the development of solar projeclS. Also includes 
guarat!lees entered into by DGJ on behalf of certain subsidiaries to facilitate the 
a cquisition rwd development of solar projects. 

(5) Guarantees related to other miscellaneous comractual obligations such as leases, 
environmental o bligatimJs, construction projects and insurance programs. Due to 

the uncertainLy of worker's compensation claims. the parental guarantee has 110 

stated limit. Also included are guarantees related to cettain DGI subsidiaries' 
obligations for equity capital contributions and energy generation associated with 
Fowler Ridge and Ned Power. As ofDecembu 31, 2017, Dominion Energy's 
maximum remaining cumu/anve e.:tposure wuler these equity funding agreements is 
l I 7 million through 2019 and its maximum amwa/ future contn'butions could 
rnngefrom appro.<imalely $4 millionlo $/4 million. 

(6} Excludes Dominiou Energy's guarnnleefor 1/ze consmzclion of/he ne~<• corporole 

office property discussed fitrther within Lease Commitments above. 

Additionally, at December 31,2017, Domin ion Energy had pu rchased 
$153 million o f surety bonds, including $63 million at Virginia Power 
and S24 million at Domin ion Energy Gas, and authori zed the issuance of 
letters of credit by financial institutions of$76 million to fac ilitate 
commercial transactions by its subsidiaries with th ird pa1tics. Under the 
terrns of surety bonds, the Companies arc obligated to indemnifY the 
respective surety bond company for any amounts paid . 

As of December 31, 20 17, Virginia Power had issued $14 million of 
guaran tees pJimaril y to support tax-exempt debt issued through conduits. 
The related debt matures in 2031 and is included in long-tem1 debt in 
Virginia Power's Consolidated Balance Sheets. In the event of default by 
a conduit , Virgin ia Power would be obligated to repay such amounts, 
which are limited to the principal and interest then outstanding. 

Indemnifications 
As part of commercial cont ract negotiations in the norrnal course o f 
business, the Companies may sometimes agree to make payments to 
compensate or indemnify other parties for possible fu ture unfavorable 
fi nancial conseq uences resulting from speci fi ed events. The speci fi ed 
events may involve an adverse judgment in a lawsuit or the imposit ion of 
additional taxes d ue to a change in tax law or interpretation of the tax 
law. The Companies are unable to develop an estimate of the maximum 
potential amount 
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of any other future payments under these contracts because events that 
would obligate them have not yet occuned or, if any such event has 
occun·ed, they have not been noti fi ed o f its occutTcncc. However, at 
December 3 1,20 17, the Companies believe any other future payments, 
if any, that cou ld ult imately become payab le under these co ntract 
provisions, would not have a material impact on their results of 
operations, cash flows or financ ial position. 

NOTE 23. C REDIT RlSK 
Credit ri sk is the risk of financia l loss if counterpanics fail to perform 
their contractual obligations. In order to minimize overall credit risk, 
credit po licies are maintained, includ ing the evaluation ofcou nterparty 
financial cond ition, collateral requ irements and the use of standardized 
agreements that facili tate the netting of cash flows associated with a 
single counterparty. In addition, counterparties may make avai lable 
collateral, including letters of credit or cash held as margin deposits, as a 
result of exceeding agreed -upon cred it li mits, or may be required to 
prepay the transaction . 

The Compan ies maintain a provision for credit losses based on factors 
sun·ounding the credit risk of their customers, historical trends and other 
information. Management believes, based on credit policies and the 
December 3 1, 20 17 provision for credit losses, that it is unlikely that a 
material ad verse eflect on financial position , resu lts of operations or 
cash flows would occur as a result o f coun lerparty nonperformance. 

General 

DOMINION ENERGY 

As a diversified energy company, Dominion Energy transacts primarily 
with major compan ies in the energy indu stry and wi th commercia l and 
residential energy consumers. These transactions principally occur in 
the Northeast, mid-Atlantic, Midwest and Rocky Mountain regions of 
the U.S. Dominion Energy does not bel ieve that this geograph ic 
concen tration contributes significan tly to its overall exposure to credit 
risk . ln addition, as a result of its large and d iverse customer base, 
Dominion Energy is not exposed to a s igni ficant concentration of cred it 
risk for receivab les arising from e lectric and gas uti lity operations. 

Dominion Energy's exposure to credit risk is concentrated primari ly 
within its energy marketing and price tisk management activities, as 
Dominion Energy transacts with a smaller, less diverse group o f 
counterpart ies and transactions may invo lve large notio nal vo lu mes and 
potentially vo latile commodity pri ces. Energy marketing and price risk 
management activities include marketing o fmerehant generation 
output, structured transactions and the use of financial contracts fo r 
enterprise-wide hedg ing purposes. Gross credit exposure for each 
counterparty is calculated as outstanding receivables plus any 
unrealized on- or o ff-balance sheet exposure, taking into account 
contractual netti ng rights. Gross credit exposu re is calculated prior to 
the application of any collateral. At December 31,2017, Dominion 
Energy's cred it exposure totaled $95 mi ll ion. Of this amount, 
investment grade counterparties, including those internally rated, 
represented 26%, and no single counterparty, whether investment grade 
or non-investment grade, exceeded $ 13 mi ll ion of exposure. 
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VIRGINIA POWER 

Virginia Power sell s electricity and provi des d istribu tion and 
transmission serv ices to customers in Virgin ia and northeastern North 
Carolina. Management believes that this geographic concentration risk is 
mi tigated by the d iversity of Virginia Power's customer base, wh ich 
includes residential, commercial and industrial customers, as well as rural 
electric cooperatives and municipalities. Credit risk associated with trade 
accounts receivab le from energy consumers is limited due to the large 
numbero f customers. Virginia Power's exposure to poten tial 
concentrations of credit risk results primarily from sales to wholesale 
customers. Virginia Power's gross credit exposure for each counterparty is 
calculated as outstanding receivables p lus any unrealized on- or 
ofl:balance sheet exposure, taking into account contractual netti ng ri ghts. 
Gross credit exposure is calculated prior to tbe application of collateral. 
At December 3 1,201 7, Virginia Power's credi t exposure totaled 
$60 million. Of this amount, investment grade counterparties, including 
those internall y rated, represented 9%, and no single counterpany, 
whether investment grade or non-investment grade, exceeded $ 13 mill io n 
of exposure. 

DOMINION ENERGY GAS 

Dominion Energy Gas transacts mainly with major companies in the 
energy industry and with residential and commerc ial energy consumers. 
These t ransactions principally occur in the Nort heast, mid-Atlantic a nd 
Midwest regions of the U.S. Dominion Energy Gas does not believe that 
this geographic concentration contributes to its overall exposure to cred it 
risk. In additio n, as a result of its large and di verse customer base, 
Dominion Energy Gas is not exposed to a significant concentration of 
cred it risk for receivables arising from gas utility operat ions. Domin ion 
Energy Gas' g ross credit exposure for each counterparty is calculated as 
outstanding receivables plus any unrealized on- or ofl:balance sheet 
exposure, taking into account contractual netti ng rights. Gross credit 
exposure is calculated prior to the applicat ion of collateral. At 
December 31,20 17, Dominion Energy Gas' cred it exposure totaled 
$15 mi ll ion. Of this amount, investment grade counter-parties, includ ing 
those interna lly rated, represented 22%, and no single counter-patt y, 
whether investment grade or non-investment grade, exceeded $4 mil lion 
of exposure. 

In 2017, DETI provided service to 289 customers with approxi mately 
96% of its storage and transportation revenue being provided through 
fi nn services. The len largest customers provided approximately 38% of 
the total storage and transportation revenue and the thirty largest 
provided approximate ly 68% ofthe total storage and transportation 
revenue. 

East Ohio d istributes natural gas to residential , comme rcial and 
industrial customers in Ohio using rates establ ished by the Ohio 
Commission. Approximately 98% of East Ohio revenues are derived from 
its regul ated gas distribution services. East Ohio's bad debt risk is 
mitigated by the regulatory framework establ ished by the Ohio 
CoiTUnission . See Note 13 fo r further infonnation about Ohio 's Pl'PP and 
UEX Riders that mitigate East Oh io's overall credit risk. 

Credit-Related Contingent Provisions 

The majority o f Dominion Energy's derivative inst ruments contain c redit
related contingent provisions. These provisions requi re Dominion Energy 
to provide co llateral upon the occurTencc of 
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specific events, pri marily a credit downgrade. If the credit-related 
contingent features underlying these instrumenls that are in a liability 
position and not fully collateralized with cash were fully triggered as of 
December 3 I , 20 I 7 and 2016, Dominion Energy would have been 
required to post an additional $62 mi llion and $3 million, respectively, 
of co llateral to its counterparties. The collateral that would be required 
to be posted includes the impacts of any offsetting asset positions and 
any amounts a lready posted fo r derivatives, non-derivative contracts 
and derivatives elected underthe nonnal purchases and nonnal sales 
except ion, per contractual tenns. Dominion Energy had posted no 
co llateral at December 31. 2017 and 20 16, related to derivatives wit h 
credit-related contingent provisions that are in a liability position and 
not fully co llaterali zed with cash. The co ll ateral posted includes any 
amou nts paid related to non-derivat ive contracts and derivatives e lected 
under the normal purchases and normal sales exception, per contractual 
terms. The aggregate fair value of all derivative instruments with cred it
related contingent provisions that are in a l iabil ity position and not 
fully collateralized with cash as of December 31,2017 and 2016 was 
$65 million and $9 million, respectively, which does not include the 
impact of any ofrsetting asset positions. Credit- related contingent 
provisions for Virginia Power and Dominion Energy Gas were not 
material as of December 31, 2017 and 2016. See Note 7 for further 
information about derivative instruments. 

NOTE 24. R ELATED-PARTY TRANSACTION 

Virginia Power and Dominion Energy Gas engage in related party 
transactions pri marily with other Dominion Energy subsidiaries 
(affil iates). Virg inia Power's and Do minion Energy Gas' receivable and 
payable balances with affiliates are settled based on contractual tenns or 
on a monthly basis, depending on the nature of the underlying 
transactions. Virginia Power and Dominion Energy Gas are included in 
Dominion Energy's consolidated federal income tax return and, where 
applicable, comb ined income tax returns fo r Dominion Energy are fi led 
in various states. See ote 2 for further in formation. Dominion Energy's 
transactions with equity method investments are described in Note 9. A 
discussion of significant related party transactions follows. 

VIRGINIA POWER 

Transactions with Affiliates 
Virginia Power transacts with affiliates fo r certain quantities of natural 
gas and other commodities in the ordinary courlle ofbusiness. Virginia 
Power also enters into certain conunodity derivative contracts with 
affiliates. Vi rginia Power uses these contracts, which arc principally 
comprised o f commodity swaps, to manage commodity price lisks 
associated with purchases of natural gas. Sec Notes 7 and 19 for more 
inforn1ation. As of December 31,2017, Virginia Power's derivative 
assets and liabilities with affiliates were $ 11 million and S5 mill ion, 
respectively. As of December 3 1,2016, Virg inia Power's derivative 
assets and liabilities with affiliates were $41 mill ion and $8 mill ion, 
respectively. 

Vi rginia Power participates in certain Dominion Energy benefit plans 
as described in Note 21. At December 3 1,2017 and 2016, Virginia 
Power's amoun ts due to Dominion Energy asso-

ciated with the Dominion Energy Pension Plan and reflected in 
noncurrent pension and other post.retircment benefit liabilities in the 
Consolidated Balance Sheets were 505 million and $396 million, 
respect ively. At December 31, 2017 and 20 I 6, Virginia Power's amounts 
due from Dominion Energy associated with the Dominion Energy Retiree 
Health and Welfare Pl an and reflected in noncunent pension and other 
postretirement benefit assets in the Conso lidated Balance Sheets were 
$199 million and $ 130 mi llion, respectively. 

DES and other affiliates provide accounting, legal, finance and certain 
administrat ive and technical services to Virg inia Power. In addition, 
Virginia Power provides certain services to affi lia tes. including charges 
for facil it ies and equipment usage. 

The financial statements for all years presented include costs for certain 
general, admi nistrative and corporate expenses assigned by DES to 
Virginia Power on the basis of direct and allocated methods in accordance 
with Virginia Power's serv ices agreements with DES. Where costs 
incurred cannot be determined by specific identification, the costs are 
allocated based on the proportional level of elTon devoted by DES 
resources that is a ttributable to the entity, determined by reference to 
number of employees, salaries and wages and other si milar measures for 
the relevant DES service. Management bel ieves the assumptions and 
methodologies underlying the allocation of general corporate overhead 
expenses are reasonable. 

Presented below are s igni ficant transactions with DES and other 
affiliates: 

Yeat Endod Oec«nb« 31. 2017 2016 2015 

(m•llocns) 
Commodtty purchases from affdiates $674 S571 $555 
Services provided by affiliates(1) 453 454 422 
Services provided to affiliates 25 22 22 

(/)Includes capitalized expenditllresof$144 million. S/44 million and S/43 million 
forrhe year ended December 3 I . 1017, 1016 and 2015, •·espectrvelv. 

Virginia Power has bon-owed funds from Dominion Energy under short
term borrowing arrangements. There were $33 mi llion and $262 million 
in short-tenn demand note borrowings from Dominion Energy as of 
December 31, 20 17 and 2016, respectively. The weighted-average 
interest rate of these borrowings was 1.65% and 0.97% at December 3 1, 
2017 and 20 16, respectively. Virginia Power had no outstanding 
borrowings, net o f repayments under the Dominion Energy money pool 
for its non regulated subsidiaries as of December 3 1, 201 7 and 2016. 
Interest charges related to Virginia Power's borrowings from Dominion 
Energy were immaterial for the years ended December 31 ,2017,2016 and 
2015. 

There were no issuances of Virginia Power's common stock to 
Dominion Energy in 20 17, 20 16 or 2015. 

DOMINION ENERGY GAS 

Transactions with Related Parties 
Dominio n Energy Gas transacts with affiliates for certain quantit ies of 
natural gas and other commodities at market prices in the ordinary course 
of business. Addit ionall y, Dominion Energy Gas provides transportatio n 
and storage serv ices to affil iates. Dominion Energy Gas also enters into 
certain other contracts with affil iates, which arc presented separately from 
contracts involving 
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commodities or services. As of December 31, 20 1 7 and 20 16, all of 
Dominion Energy Gas' commodity derivati ves were with affiliates. See 
Notes 7 and 19 for more infonnation. See Note 9 for infom1ation 
regarding transactions with an affi liate. 

Domin ion Energy Gas patticipates in certain Dominion Energy 
benefit plans as described in Note 21. At December 3 1, 20 I 7 and 2016. 
Dominion Energy Gas' amounts due from Dominion Energy associated 
with the Do minion Energy Pension Plan and reflected in noncurrent 
pension and other postretirement benefi t assets in the Consol idated 
Balance Sheets were $734 million and $697million, respect ively. 
Dominion Energy Gas' amounts due from Dominion Energy associated 
with the Do minion Energy Retiree Health and Welfare Plan and 
refl ected in noncun·ent pension and other postretirement benefit assets 
in the Consol idated Balance Sheets were $7 million and $2 mi lli on at 
December 31,2017 and 2016, respecti vely. 

DES and other affi l iates provide accounting, legal, fina nce and certa in 
administrat ive and technical services to Domin ion Energy Gas. 
Dominion Energy Gas provides certain services to related parties, 
including technical services. 

The fi nan cial statements for all years presented include costs fo r 
certain general , administrative and corporate expenses assigned by DES 
to Domin ion Energy Gas on the basis of direct and allocated methods in 
accordance with Dominion Energy Gas' sctviccs agreements with DES. 
Where costs incurred cannot be determi ned by specific identificat ion, 
the costs are allocated based on the proportional level of effort devoted 
by DES resources that is attributable to the entity, detennined by 
reference to number of employees, salaries and wages and other similar 
measures fo r the relevant DES service. Management believes the 
assumptions and methodolog ies underlying the allocation of general 
corporate overhead expenses are reasonable. The costs of these setvices 
follow: 

Vest Ended Oecernte" 31, 2017 2016 2015 

(millicn$) 

Purchases of natural gas and transportation 
and s torage services from alliliates $ 5 s 9 $ 10 

Sales of natural gas and transportation and 
storage services to affiliates 70 69 69 

Services provided by related parties(1) 143 141 133 
Services provided to related parties(2) 156 128 101 

(I) Includes capill11ized expenditures of$45 millio11, $49 million and S57 million for 
the year ended December 31, 2017, 2016 and 2015, respectively. 

(2) Amounts primarily auributable to Atlantic Caast Pipeline. 

The following table presents affiliated and related party balances 
reflected in Dominion Energy Gas' Consolidated Balance Sheets: 

AI. December 31, 2017 

(millioos) 

Other receivables(1) $12 
Customer receivables from related parties 
Imbalances receivable from affiliates 
Imbalances payable to affiliates(2) 
Affiliated notes receivable(3) 20 

(/)Represents amounts due from Atlantic Coast Pipeline, a related party VIE. 
(2) Amounts are presenred in other current liabilities in Dominion Energy Gas' 

Consolidated Balance Sheets. 
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2016 

$10 
1 
2 
4 

18 

(3) AmouniS are presented i11 other deferred charges and other assets in Dominion 
Energy Gas' Consolidated Balance Sheets. 

Dominion Energy Gas' borrowings under the J'RCA with Dominion 
Energy totaled $ 18 million and S 118 milli on as o f Deeember 31,20 17 
and 20 16, respect ively. The weighted-average interest rate of these 
borrowings was 1.60% and 1.08% at December 3 I, 2017 and 2016, 
respect ively. Interest charges related to Domin ion Energy Gas' total 
borrowings fi·om Domin ion Energy were immaterial for 201 7,2016 and 
2015. 

NOTE 25. OPERATING SEGMENTS 

The Companies are organized primarily on the bas is of products and 
services sold in the U.S. A description oftbe operations included in the 
Companies' primaty operating segments is as follows: 

Pnmary Opwoong 
Segnen Descr•J1)0n d Open.thns 
Power Delivery Regulated electric 

distribution 
Regulated electric 

transmisslon 
Power Generation Regulated electric fleet 

Merchant electric fleet 
Gas Infrastructure Gas transmission and 

storage 
Gas distribution and 

storage 
Gas gathering and 

processing 
LNG terminalling and 

storage 
Nonregulated retail 

energy marlleting 

( I) lucludes remaini11g producer ser\'ices activities. 

Ocmirioo 
Enetw 

X 

X 

X 
X 

X(1) 

X 

X 

X 

X 

\Ar&jr~a 

"""'"' 
X 

X 
X 

Oaniri<r~ 

Energy 
Gas 

X 

X 

X 

ln addit ion to the operat ing segments above, the Companies also report 
a Corporate and Other segment. 

DOMINION ENERGY 

The Cotporate and Other Segment of Dominion Energy includes its 
corporate, setvice company and other fu nct ions (including unallocated 
debt). In addition , Corporate and Other includes speci fi c items 
attributable to Dominion Energy 's operating segments that are not 
included in profi t measures evaluated by executive management in 
assessi ng the segments' perfommnce or in a llocating resources. 

ln 20 I 7, Dominion Energy reported an af\er-tax net benefi t of 
$389 million in the Co rporate and Other segment, with $861 million o f 
the net benefit attri butable to specific items re lated to its operat ing 
segments. 

The net benefit for specific items in 20 17 primarily related to the 
impact ofthe foll owing items: 

A $979 million tax benefit resulting from the remeasurement of 
deferred income taxes as a result of the 20 17 Tax Refonn Act , 
primarily a ttributable to: 

Gas lnfrastructure ($324 million); 
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Power Generation ($655 mill io n); partially offset by 
$158 million ($96 million after-tax) o f charges associated with 
equity method investments in wi nd-powered generation facil ities, 
attributable to Power Generation. 

ln 20 16, Domin ion Energy repotted after-tax net expenses of 
$484 million in the Corporate and Other segment, with $180 mi ll ion of 
these net expenses attributable to speci fi c items rela ted to its operating 
segments. 

The net expenses for speci fi c items in 2016 primarily related to the 
impact o f the following items: 

A $ 197 million ($122 million after-tax) charge related to fu ture ash 
pond and landfill closure costs at cettain ut ility generation faci lities, 
attributable to Power Generation; and 
A $59 million ($36 million after-tax) charge related to an 
organizational design initiative, attributable to : 

Power Deli very ($5 million after-tax); 
Gas [nfras tructure ($12 mill ion after-tax); and 
Power Generation ($ 19 million after-tax). 

In 20 15, Domin ion Energy reported after-tax net expenses of 
$391 mi ll ion in the Corporate and Othersegmelll, with $136 million o f 
these net expenses attributable to specific items related to its operating 
segments. 

The net expenses for specific items in 201 5 primarily related to the 
impact of the fo llowing items: 

A $99 mi ll ion ($60 mi llion after-tax) charge related to futu re ash 
pond and landfill closure costs at ccttai n utili ty generation fac ili t ies, 
attributable to Power Generation; and 
An $85 million ($52 mill ion after-tax)write-offofdeferred fuel costs 
associated with Virg inia legislati on enacted in February 20 15, 
attributab le to Power Generation. 

t7t 
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The fo llowing table presents segment infonnation pertaining to Dominion Energy's operations: 

y,. EndedOearntw 31, 
(moll-) 
2017 
Total revenue from external customers 
lntersegment revenue 
Total operating revenue 
Depreciation, depletion and amortization 
Equ~y In earnings of equtty method investees 
Interest income 
Interest and related charges 
Income tax expense (benefit) 
Net Income attributable to Dominion Energy 
Investment in equity method investees 
Capital expenditures 
Total assets (bilions) 
2016 
Total revenue from external customers 
lntersegment revenue 
Total operating revenue 
Depreciation. depletion and amortization 
Equtty in earnings of equtty method investees 
Interest income 
Interest and related charges 
Income tax expense (beneffl) 
Net income (loss) attributable to Dominion Energy 
Investment in equity method investees 
Caprtal expenditures 
Total assets (billions) 
2015 
Total revenue from external customers 
lntersegment revenue 
Total operating revenue 
Depreciation, depletion and amortization 
Equ~y in earnings of equity method investees 
Interest income 
Interest and related charges 
Income tax expense (benefrt) 
Net 1ncome (loss) attributable to Dominion Energy 
Investment in equity method investees 
Caprtal expenditures 

lntersegment sales and transfers for Domin ion Energy arc based on 
contracLUal arrangements and may result in intersegment profit or loss 
that is e liminated in consolidation. 

VIRGINIA POWER 
The majority of Vi rgin ia Power's revenue is provided through tariff 
rates. Generally, such revenue is allocated for management rcpo1ti ng 
based on an unbundled rate methodology among Virgin ia Power's 
Power Delivery and Power Generation segments. 

The COI]JOrate and Other Segment of Virginia Power prima1i ly 
includes specific items attributable to its opemting segments that arc not 
included in profit measures evaluated by executive management in 
assessing the segments' performance or in allocating resources. 

ln 2017, Virgi nia Power reponed an a fter-tax net bene fit of 
$74 mi ll ion for specific items attributable to its operating segments in 
the Corporate and Other segment. 

The net benefi t for specific items in 201 7 primarily related to the 
impact ofthe following item: 

t 7l 

A $93 million tax benefit resulting from the rcmeasuremcn t of 
deferred income taxes as a result of the 20 17 Tax Reform Act, 
attributable to Power Generation. 

-· -· Gas Co-po""""" ""'"'"" ... & 
Ca\sdidal:od 

OeiN!ry Ge:neradon lnftastru::llle Ot1o< 8 mlnilba'S raa 

$2,206 $6,676 $2,832 $ 16 $ 856 $12,586 
22 10 834 610 (1,476) 

2,228 6 ,686 3,666 626 (620) 12,586 
593 747 522 43 1,905 

(181) 159 4 (18) 
4 92 45 96 (155) 82 

265 342 109 644 (155) 1,205 
334 373 487 (1,224) (30) 
531 1,181 898 389 2,999 

81 1,422 41 1,544 
1,433 2,275 2,149 52 5,909 
16.7 29.0 28.0 12.0 (9.1) 76.6 

S2,210 $6,747 S2,069 s (7) $ 718 $11 ,737 
23 10 697 609 (1 ,339) 

2,233 6,757 2.766 602 (621) 11 ,737 
537 662 330 30 1,559 

(16) 105 22 111 
74 34 36 (78) 66 

244 290 38 516 (78) 1,010 
308 279 431 (363) 655 
484 1,397 726 (484) 2,123 

228 1,289 44 1,561 
1,320 2,440 2,322 43 6,125 

15.6 27.1 26.0 10.2 (7.3) 71.6 

$2,091 $7,001 s 1,877 $ (27) $ 74 1 $11 ,683 
20 15 695 554 (1,284) 

2,111 7,01 6 2,572 527 (543) 11 ,683 
498 591 262 44 1,395 

(15) 60 11 56 
64 25 13 (44) 58 

230 262 27 429 (44) 904 
307 465 423 (290) 905 
490 1,120 680 (391) 1,899 

245 1,042 33 1,320 
1,607 2,190 2,153 43 5,993 

In 2016, Virginia Power reponed after-tax net expenses of 
S 173 million for specifi c items attributable to its operati ng s~gments in 
the Corporate and Other segment. 

The net expenses for specific items in 20 16 primarily related to the 
impact ofthe following item: 

AS 197 million($ 121 million after-tax) charge re lated to future ash 
pond and landfill closure costs at cenain ut ility generation facili ties, 
attributable to Power Generation. 

In 2015, Virginia Power reponed after-tax net expenses of 
$153 million for specifi c items attributable to its operating segments in 
the Corporate and Other segment. 

The net ex penses for specific items in 20 15 primarily related to the 
impact of the following items: 

A $99 mi llion ($60 million after-tax) charge related to future ash 
pond and landfill closure costs at cenain util ity generation facili ties, 
attributable to Power Generation; and 
An $85 mill ion ($52 million after-tax)write-o ffofdeferred fuel costs 
associated with Virginia legislation enacted in February 2015, 
attributable to Power Generation. 
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The following table presents segment infonnation pertaining to Vi rginia Power's operations: 

(m•n-) 
2011 
Operating revenue 
Depreciation and amortization 
Interest income 
Interest and related charges 
Income tax expense (benefit) 
Net income 
Capital expenditures 
Total assets (billions) 
2016 
Operallng revenue 
Depreciation and amortization 
Interest income 
Interest and related charges 
Income tax expense (benefit) 
Net income (loss) 
Capital expenditures 
Total assets (billions) 
2015 
Operabng revenue 
Depreciation and amortization 
Interest income 
Interest and related charges 
Income tax expense (benefrt) 
Net income (loss) 
Capital expenditures 

DOMINION ENERGY GAS 

The Co1pomte and Other Segment of Dominion Energy Gas primari ly 
includes specific items attributable to Dominion Energy Gas' operating 
segment that are not included in profit measures evaluated by executive 
management in assessing the segment's perfonnance or in allocating 
resources and the effect ofcenain items recorded at Dominion Energy 
Gas as a result of Dominion Energy's basis in the net assets contributed. 

In 20 17, Dominion Energy Gas reported after-tax net expenses of 
S 179 million in its Corporate and Other segment, with S 174 mi ll ion of 
these net expenses attributable to its operating segment. 

The net benefit for speci fic items in 20 17 primarily related to the 
impact of the following item: 

A $ 185 million tax benefit resulting from the remeasurement of 
deferred income taxes as a result of the 2017 Tax Refonu Act. 

Pow« - C..pcr .. ard ,tqustm...,& Consdldaled 
Oelevery Goner-. Olhor El1mlra011 Tolal 

$2,212 $5,344 $ $- $7,556 
594 547 1,141 

4 15 3 (3) 19 
265 232 (3) 494 
334 534 (94) 774 
527 939 74 1,540 

1,439 1,290 2,729 
16.6 18.6 (0.1) 35.1 

$2,217 $5,390 $ (19) $- $7,588 
537 488 1,025 

244 219 (2) 461 
307 524 (1 04) 727 
482 909 (173) 1,218 

1,313 1,336 2,649 
15.6 17.8 (0.1) 33.3 

$2,099 $5,566 $ (43) S- $7,622 
498 453 2 953 

7 7 
230 210 4 (1) 443 
308 437 (86) 659 
490 750 (153) 1,087 

1,569 1,120 2,689 

1n 20 16, Dominion Energy Gas reported after-tax net expenses of 
$3 million in its Corporate and Other segment, with $7 million of these 
net expenses atttibutable to its operating segmen t. 

The net expense for specific items in 2016 primarily related to the 
impact of the fo llowing item: 

An $8 mi llion ($5 million after-tax) charge related to an 
organizational design initiative. 

In 20 15, Dominion Energy Gas reponed after-tax net expenses of 
$2 1 million in its Corporate and Other segment, with S 13 mill ion of these 
net expenses attributable to speci fic items related to its operating 
segment. 

The net expenses fo r speci fic items in 20 15 primarily related to the 
impact of the fo llowing item: 

S 16 million ($ 1 0 million after-tax) ceiling test impaim1cnt charge. 
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The following table presents segment information pertaining to Dominion Energy Gas' operations: 

YtM Elided December 31, 
(m.U><llll) 
2017 
Operating revenue 
Depreciation and amortization 
Equity in earnings or equity method investees 
Interest income 
Interest and related charges 
Income tax expense (benefit) 
Net income 
Investment in equity method investees 
Capital expenditures 
Total assets (bilions) 
2016 
Opera~ng revenue 
Depreciation and amortization 
Equity in earnings of equity method investees 
Interest Income 
Interest and related charges 
Income tax expense (benefit) 
Net income (loss) 
Investment in equity method investees 
Capttal expenditures 
Total assets (billions) 
2015 
Operating revenue 
Depreciation and amortization 
Equity in earnings of equity method investees 
Interest income 
Interest and related charges 
Income tax expense (benefit) 
Net income (loss) 
Investment in equtty method investees 
Capital expenditures 

t 74 

Gas 
lrlrastructLr'-e 

$1 ,814 
227 

21 
2 

97 

$1,638 
2 14 

21 
1 

92 
237 

72 
296 
478 
102 
795 

Capon<e.-.d Consol1dalod 
Ot>er rooa 

$ $1,81 4 
227 

21 
2 

97 
(205) 51 
179 615 

95 
778 

0.6 11 .9 

$ - $1,638 
(10) 204 

21 
1 

2 94 
(22) 215 

(3) 392 
98 

854 
11.1 

s $1 .716 
4 217 

23 
1 

73 
283 
457 
102 
795 
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A summary of the Companies' qua1terly results o f operations fo rthe 
years ended December 3 1, 201 7 and 20 16 fo ll ows. Amounts re fl ect all 
adjustments necessary in the opin ion of managemen t for a fai r statement 
of tbe results fo r the interim periods. Results fo r interi m periods may 
fluctuate as a resul t ofweatberconditions, changes in rates and other 
factors. 

DOMINION ENERGY 

Arst Seocrd Thrd FOIIIh 
Otmer Otmer Otmer C>.J8rter 

(mtllkn, el(cepl per stwe smOIItS) 
2017 
Operating revenue s 3,384 2,813 $ 3,179 $ 3,210 
Income from operations 1,125 801 1,200 1,004 
Net income including 

noncontrolling interests 674 417 696 1,333 
Net income attributable to 

Dominion Enera:t 632 390 665 1,312 
Basic EPS: 
Net income attributable to 

Dominion Energy 1.01 0.62 1.03 2.04 
muted EPS: 
Net income attributable to 

Dominion Ener!i!y 1.01 0.62 1.03 2.04 
Dividends declared per share 0.755 0.755 0.770 0.170 
Common stock prices (intraday $79.36 - $81.65- $80.67- $85.30-

high-io'w) 70.87 76.17 75.40 75.75 
2016 
Operating revenue $ 2,921 $ 2,598 $ 3,132 $ 3,086 
Income from operations 882 781 1,145 819 
Net income including 

noncontrolling interests 531 462 728 491 
Net income attributable to 

Dominion Enera:i 524 452 690 457 
Basic EPS: 
Net income attributable to 

Dominion Energy 0.88 0.73 1.10 0.73 
muted EPS: 
Net income attributable to 

Dominion Energy 0.88 0.73 1.10 0.73 
Dividends declared per share 0.700 0.700 0.700 0.700 
Common stock prices (intraday $75.18- $77.93- $78.97- $77.32-

high-lo'w) 66.25 68.71 72.49 69.51 

Dominion Energy's 2017 results include the impact of the followi ng 
significant ite m: 

Founh qua11er results include $85 1 mill ion tax benefi t result ing from 
the remeasuremen t o f deferred income taxes as a result o f the 20 17 
Tax Reform Act, partially offset by $96 million ofafier-tax c harges 
associated with our equi ty method investments in wind-powered 
generat ion fac ilities 

Dominion Energy's 2016 resu lts include the impact of the followi ng 
significant item: 

Founh quarter results include aS 122 million after-tax c harge related 
to future ash pond and landfill closure costs at certam utility 
generation faci lit ies. 

VIRGINIA POWER 

Virginia Power's quarterly results of operations were as fo llows: 

(molf>OnO) 
2017 
Operating revenue 
Income from operations 
Net income 
2016 
Operating revenue 
Income from operations 
Net income 

Flrst 
Q..oarter 

$1 ,831 
653 
356 

$1,890 
514 
263 

$1 ,747 
613 
318 

$1.776 
553 
280 

Thrd 
Q..oarter 

$2,154 
847 
459 

$2,2t1 
914 
503 

$1 ,824 
619 
407 

$1,711 
369 
172 

Virginia Power's 201 7 results include the impact o f the fo llowing 
significant item: 

Folllt h quarter results include a $93 mi ll io n tax benefit resu lti ng from 
the remeasurement of de ferred income taxes as a result of the 20 17 
Tax Refonn Act. 

Virginia Power's 2016 results include the impact of the following 
significant item: 

Fourth quaner results include aS 121 million after-tax charge related 
to future ash pond and landfi ll closure costs at certain utility 
generation faci lities. 

DOMINION ENERGY GAS 

Domin ion Energy Gas' quanerly resu lts o f operations were as follows: 

(m>lli<nl) 

2017 
Operating revenue 
Income from operations 
Net 1ncome 
2016 
Operating revenue 
Income from operations 
Net income 

First 
Ooortcr 

$490 
176 
108 

$431 
175 
98 

$422 
137 

77 

$368 
186 
105 

Thrd 
Otmer 

$401 
206 
117 

$382 
133 
83 

Dominion Energy Gas's 2017 results include the impact oft he 
fo llowing significant item: 

$501 
203 
313 

$457 
175 
106 

Founh quarter results include aS 197 mi llion tax benefit 
result ing from the rcmcasuremcnt ofdcfciTCd income taxes as a 
result o f the 20 17 Tax Refom1 Act. 

There were no significant items impacting Dominion Energy Gas' 20 16 
quarterly resu Its. 
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Item 9. Changes in and Disagreements With 
Accountants on Accounting and Financial 
Disclosure 
None. 

Item 9A. Controls and Procedures 

DOMINION ENERGY 

Senior management, including Dominio n Energy's CEO and CFO, 
evaluated the e ffectiveness of Dominion Energy's disclosure controls 
and procedures as of the end of the period covered by this report. Based 
on this evaluation process, Dominion Energy 's CEO and CFO have 
concluded that Dominion Energy's disc losure contro ls and procedures 
arc e ffect ive. There were no changes in Domin ion Energy's intcmal 
control over fi nancial reporting that occtm cd during the last fiscal 
quarter that have materi ally affected, or are reasonably like ly to 
materiall y affect, Domin ion Energy's internal control over fi nancial 
reponing . 

MANAGEMENT'S ANNUAL R EPORT ON l:NTERNAL 

CO 'TROL OVER FfNANCI AL R E PORTTNG 

Management of Domin ion Energy understands and accepts 
responsibility for Dominion Energy's consolidated fi nancial statements 
and related disclosures and the effect iveness of internal contro l over 
fi nancial reporting (internal cootro l). Dominion Energy continuously 
strives to identify opportu nities to enhance the effectiveness and 
efficiency of internal contro l, just as Do minion Energy does throughout 
all aspects of its business. 

Dominion Energy maintains a system of intcmal control designed to 
provide reasonable assurance, at a reasonable cost, that its assets are 
safeguarded against loss fro m unauthorized use or d isposit ion and that 
transact ions are executed and recorded in accordance with established 
procedures. This system incl udes writ ten policies, an organizational 
structure designed to ensure appropriate segregat ion of responsibilities, 
careful selection and training of q ualified personnel and intemal audi ts. 

The Audit Commi ttee of the Board of Directors of Dominion Energy, 
composed entirely o f independent d irecto rs, meets period ically with the 
independent registered public accounting firm, the internal audi tors and 
management to discuss auditing, intemal contro l, and financ ial 
reporting matters of Dominion Energy and lo ensure that each is 
properly discharging its responsib ili t ies. Both the independen t 
registered public accounting fi nn and the intemal auditors periodicall y 
meet alone with the Aud it Conunittee and have free access to the Aud it 
Conunittee at any time. 

SEC mles implementing Section 404 oftbe Sarbanes-Ox ley Act of 
2002 require Dominion Energy's 2017 Annual Report to co ntain a 
management 's report and a report of the independent registered public 
accounting firm regarding the effect iveness ofintemal contro l. As a 
basis for the repon, Domin ion Energy tested and evaluated the design 
and o perating effectiveness of internal controls. Based on its assessment 
as of December 31, 20 I 7, Domi nion Energy makes the followi ng 
assertions: 

176 

Managemen t is responsible for estab lishing and maintaining effective 
internal control over financial reponing o f Dominion Energy. 

There are inherent limitations in the eftecti veness o f any intemal 
control , including the possibility of human en·or and the circumvention 
or oveniding of contro ls. Accordingly, even effective internal controls 
can provide only reaso nable assurance with respect to financial statement 
preparation. Fun her, because of changes in condit ions, the effectiveness 
of internal control may vary overtime. 

Management evaluated Dominion Energy's in ternal control over 
fi nancial reporting as of December 3 1,20 17. This assessment was based 
on cri teria for effective internal contro l over fi nancial reponing described 
in futema l Coutrol-futegrated Framework (2013) issued by the 
Committee of Sponsoring Organizat ions of the Treadway Commission. 
Based on this assessment, management believes that Dominion Energy 
maintained e ffect ive internal control over fi nancial reporting as of 
December 3 I , 20 I 7. 

Dominion Energy's independent registered publi c accounting fi rn1 is 
engaged to ex press an opinion on Dominion Energy's intemal control 
over financial reporti ng, as stated in the ir report which is included herei n . 

February 2 7, 20 I 8 
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R EPORT OF lNDEPE DE T REGISTERED PUBLIC 

ACCO 'T ING F IRM 

To the Shareholders and the Board o f Directors of 
Dominion Energy, Inc. 

Opinion on Interna l Comro l o ver Financia l Reporti ng 

We have audi ted the internal con trol over financial repon ing of 
Dominion Energy, lnc. and subsidiaries ("Dominion Energy") at 
December 31 ,20 17, based on crite ria establ ished in Internal Control
Integrated Framework (20/3) issued by the Committee of Sponsoring 
Organizations o f the Treadway Commission (COSO). In our opin ion, 
Domin ion Energy maintained, in a ll material respects, effective internal 
control over financial reponing a t December 3 1, 2017, based on criteria 
established in Internal Corurol-llllegrated Framework (2013) issued 
by COSO. 

We have a lso aud ited, in accordance with the standards oftl1e Public 
Company Accounting Oversight Board (Un ited States) (PCAOB), the 
consolidated fi nancia l statements at and for the year ended 
December 3 1, 20 17, of Domin ion Energy and our report dated 
February 27,20 18, expressed an unq ualified opinion on those 
consolidated financia l statements. 

Basis for Opinion 

Dominion Energy's management is responsible for maintaining 
effective internal control over financ ial reporting and for its assessment 
of the effec ti veness of internal control over financ ial reporting, included 
in the accompanying Management's Annual Repon on Internal Control 
over Financial Reporting. Our responsibil ity is to express an o pinion on 
Dominion Energy's internal co ntro l over financial reporti ng based on 
our audit. We are a public acco unting fi rm registered with the PCAOB 
and are required to be independent with respect to Dominion Energy in 
accordance with the U.S. federal securities laws and the applicable ru les 
and regulations of the Securities and Exchange Commission and the 
PCAOB. 

We conducted our audi t in accordance with the sta ndards of the 
PCAOB. Those standards requi re that we p lan and perform the audit to 
obtain reasonable assurance about whether effective internal control 
over fi nancial rcpott ing was mai ntained in all material respects. Our 
aud it included o btaining an understanding o f interna l control over 
fi nancial repon ing, assessing the risk that a material weakness exists, 
testing and evalu ati ng the design and operating effectiveness of internal 
control based o n the assessed risk, and performing such otherproeedures 
as we considered necessary in the circumstances. We believe that o ur 
audit provides a reasonable basis for our o pinion. 

Definition and Limitations ofl ntemal Contro l over Financial 
Reporting 

A company's internal con trol over financial repon ing is a process 
designed to pro vide reasonable assurance regarding the rel iab ili ty of 
fi nancial rep01ting and the preparation of financia l statements for 
external purposes in accordance with generally accepted accounting 
principles. A company's internal co ntrol over financial repon ing 
includes those pol icies and procedures that ( I) pertain to the 
maintenance o f records that, in reasonable detai l, accurately and fairly 
renect the transactions and d ispositions o f the assets of 

the company; (2) provide reasonable assurance that transactions arc 
recorded as necessary to penn it preparation of fi nancial statements in 
accordance with generally accepted accou nt ing principles, and that 
receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the 
company; and (3) provide reasonable assurance regarding prevention or 
timely detection o f unauthorized acquisi tion, usc, or disposit ion of the 
company's assets that could have a material effect on the fi nancial 
statements. 

Because of its inherent limitations, intemal control over fi nancial 
reponing may not preven t or detect misstatements. Also, projections of 
any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because o f changes 111 conditions, 
o r that the degree o f compliance with the pol icies or procedures may 
deteriorate. 

lsi Dclo itte & To uche LLP 
Richmond, Virg in ia 
February 2 7. 20 18 
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V IRGINIA POWER 

Senior management, including Virginia Power's CEO and CFO, 
evaluated the effectiveness of Virginia Power's disclo urc controls and 
procedures as of the end of the period covered by this report. Based on 
this evaluation process. Virginia Power's CEO and CFO have concluded 
that Virginia Power's disclosure controls and procedures arc effecti ve. 
There were no changes in Virginia Power's internal control over 
financial reporting that occurred during the last fi scal quarter that have 
materially affected, or arc reasonably likely to materially affect, Virginia 
Power's intemal control over financial repotti ng. 

Management ofVirginia Power understands and accepts responsibility 
for Virg inia Power's consolidated financial statements and related 
disclosures and the cffcctivcncss ofintemal control over financia l 
rcpott ing (intemal control). Virginia Power continuously strives to 
ident ifY opp011unities to enhance the effectiveness and efficiency o f 
internal control,just as it does throughout all aspects of its business. 

Virginia Power maintains a system of internal control designed to 
provide reasonable assurance, at a reasonable cost, that its assets arc 
safeguarded against loss !Tom unauthorized use or di sposition and that 
transact ions are executed and recorded in accordance with established 
procedures. Thi s system includes written policies, an organizational 
structure designed to ensure approp riate segregation of responsibilities, 
careful selection and training of qual ified personnel and internal audits. 

The Board of Directors also serves as Virgin ia Power's Aud it 
Commi ttee and meets periodically with the independent registered 
public accounting firm. the internal auditors and management to discuss 
Virgin ia Power's auditing, internal accounting control and financial 
reporting matters and to ensure that each is properly discharging its 
responsibilities. 

SEC rules implementing Section 404 of the Sarbanes-Oxley Act 
require Virginia Power's 2017 Annual Report to contain a 
management's report regarding the effectiveness of internal control. As a 
basis for the report, Virginia Power tested and evaluated the design and 
operating effect iveness of internal controls. Based on the assessment as 
of December 3 1, 201 7, Virginia Power makes the following asserti ons: 

Management is responsible for establ ishi ng and maintaining effect ive 
internal control over financial reporting ofVirginia Power. 

There are inherent limitations in the effectiveness of any internal 
control, including the possibility ofhuman error and the circumvention 
oroveniding of controls. Accordingly, even effective internal controls 
can provide only reasonable assurance with respect to financial 
statement preparation. Further, because of changes in conditions, the 
effect iveness ofintemal control may vary over t ime. 

Management evaluated Virginia Power's internal control over 
financia l repmti ng as of December 3 1,20 17. Thi s assessment was based 
on criteria for effective intemal control over financial reporting 
described in/merna/ Comrol-lntegroted Framework (201 3) issued by 
the Committee of Sponsoring Organizations of 
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the Treadway Commission. Based on this assessment, management 
believes that Virginia Power maintained effective internal control over 
financial reponing as of December 31,2017. 

This annual repott does not include an attestation report of Virginia 
Power's independent registered public accounting finn regarding internal 
control over financial reporting. Management's report is not subject to 
attestation by Virgin ia Power's independent registered pub lic accounting 
firn1 pursuant to a pcrn1ancnt exemption undcrthc Dodd-Frank Act. 

February 27, 20 18 

DOMINION ENERGY GAS 

Senior management, includ ing Dominion Energy Gas' CEO and CFO, 
evaluated the effectiveness ofDominion Energy Gas' dtsclosure cont rols 
and procedures as of the end of the period covered by this report. Based 
on thi s evaluation process, Dominion Energy Gas' CEO and CFO have 
concluded that Dominion Energy Gas' disclosure controls and procedures 
are effective. There were no changes in Dominion Energy Gas' internal 
control over fi nancial reporting that occum:d during the last fiscal quarter 
that have materially afl'ected, or are reasonably likely to materially affect, 
Dominion Energy Gas' internal control over financial reporting. 

INTERNAL 

G 

Management ofDominion Energy Gas understands and accepts 
responsibil ity for Dominion Energy Gas' conso lidated financial 
statements and related d isclosures and the effectiveness of internal 
control over financial reporting (internal control). Dominion Energy Gas 
con tinuously strives to identify opportunities to enhance the 
effectiveness and efficiency of internal control. just as it does throughout 
all aspects of its business. 

Dominion Energy Gas maintains a system of internal control designed 
to provide reasonable assurance, at a reasonable cost, that its assets are 
safeguarded against loss !Tom unauthorized use or disposition and that 
transactions are executed and recorded in accordance with established 
procedures. This system includes written pol icies, an organizational 
st ructure designed to ensure appropriate segregation of responsibi lit ies, 
careful selection and trai ning of qualifi ed person nel and internal audits. 

The Board of Directors also serves as Dominion Energy Gas' Audit 
Committee and meets periodically with the independent registered public 
accounting firm, the internal auditors and management to d iscuss 
Dominion Energy Gas' audiung, internal accounting con trol and 
financial reporting matters and to ensure that each is properly discharging 
its responsibi lities. 

SEC mles implementing Section 404 o f the Sarbanes-Oxley Act require 
Dominion Energy Gas' 20 17 Annual Repottto con tain a management's 
report regarding the effectiveness of internal control. As a basis for th e 
report, Dominion Energy Gas tested and evaluated the design and 
operating etrect iveness o f internal controls. Based on the assessment as of 
December 3 I , 20 17, Dominion Energy Gas makes the following 
assertions: 

Management is responsible for establishing and maintaining effective 
internal control over financial reporting ofDominioo Energy Gas. 
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There arc inherent limitations in the e ffectiveness of any internal 
control, including the possi bility of human error and the circumvention 
or overriding o f con trols. Accord ingly, even effective internal controls 
can provide only reasonable assurance with respect to financial 
statement preparation. Further, because of changes in condit ions, the 
effectiveness of internal control may vary over time. 

Management evaluated Domin ion Ene rgy Gas' internal control over 
financial rep011ing as of December 3 1,2017. This assessment was based 
on criteria for effective internal control over financial reponing 
described in Internal Conrrol-lnregrated Framework (2013) issued by 
the Commillee of Sponsori ng Organizations of the Treadway 
Commission. Based on this assessment, management believes that 
Dominion Energy Gas maintained effecti ve internal control over 
financia l reporting as of December 3 1,2017. 

This annual report does not include an attestation report ofDominion 
Energy Gas' independent registered public accounting firm regarding 
internal control over financial reponing. Management 's report is not 
subject to allestation by Dominion Energy Gas' independent registered 
public accounting firm pursuan t to a pem1anent exemption under the 
Dodd-Frank Act. 

February 27, 2018 

Item 9B. Other Information 
None. 
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Part III 

Item 10. Directors, Executive Officers and Corporate Governance 
DOMINION ENERGY 

The following information for Domin ion Energy is incorporated by reference !Tom the Dominion Energy 2018 Proxy Statement, which wil l be fi led on 
or around March 23, 2018: 

lnf01mation regarding the directors required by this item is fo und under the heading Election of Directors. 
Information regarding compl iance with Section 16 o f the Securiti es Exchange Act o f 1934, as amended , required by this item is found under the 
head ing Section /6(a) Beneficial Ownership Reporting Compliance. 
Information regarding the Dominion Energy Audit Co mmittee Financial expert(s) required by th is item is found under the heading The 
Committees oft he Board-Audit Commiuee. 
ln fom1ation regarding the Dominion Energy Audit Committee required by this item is found under the headings The Committees of the Board
Audit Commillee and Audit Cnmmiuee Report. 
lnfonnation regarding Dominion Energy's Code of Ethics and Business Conduct required by this item is found under the heading Other 
information- Code of Ethics and Business Conduct. 

The infonnation concern ing the executive officers of Dominion Energy required by tbis item is included in Part I of this Fotm I 0-K under tbc 
caption Executive Officers of Dominion Energy. Each executive o fficcrofDominion Energy is elected annually. 

Item 11. Executive Compensation 

DOMINION ENERGY 

The following inf01mation about Domin ion Energy is contained in the 
2018 Proxy Statement and is incorporated by reference: the infotmali on 
regarding executive compensation contained under the headings 
Compensation Discussion and Analysis and Executive Compensation 
Tables; the infonnation regard ing Compensation Committee interlocks 
contained under tbe heading Compensation Commillee Interlocks and 
Insider Participation; the infom1ation regarding the Compensatio n 
Conm1ittec review and discussions of Compensation Discussion and 
Analysis contained under the heading Compensation. Governance and 
Nominating Committee Report: and the information regarding director 
compensat ion contained under the heading Compensati011 of 
Non-Employee Directors. 

Item 12. Security Ownership of Certain 
Beneficial Owners and Management and 
Related Stockholder Matters 

DOMINION ENERGY 

The info nnation concerning stock ownership by directors, executi ve 
o fficers and fi ve percent benefi cial owners contained undenhe heading 
Securities Ownership in the 20 18 Proxy Statement is incorporated by 
reference. 

Tbe in fommtion regarding equity secutities of Dominion Energy that 
arc authorized for issuance under its equity compensation plans 
contai ned under the heading Executive Compensation Tables-Equity 
Compensation Plans in the 2018 Proxy Statement is incorporated by 
reference. 
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Item 13. Certain Relationships and Related 
Transactions, and Director Independence 

DOMINION ENERGY 

The infom1ation regarding related party transactions required by this item 
found under the head ing Other lnfomwtion-Certain Relationships and 
Related Party Transactions, and information regarding director 
independence fo und under the heading Co1porate Governance 
Director Independence, in the 20 18 Proxy Statemem is incorporated by 
reference. 
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ltem 14. Principal Accountant Fees and 
Services 

DOMINION ENERGY 

The infonnation concerning principal accountant fees and services 
contained under the heading Auditor Fees and Pre-Appro\•a/ Policy in 
the 2018 Proxy Statement is incorporated by reference. 

VIRGINIA POWER AND DOMINION ENERGY GAS 

The following tab le presents fees paid to Dcloi ttc & Touche LLP for 
services related to Virginia Power and Dominion Energy Gas for the 
fi scal years ended December 31, 20 I 7 and 2016. 

TypectFeM 2017 2016 
(m'lllcn) 

Virginia Power 
Aud~ fees $1.93 $1.82 
Aud1t-related fees 
Tax fees 
AI other fees 

Total Fees $1.93 $1.82 
Dominion Energy Gas 
Aud~ fees $1.09 $1.05 
Audit-related fees 0.24 0 .16 
Tax fees 
AI other fees 

Total Fees $1.33 $1 .21 

Audit fees represent fees ofDeloin e & Touche LLP for the audit of 
Virginia Power and Domin ion Energy Gas' annual consolidated 
fi nancial statements, the review o f fi nancia l s tatements included in 
Virginia Power and Dominion Energy Gas' quarterly Fonn I 0-Q reports, 
and the services that an independent auditor would customarily provide 
in connection with subsidtary audits, statutory requirements. regulatory 
filings, and similar engagements for the fiscal year, such as comfort 
letters, attest services, consent~. and assistance with review of 
documents fi led with the SEC. 

Audit-related fees consist of assurance and related set' tees that are 
reasonably related to the perfonnance of the audit or review of Virginia 
Power and Dominion Energy Gas' consolidated fi nancial statements or 
internal control over fi nancial reporti ng. This category may include fees 
related to the perfonnance of audits and attest services not required by 
statute or regulations, due diligence related to mergers, acquisitions, and 
tn\·estmcnts. and accounting consultations about the application of 
GAAP to proposed transactions. 

Virginia Power and Dominion Energy Gas' Boards of Directors have 
adopted tbe Domin ion Energy Aud it Commi ttee pre-approval policy for 
their independent auditor's services and fees and ha ve delegated the 
execution of this policy to the Dominion Energy Audit Committee. in 
accordance with this delegation, each year the Dominion Energy Audit 
Committee pre-approves a schedule that detai ls the set' ices to be 
provided fort he following year and an estimated charge for such services. 
At its January 20 18 meeting, the Dominion Energy Audit Committee 
approved Virginia Power and Dominion Energy Gas· schedules o f 
services and fees for 20 18. In accordance with the pre-approval policy, 
any changes to the pre-approved schedule may be pre-approved by the 
Dominion Energy Audit Committee or a delegated member of the 
Donunioo Energy Audit Committee. 
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Part IV 
Item 15. Exhibits and Financial Statement Schedules 

(a) Certain documents are fi led as part of th is Form I 0-K and a re incorporated by reference and fo und on the pages noted. 

I . Financia l Statements 
Sec Index on page 65. 

2. Al l schedules are omitt~d because they are not appl icab le, or the requ ired in fom1ation is either not material or is shown in the financial statements or 
the related notes. 

3. Exhibits (incorpo rated by re ference unless otherwise noted) 

Exhibil 
N umber 

3.T3 

3. l.b 

3. l .c 

3. l.d 

3.2.a 

3.2.b 

3.2.c 

4 

4.1.a 

4. l.b 

4.2 

4 .3 

t82 

Description 

Dominion Enemv Inc. Artic les oflncomorat ion as amended and restated effecti ve May I 0 20 17 
<Exhibit 3.1. Form 8-K fi led May 10 20 17 F ile No. l -8489). 

Virginia Electric and Power Company Amended and Restated Articles oflncomoration as in 
effect on October 30. 2014 CExhib it 3 .1 .b . Fonn I 0-0 fi led November 3. 20 14. f ile No. I -2255). 

Articles of Organ ization ofDominion Energ y Gas Hold ings LLC (Exhib it 3. 1 Form S-4 fi led 
April 4 2014. File No.33 3-195066). 

Articles o f Amendment to the Articles of Organizat ion of Dominion Energv Gas Ho ld ings. LLC 
<Exhibit 3. 1. Fonn 8-K fil ed May 16 20 17 F ile No. 1-3 7591 ). 

Dominion Energy. Inc. Amended and Restated Bylaws, e ffective May I 0 20 J 7 (Exh ibit 3.2 
Fonn 8-K filed May I 0 20 17 F ile o. 1-8489). 

Virginia Electric and Power Company Amended and Restated Bylaws effective June I 2009 
(Exhib it 3.1 Form 8-K fil ed June 3 2009 File No. 1-2255). 

Operating Agreement of Domin ion Energy Gas Hold ings. LLC dated as of September 12 2013 
<Exhib it3 .2. Form 8-K fil ed May 16, 20 17. Fi le o. 001-3759 1 ). 

Dominion Energy, Inc., Virg inia Electric and Power Company and Domin ion Energy Gas 
Holdi ngs, LLC agree 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 securit ies 
authorized does not exceed I 0% of any oftheir total co nsolidated assets. 

Sec Exhibit 3. l.a above. 

See Exhibit 3. l.b above. 

indenture o f Mortgage o f Vi rginia Electric and Power Company, dated November I , 1935, as 
supp lemented and modified by Fi fty -Eighth Supplemental indenture (Exhibit 4(ii), Fom1 10-K 
for the fiscal year ended December 3 1, 1985, File No. 1-2255); Ninety-Second Supplementa l 
Indenture, dated as of July I. 20 12 <Exhibit 4 . I . Fonn I 0-0 for the quaner ended June 30 . 20 12 
filed August I . 2012. File No. 1-2255). 

F01m ofSenior Indenture. dated June I. 1998 between Virginia Electric and Power Company 
and The Bank of New York Mellon (as successor tn.J stee to JP Morgan Chase Bank (fonnerly The 
Chase Manhattan Bank)), as Trustee CExhib it 4 Cii), Fonn S-3 Registrat ion Statement fi led 
Feb ruarv 27 . 1998. File No. 333-47 119); Form ofThi rteenth Supplemen tal Indenture. dated as of 
January I 2006 CExhib jt 4.3 . Fonn8-K fi led January 12 2006 File No 1-2255 ); Fonn of 
Fourteenth Supplemental lndeuture dated May 1. 2007 (Exhibi t 4.2 Fo tm 8-Kfiled May 16 
2007, File No. 1-2255 ); Fonn of Fifteenth Su pplcmc ntal lndcnturc. dated September I. 2007 
CExhi bit 4.2. Fonn8-K ti led September I 0. 2007. File No . l-2255); Fonn o f Seventeenth 
Supplemental Indenture dated No vember I. 2007 (Exhibit 4.3. Fonn8-K filed November 30. 
2007, File No. 1-2255); f 01m of Eighteenth Su pplemental Indenture , dated Apri l I. 2008 
(Ex hibit 4.2. Fom1 8-K fi led Aptil 15 2008. File No . l -2255); Form ofNi nctccnth Supplemental 
and Amending Indenture. dated ovember I 2008 CExhibit 4.2 Fonn 8-K fi led November 5. 
2008. File No. 1-2255); Form o f Twentieth Supplemental Indenture dated June I . 2009 CExhibit 
4 .3 Fonn 8-K fi led June 24.2009 . File No. 1-2255); Fonn ofTwenty-First Supplemental 
Indenture . dated August I. 20 I 0 (Exh ibit 4.3 Fom1 8-K fi led September I. 20 I 0 , File 
No. 1-2255); 

Dominion 
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X 
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Virginia 
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Exhibit 
Number 

4.4 

4.5 

4 .6 

4.7 

Description 

Twemv-Second Supplemental Indentu re. dated as of .lanuary I 2012 (Exhibit 4.3. Form 8-K 
liled January 12. 20 12. F ile No. 1-2255): Twenty-Third Supplemental Indenture dated as o f 
Jan uary I. 20 13 <Exhibit 4.:\ f orn1 8-K fi led January 8. 20 13. f ile No. 1-2255)· Twenty-fourth 
Supplemental Indenture. dated as ofJanuary 1. 2013 CExhibit 4.4. Forn1 8-K fi led Januaty 8. 
2013 File o. 1-2255); Twenty-Fifth Supplemental Indenture. dated as ofMarch 1 2013 
(Exhibit 4.3. Form 8-K filed March 14 20 13. File No. 1-2255); Twenty-Sixth Supplemental 
Indenture. dated as of August I . 2013 CExhibit4.3. Form 8-K filed August 15.2013. File 
No. 1-2255): Twentv-Seventh Supplemental Indenture. dated February l 20 14 CExh ibit4.3. 
Form 8-K filed February 7. 20 14 . File o. 1-2255); Twcntv-Eighth Supplemental Indenture. 
dated February I. 201 4 CExhi b it4.4. Forn18-K filed Februarv 7. 2014. File o. 1-2255); 
Twenty- inth Supplemental Indenture. dated May I. 2015 CExhibit4.3 Form 8-K filed May 13. 
20 15. FileNo. 1-02255); Thirtieth Supplemental Indenture. dated May I 2015 CExhibit4.4. 
Fo rm 8-K filed May 13.2015. Fi le No. 1-02255): Th irty-f irst Supplemental Indenture. dated 
January 1 2016 CExhibit4.3. Form 8-K filed January 14.2016 File No. 000-55337); Thirty
Second Supplemental Indenture . dated November I 2016 CExhibit4 .3. Forn1 8-K fil ed 
November 16. 20 16. File No. 000-55337l; Thirty-Thi rd Supplemental Indenture dated 
November I 20 16 (Exh ibit 4.4 Form 8-K filed November 16.2016. File No. 000-55337): 
Thirty-Fourth Supplemental Indenture. dated March I 2017 CExhib it4.3. Fonn 8-K filed 
March 16 2017· Fi le No. 000-55337). 
Senior Indenture. dated as of September I. 201.7 between Virninia Elecuic and PowerComoany 
and U.S. Bank a tiona! Association. as Trustee (Exhibit 4 .1. Form 8-K filed September 13 
2017. File No.000-55337); First Supplemental Indenture. dated as of September 1. 2017 (Exhibit 
4.2. Form 8-K filed September 13. 2017. file No.000-55337). 
Indenture Junior Subord inated Debentures dated December 1. I 997. between Dominion 
Resources. Inc. and The Bank o f New York Mellon (as successor trustee to JP Morgan Chase 
Bank (formerlv The Chase Manhattan Bank)) CExhibit 4.1 . Fom1 S-4 Registration Statement 
filed April 2 1. 1998. File No. 333-50653). as supplemented by a Forn1 of Second Su pplemental 
Indenture dated January I, 200 I CExhibit4.6 F01m 8-K fi led January 12. 200 I. Fi le 
No. 1-8489\ . 
Indenture. dated April I . 1995. between Conso lidated Natural Gas Company and The Bank of 
New York Mellon (as successor trustee to United States Trust Company o f New York) CExhibit 
(4) Certificate ofNoti fi cation No. I fi led April 19 1995 File 'o. 70-8 1 07); Securi t ies 
Resolution No.2 effective as of October 16 1996 CExhib it 2. Form 8-A fi led October 18. 1996. 
Fi le No. 1-3196 and relating to the 6 7/8% Debent.ures Due October 15 2026); Securities 
Resolution o. 4 effective as ofDecember9. 1997 CExhibit 2. Form 8-A filed December 12 
1997. File No. 1-3196 and relating to the 6.80% Debentures Due December 15. 2027). 
Form of Senior Indenture. dated June I. 2000. between Dominion Resources Inc. and The Bank 
of ew York Mellon (as successor trustee to JP Morgan Chase Bank (formerly The Chase 
Manhanan Bank)). as Trustee CExhibit41iii\ Form S-J Registrat ion Statemen t fi led 
December 21 1999 File No . 333-93187\; Form of Sixteenth Supp1ementallndenture. dated 
December 1 2002 CExhibit 4 .3 Form 8-Kfiled December 13 2002 File No. 1-8489): f2nn...Q.f 
Twenty-First Supplemental indenture dated March l 2003 CExhibjts 4.3 Fonn 8-K fil ed 
March 4 2003 File No. 1-8489); fonn of Twenty-Sccond Supplemental Indenture dated July 
I 2003 (Exhibit 4.2 Fonn 8-K filed July 22 2003. File No 1-8489\; fo rn1 ofTwenty-Ninth 
Supplemental Inden ture. dated June .I. 2005 CEx hibit 4 .3. Forn1 8-K filed June .I 7. 2005. File 
No. 1-84891; forn1 ofThirty-Fifth Supplcmcntallndcnturc. dated June I. 2008 CExh ibit 4.2 
Form 8-K filed June 16. 2008. File o. 1-8489\; Forn1 ofThinv-Sixth Supplcmcntal lndcnrurcs. 
dated June I. 2008 CExhibit 4.3. Fonn 8-K filed June 16.2008. File No. 1-8489): Form of 
Thirty- mth Supplemental Indenture. dated August I. 2009 CExhibit 4.3. Form 8-K filed 
August 12. ?009. File o. 1-8489); forty-Firs t Supplemental Indenture dated March l 2011 
CExhibit 4.). Form 8-K. filed March 7. 20 II. File o. 1-8489); Fonv-Third Supplemental 
Indenture. dated August I, 20 I I CExhibit 4.3 Fom1 8-K filed Au!!ust 5. 20 I I, File o. I -8489); 
Fortv-Fifth Supplemental Indenture. dated September I. 2012 (Exhibit 4.3. Fom1 8-K. filed 
September 13. 20 12. File No . 1-8489); Forty-Sixth Supplemen tal Indenture dated September 
2012 (Exh ibi t 4.4 Fom1 8-K fi led September .I 3 20 12 Fi le No. 1-8489): Fony-Seven th 
Su pplementa l Indenture. dated September I. 20 12 (Exhibit 4.5 . Fonn 8-K. fi led September 13 
2012 File No. 1-8489\; 
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Exhibit 
Number 

4.8 

4.9 

4.10 

4 . 11 

184 

Description 

Forty-Eighth Supplemental Indenture. dated March I. 20 14 (Exhibit 4.3. Fonn 8-K. fi led 
March 24 2014 File No. 1-84891: Fo11V-Ninth Supplemental Indenture dated November 1. 
2014 (Exhibit 4.3 Fonn8-K filed November25 20 14 Fi le No. l-8489); Fiftieth Supplemental 
Indenture. dated November I. 2014 (Exhibit 4.4. Fonn 8-K. filed November 25 . 2014. File 
No 1-84891; fi fty-first Su pplementa11ndenture dated November I 2014 CExhjbit 4 5 Fonn 
8-K. fi led ovember 25 . 2014. File No. 1-84891. 
Indenture. dated as o f June I , 2015. between Dominion Resources Inc. and Deutsche Bank Trust 
Company Americas. as Tmstee CExhibit 4 . . 1. Fonn 8-K filed June 15. 20 15. File No. 1-84891; First 
Supplemental Indenture. dated as of June l. 20 15 (Exh ibit 4.2, Fonn8-K fi led June 15. JO 15. File 
No. 1-84891; Second Supplemen tal Indenture. dated as o f September I 2015 (Exh ibit 4.2. Fonn 
8-K fil ed September 24 2015 Fi le o. 1-8489); Third Supplemental Indenture dated as of 
Februarv I 20 16 CEx hibit4.7 Fonn I 0-K for I he fiscal year ended December 3 1, 2015 fi led 
February 26. 20 16 . Fi le No. 1-84891; Fourth Su pplemental Indenture. dated as of August I, 20 16 
<Exhibit 4 .2 Fo rm 8-K fi led August 9 20 I 6 Fi le No. 1-8489); Fifth Supplemental Indenture . 
dated as o f August I, 20 I 6 (Exh ibit 4.3, Fonn 8-K fi led August 9. 2016. File No. 1-8489); Sixth 
Supplemental Indenture dated as of Aul!ust I 201 6 (Exhibit 4.4 Fom18-K fi led August 9 2016. 
File No. 1-8489); Seven th Supplemental Indent ure dated as of September I, 2016 (Exh ibit 4. I 
Form I 0-0 fi led 1ovember 9. 2016. File No. 1-8489); Eighth Supp lemen tal Indenture. dated as o f 
December I 2016 (Exhibit 4.7 Fonn I 0-K for the fiscal year ended December 3 I, 20 16 fi led 
February 28.2017. File No. 1-8489); inth Supplcmentallndenture. dated as ofJanuary l. 20 17 
(Exhibit 4 .2. Form 8-K fi led January 12 . 2017 File No. 1-84891; Tenth Supplemental Indenture. 
dated as of January I. 2017 (Exhibit 4.3. Fomt 8-K fil ed January 12.2017 File No. 1-84891; 
Eleventh Supplemental .lndenture dated as of March I 2017 (Exhibit 4 3 Fonn I 0-0 fi led 
M ay 4 2017. File No. 1-8489); Twel ft h Supp lemental Inden ture dated as of June l. 2017 
CExhibit 4.2 Fonn I 0-0 fi led August 3 20 17 File No 1-84891; Thirteenth Supplemental 
Indenture. dated December l 20 17 (filed herewith). 
Junior Subordinated Indenture II. dated June I, 2006. between Dominion Resources. Inc. and The 
Bank of New York Mellon (successor to JPM organ Chase Bank, N.A.). as Tntstce (Exhibit 4. 1. 
Fotm I 0-0 for the quarter ended June 30.2006 filed August 3. 2006. Fi le No. 1-8489); First 
Supplemental Indenture dated as of June 1 2006 (Exhibit 4.2 Fonn I 0-0 for th e quarter ended 
June 30.2006 filed August 3 2006 File o. l-8489); Second Supp lemental Indenture. dated as 
of September I , 2006 CEx hibit4.2. Fonn 10-0 for the quarter ended September 30.2006 fil ed 
November I 2006. File No. 1-8489); Third Supplemental and Amending Indenture. dated as of 
June I 2009 CExhibit 4 .2, Fonn 8-K. fi led June 15.2009, File No. 1-8489); Six th Supplemental 
Indenture dated as of June I. 2014 (Exhibit 4.3 Form 8-K filed July I 2014. Fi le No. 1-84891; 
Seven th Supp lemental Indenture. dated as of September I , 2014 (Exhibit 4.3. Fom1 8-K filed 
October 3. 2013 File No. 1-8489); Eighth Supplementa l Indenture dated March 7. 2016 (Exh ibit 
4.4, Fom1 8-K filed March 7 2016 File o. 1-84891; Ninth Supplemental Indenture. dated 
May 26.2016 (Exhibit 4.4. Fonn 8-K fil ed May 26. 20 16. File No. 1-84891; Tenth Supplemental 
lndenture;dated July I , 2016 (Exhibit 4.3 . Fo m1 8-K fil ed July 19. 2016. File No. l -8489); 
Eleventh Supplemental Indenture. dated August 1 2016 CExhjbit 4.3 f onn 8-K filed August 15. 
2016. f ile No 1-84891; Twelfth Supplemental Indenture. dated August 1 20 16 (Exhibit 4 4 
Fonn8-K filed Augu st 15 2016. File o. 1-84891; Th irteenth Supplemental Indenture dated 
May 18. 2017 CExhibit 4.4. fonn 8-K. filed May 18. 20 .17. File No. 1-84891. 
Replacement Capital Covenant entered into by Domin ion Resources Inc dated June 23 2006 
(Exhib it 4 .3 Fmm 10-0 for the quarter ended June 30. 2006 tiled August 3. 2006. File 
No . 1-84891. as amended by Amendment No. I to Replacement Capital Covenant dated 
September26. 20 II (Exhibit 4.2. Fonn I 0-0 for the guatterended September 30, 20 I I fi led 
October 28. 20 II, Fi le No. 1-8489). 
Replacement Cap ital Covenant entered into by Domin ion Resources Inc. dated Scptember29. 
2006 (Exh ibit 4.3. Fonn I 0-0 for the quarter ended September 30 2006 fi led November I 2006 
File o. 1-8489), as amended by Amendment No. I to Rcplacemem Capital Covenant dated 
September 26 20 I I CEx h ibit 4.3. Fom1 I 0-0 fo r the quarter ended September 30. 20 I I fi led 
October28 20 I I. Fi le No. l-84891. 
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Number 

4. 12 

4.13 

4.14 

10.1 

10.2 

10.3 

I 0.4 

10.5 

10.6 

10.7 

DescnptiOO 

2014 Series A Purchase Contract and Pledge Agreement. dated as of July I 2014. between 
Dominion Resources. Tnc. and Deutsche Bank Trust Company Americas. as Purchase Contract 
Agent. Collateral Agent. Custod ial Agent and Secuti lies lntem1ediarv (Exhibit 4.5. Form 8-K 
filed .lulv I. 20 14 File No. 1-8489). 

2016 Series A Purchase Contract and Pledge Agreement dated August 15 20 16. between the 
Comoany and Deutsche Bank Trust Companv Americas. as Purchase Contract Agent. Collateral 
Agent. Custodial Agent and Securities lntcm1ediarv (Exhibit 4 .7. Fom18-K filed August 15. 
2016 File o. 1-8489). 

Indenture dated as of October I 20 I 3. between Dominion Gas Holdings. LLC and Deutsche 
Bank Trust Companv Americas. as Trustee CExhjbit 4.1. fom1 S-4 filed April4. 2014. File 
No. 333-195066); Second Supplemental indenture. dated as of October I. 2013 (Exhibit 4.3. 
Fom1 S-4 filed April4 20 14. File No. 333-1950661; Third Supplemental Indenture dated as of 
October I, 20 13 (Exhibit 4.4 Form S-4 filed April4. 2014 File No 333-1950661; Fom1h 
Sup plemental indenture. dated as o f December I 201 4 (Exhibit 4.2. Fom1 8-K filed December 8. 
20 14. File No. 333-195066); Fifth Supp lemental indenture . dated as of December I. 2014 
(Exhibit 4 .3. form 8-K filed December 8 20 14. File No. 333-195066): Sixth Supplemen tal 
Indenture dated as of December I. 2014 (Exhibit 4.4. Fo rm 8-K filed December 8 2014 File 
No. 333-195066); Seventh Supplemental Indenture. dated as of 'ovember I 20 I 5 (Exhibit 4 .2 
Fom1 8-K filed November 17. 2015. File o. 001-3 759 1 ); Eighth Supplemental Indenture. dated 
asofMay I 20!6(Exhibit 4.1.a.fom1 lO-O fi ledAugust 3.2016 File o. 1-3759 1): Ninth 
Supplemental indenture dated a of June I 2016 (Ex hi bit 4.1.b. Fom1 I 0-0 filed August 3. 
2016. File No. 1-37591): Tenth Supplemental Indenture dated as of June I 20 16 (Exhibit 4.1.c 
Fom1 10-0 filed August3. 2016. File o. 1-37591). 

$5.000.000.000 Second Amended and Restated Revolving Credit Agreement dated November 
10. 20 16. among Dominion Resources Inc. Virginia Electric and Power Company, Domin ion 
Gas Holdings. LLC Ouestar Gas Company JPMorgan Chase Bank N.A. as Administrative 
Agent. Mizuho Bank. Ltd .. Bank o f America. N.A .. Barclays Bank PLC and Wells Fargo Bank. 
N.A .. as Syndicat ion Agents and other lenders named therein (Exhibi t I 0. 1, Fo nn 8-K filed 
November I I 20 16 File No. 1-8489). 

$500.000.000 Second Amended and Restated Revolv ing Credit Agreement. dated November 10. 
201 6. among Dominion Resources. Inc .. Virginia Elect ric and Power Company. Dominion Gas 
Holdings, LLC. Ouestar Gas Company, KeyBank National Association as Adminis trative Agent. 
U.S. Bank National Association. as Syndication Agent. and other lenders named therein !Exhibit 
10.2. Fom18-K filed November II. 2016. File o. 1-84891. 

$950 million 364-Dav Tem1 Loan Agreement, dated Febnrarv 9 2018 by and among Dominion 
Energy Inc The Bapk of Nova Scotia. as Administrative Agent The Bank of Nova Scotia. as 
Lead Arranger and Bookmnner and other lenders named therein (Exhibit I 0.1 Fotm 8-K filed 
Febmary 15 2018 FileNo. l -8489). 

DRS Services Agreement. dated January I 2003 between Dominion Resources Inc. and 
Dominion Resources Serv ices .Inc. (Exhibit I 0.1, Fom1 I 0-K tOr the fiscal year ended 
December 31 20 II fi led February 28 2012 File No. 1-8489). 

DRS Services Agreement dated January I 2012. between Dominion Resources Services. Inc. 
and Virginia Electric and Power Companv (Exhibit I 0.2. Form I 0-K for the fiscal year ended 
December 3 1 20 II fi led February 28. 2012. File No. l-8489 and File o. 1-2255). 

DRS Services Agreemept dated September I? 2013. between Dominion Gas Holdi ngs LLC and 
Dominion Resources Services. Inc. (Exhibit I 0.3. Fonn S-4 filed April 4. 20 14, File 
No. 333-195066). 

DRS Services Agreement. dated January I 2003 between Dominion Transmission Inc. and 
Dominion Resources Services lnc.IExhibir I 0.4 Form S-4 filed April 4 20 14 File 
No. 333-195066). 
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10.14* 

10.15* 

10.16* 

10.17* 

10.18* 

10.19* 

186 

Description 

DRS Sctviccs Agreeme nt. dated Januarv I. 2003. between T he East Ohio Company and Dominion 
Resources Serv ices. lnc. CExhi bit I 0.5. Fonn S-4 fi led April 4 . 20 14. File No. 333- 195066). 

DRS Services Agreement dated Januarv I 2003. be tween Dominion l.roquois. Inc. and Domin ion 
Resources Services. Inc. <Exhibit 10.6. FomJ S-4 fi led April 4 . 2014. File No. 333-1 95066). 

Agreement between PJM Intercon nection. L.L.C. and Virginia Electric and Power Company (Exhibit 
I 0 .1. Fonn 8-K fi led April 26. 2005. Fi le o. 1-2255 and File No. 1-84 89) . . 
Fonn o f Sett lement Agreement in the fomJ o f a proposed Consent Decree amon g the Un ited States o f 
America. on behal f oft he United States Environmental Protection Age ncy . the State ofNew York. the 
State of New Jersey the State of Connecticut. the Commonwealth o f Virginia and the State of West 
Vi rginia and Virginia Electric and Power Company (Exhib it I 0 . Fonn I 0-0 fo r the quarter ended 
March 31.2003 fil ed May 9 2 003 File o. 1-84 89 and Fi le No. 1-2255). 

Domin ion Energy. Inc. Executive Su pplementa l Ret irement Plan. as amended and restated effective 
December 17.2004 (Ex hibit 10.5. FomJ 8-K filed December 23. 2004. File No. 1-84 89 ). as amended 
September 26. 201 4 (Exhibi t I 0.1 Fom1 I 0-0 fo r the fi sca l quaner ended September 30. 20 14 fi led 
November 3. 2014) . 

Fo mJ o f Emp loyment Con tinuity Agreement force r1a in o ffi cers o f Domi nion Energy. Inc. amended 
a nd restated July 15 2003 (Exh ib it I 0.1. Fom1 I 0-0 lor th e quarter ended June 30 2003 fi led 
August 11 2003 Fj1e No. 1-84 89 and File No. 1-2255). as amended March 31 . 2006 (Exhib it 10 .1 . 
Fonn 8-K filed April 4. 2006 . Fi le No. 1-8489). 

FomJ ofEmpl oyment Con tinuity Agreement for certain o ffi cers ofDominion Energy. Inc . dated 
Ja nuarv 24.20 I 3 (effect ive fo r cer1ain o ffi cers elected subsequent to Februarv I . 20 13) !Exhib it I 0.9. 
Form I 0-K for the fiscal year ended December 3 1 20 13 fi led Februarv 28 20 14. File No. 1-8489 and 
Fi le No. 1-2255). 

Domi nion Energy Inc. Ret irement Benefit Restoration Plan. as amended and restated effective 
December 17.2004 (Exhibi t I 0 .6. Fom18-K fi led Decernber23. 2004 File No. 1-8489). as amended 
September 26 201 4 (Exhibit I 0.2 FomJ I 0-0 for the fi scal quarter ended September 30. 20 14 filed 
November3 20 14). 

Dominion Energy, Inc. Executives' Deferred Compensation Plan, amended and restated effective 
December 31.2004 (Exhibi t 1 0 .7. Fom1 8-K fi led December23. 2004. File No. 1-8489). 

Domi n ion Energv. Inc. New Executive Suppleme ntal Retirement Plan. as amended and restated 
e Oect ive July I 2013 (Exhibit I 0.2. FomJ 10-0 for the quarter ended June 30. 20 13 fi led August 6 
201 3 File No. 1-8489), as amended September 26.201 4 (Exhibit I 0.3, Fonn I 0-0 fo r the fisca l 
guarter ended September30. 20 14 filedNovember 3 2014). 

Dominion Energy. Inc. New R etirement Benefit Resto rat ion Plan. as amended and restated effective 
January I 2009 (Exhi b it 10.1 7, FomJ I 0-K fo r the fisca l year ended December 3 1 2008 fil ed 
Febmary 26, 2009. File No . 1-8489 and Exhibit I 0.20. Fotm I 0-K for the fiscal year ended 
December 31 2008 fil ed February 26 2009 Fi le No. 1-2255), as amended September 26. 20 14 
(Exhibit I 0.4, Fonn I 0-0 for the fi scal q uar1er ended September 30, 20 14 fi led November 3. 201 4 ). 

Dominion Energy lnc. Stock Accumu lation Plan fo r Outside Directors. amended asofFebruary 27. 
2004 (Exhibit I 0. 15 Fonn I 0-K fo r the fi scal year ended December 31. 2003 fi led March I 2004 
Fi le No. 1-8489) as amended effective December 3 1. 2004 (Exhibit I 0. 1. Fom1 8-K ti led 
December23 2004 F ileNo. 1-84 89). 
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10.28* 
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Description 

Dominion Energy. Inc. Directors Stock Compensation Plan, as amended February 27 2004 CExhibit 
I 0 .16. Fonn I 0-K for the fiscal year ended December 3 I. 2003 fi led March I . 2004. File o. 1-8489) 
as amended effect ive December 31,2004 (Exhibit I 0.2 Fonn 8-K filed December 23 2004 File 
No. 1-84891. 

Domin ion Energv Jnc. Non-Emplovee Directors' Compensation Plan, effective January I 2005 as 
amended and restated effective December 17 2009 CExhibitl 0. 18. Fom1 10-K fi led for thc fiscal vear 
ended December 3 1.2009 fi led Februarv 26.20 I 0. Fi le No. 1-8489). 

Domin ion Energy Inc. Executive Srock Purchase Tool Kit. eflecrive September 1 2001 amended 
and restated May 7. 2014 CExhibi t 10.4 Fom1 I 0-0 for the fiscal quarter ended June 30. 2014 fi led 
July 30. 20 14. File No . l-8489 and File No. l-2250). 

Letter agreement between Dominion Resources. Inc. and Thomas F. Farrell. II. dated February 27. 
2003 (Exhibit 10.24 Form I 0-K forthe fiscal year ended December 3 I 2002 fi led March 20. 2003. 
Fi le No. 1-8489), as amended December 16 2005 CExh ib it I 0. 1 Fonn 8-K fi led December 16.2005 
File No. 1-84891. 

Employment agreement dated February 13.2007 between Domi nion Resources Services. Inc. and 
Mark F. McGettrick CExhibit I 0 .34. Form I 0-K for the fi scal year ended December 31 2006 fi led 
Februarv 28 2007. File No. 1-8489). 

Supplemental Retirement Agreement dated Octobcr22. 2003 between Dominion Resources Inc and 
Paul D. Koonce (Exhib it I 0. 18. Form I 0-K forthe fiscal year ended December 31. 2003 fi led 
March I . 2004. File No. 1-2255). 

Fom1 of Advancement of Expenses for certain directors and otlicers of Dominion Energy In c. 
appro ved October 24.2008 CExh ibit I 0.2. Fom1 I 0-0 fo r the quarter ended September 30 2008 fi led 
October 30 2008 File No 1-8489 and Exhibit I 0.3. Form I 0-0 for tbe quarter ended September 30 
2008 filed October 30. 2008 File No. l-2255). 

Dominion Resources Inc. 2005 Incentive Compen sation Plan. originall y effective May 1. 2005 as 
amended and restated effective December 20 20 I I (Ex hibit I 0.32. Form I 0-K fo r the fi scal year 
ended December 3 I 20 I l fi led Februarv 28.2012. Fil e No. I -8489 and Fi le No. 1-2255). 

Supplemental Retirement Agreement with Mark F. McGettri ck effecti ve May 19 20 I 0 (Exhibit 10.1 
Form 8-K fi led May 20 20 I 0. Fi le No. 1-8489). 

Fotm of Restricted Stock Award Agreement for Mark F McGettrick and Paul D. Koonce approved 
December 17. 201 2 CExhibit I 0,1. Form 8-K filed December 2 1 2012. File No. 1-84891. 

Form of Restricted Stock Award Agreement under the 20 l3 Long-Term Incentive Program approved 
January 24. 20 13 (Ex hibit I 0.2. Form 8-K fi led January 25.20 13 File No. 1-8489). 

Restticted Stock Award Agreement for Thomas F. Fanell. II. dated December 17. 20 I 0 (Exhibit I 0.1 . 
Fo.rm 8-K fi led December 17.20 I 0. File No. I -8489). 
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Descnptlon 

20 14 Perfonnance Grant Plan underihe 20 14 Long-Tenn Incentive Program app roved Januarv 16 
2014 <Exhibit I 0.40 Fonn I 0-K forthe fiscal year ended December 31. 2013 fil ed Febmarv 28 2014 
File No. 1-8489). 

Fonn of Restricted Stock Award Agreement under the 2014 Long-Term Incentive Program approved 
Januarv 16 20 14 (Exhibit I 0.41. Fonn 10-K fort he fi scal year ended December 3 1 20 I 3 filed 
Febmarv 28 20 14. File No. 1-8489). 

Dominion Energy Inc . 20 14 Incentive Compensation Plan. effective May 7. 2014 (Exhi bit I 0.1. 
Fonn 8-K filed May 7. 20 14 Fi le No. 1-8489). 

Tnter-Companv Credit Agreement dated October 17.2013. between Dominion Resources. Inc. and 
Dominion Qas Holdinos. LLC (Exhibit I 0.2. Form S-4 fi led April4 20 14. Fi le o. 333-195066). 

20 15 Perfommnce Grant Plan under 2015 Long-Tenn Incentive Program approved January 22 20 15 
(Exhibi t 10.42. Fonn 10-K fo r the fiscal ycarcndcd Dcccmber31 2014 fi led Fcbmary 27. 2015. File 
No. 1-8489). 

Fom1 of Restricted Stock Award Agreement under the 2015 Long-Term Incentive Program approved 
January 22.2015 <Exh ibit 10.43 Fonn I 0-Kforthe fiscal year ended December 31 20 14 filed 
February 27.2015. File No. 1-8489). 

2016 Performance Grant Plan under the 2016 Long-Tcnn Incentive Program approved Januarv ? I . 
20 16 (Ex hi bit I 0.4 7 Fonn I 0-K forthe fiscal year ended December 3 I. 20 15 fi led Feb mary 26. 20 16 
File o. l-8489). 

Form of Restricted Stock Award Agreement under the 20 16 Long-Term Incentive Program approved 
January 21. 2016 (Exhibit I 0.48. Form I 0-K for the fiscal year ended December 31. 2015 filed 
Febmary 26 2016 File No. 1-8489). 

2017 Performance Grant Plan (Transition Grant) under the 20 17 Long-Tenn Incenti ve Program 
approved January 24.2017 (Ex hibit I 0 45 Fom1 I 0-K for the fi scal year ended December 3 1. 20 II\ 
filed February 28 2017. Fil.e No. 1-8489). 

Fonn of Restricted Stock Award Agreement under the 2017 Long-Term Incentive Program approved 
January 24. 20 17 (Exh ibit I 0.46. Fo1111 I 0-K for the fiscal year ended December 3 1 2016 filed 
February 28.2017 File No. 1-8489). 

20 17 Perfom1ance Grant Plan under th e 20 I 7 Lon g-Tenn Incentive Program approved January 24. 
20 17 (Exhi bit I 0.3. Fom1 I 0-0 for the quarter ended March 31.2017 filed May 4 . 20 17 File 

0. 1-8489). 

2018 Peqonnance Grant Plan under the 2018 L9ng-Tem1 lncentjve Program approved Januarv 25 
2018 I filed herewith!. 

Fom1 of Restricted Stock Award Agreement under the 2018 Lono-Tenn Incentive Program approved 
January 25 20 18 (fi led herewith \. 

Base salaries fo r named executive o ffi cers ofDominion Energy Inc. lfiled herewith). 

Non-employee directors' annual compensation for Dominion Enemy. Inc. (filed herewith\. 

Ratio ofeamings to fixed charges for Dominion Energy Inc. (filed herewith\. 

Ratio of eamings to fixed charges for Virginia Electric and Power Company I filed herewith). 

Ratio of earnings to fixed charges tor Dominion Energy Gas Holdings. LLC (filed herewith). 

Subsidiaries of Dominion Energy Inc. (filed herewith). 

Consent ofDeloitte & Touche LLP I filed herewith). 
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3l.e 

31.f 

32.a 

32.b 

32.c 

101 

Oescnptton 

Certification by Chief Executive Officer of Dominion Encrey. lnc. oursuant to Sect ion 302 of the 
Sarbanes-Oxley Act of2002 (filed herewith). 

Cenjficauon by Chjcffinancjal Officer of Dominion Enemy. Inc. pyrsuam to Section 302 of the 
Sarbane.-Ox!ey Act of2002 (filed berewuhl 

Certification by Chief Executive OfficerofVireinia Electric and Power Company pursuant to 
Section 302 of the Sarbanes-Oxley Act of2002 (filed herewith). 

Certification by Chief Financ ial Officer of Virginia Elect1ic and Power Company pu rsuant to 
Section 302 of the Sarbanes..Qxley Act of2002 (filed herewith). 

Cenificauon by ChjefExecutjve Officer of Dominion Enemy Gas Holdings. LLC pursuant to 
Section 302 of the Sarbanes-Odev Act of2002 (tiled herewith) 

Certification by Chief Financial OfficerofDominion Energy Qas Holdings LLC pursuant to 
Section 302 oft he Sarbanes-Oxley Act of2002 I filed herewith). 

Cenificat1on to the Seclllities and Exchange Commission by Chief Executive Officer and Chief 
Financial OfficerofDominion Enerey. Inc as required by Section 906 of the Sarbanes-Ox!ey Act 
of2002 !furnished herewith). 

Cenificauon to the Securities and Exchange Commission by Chief Executive Officer and Chjef 
Financial Officer ofVireinja Electric and Power Company as reqyjred by Sect jon 906 of the 
Sarbanes-Oxley Act of2002 (fhrnished herewith) 

Certification to the Securities and Exchange Commission by ChjefExecutive Officer and Chief 
Financial Officer of Dominion Enerey Qas Holdings LLC as reqy1red by Section 906 ofthe 
Sarbanes-Oxley Act of2002 (furnished herewith). 

The following financial statements from Dominion Energy, Inc., Vi rginia Electric and Power 
C~:tmpany and Dominion Energy Gas Holdings, LLC Annual Report on Forn1 I 0-K for the year 
ended December 31,20 I 7, fi led on February 27,20 18, fonnatted in XBRL: (i) Conso lidated 
Statements of Income, (ii) Consolidated Balance Sheets, (iii) Consolidated Statements of 
Common Shareholders' Equity (iv) Consolidated Statements ofComprehensive Income 
(v) Consolidated Statements of Cash Flows, and (vi) the '\otes to Consolidated Financial 
Statements. 

• Indicates management COIJtracl or compensatory plan or an-augemeut 

Item 16. Form 10-K Summaty 
one. 
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4 Signatures 

DOMINION ENERGY 

Pursuant to the requirements ofSeetion 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this repon to be signed on its 
behalfby the undersigned, thereunto duly authorized. 

OOMI ION E ERGY, INC. 

Oy: ______ ~--~~~~~~T~I~lo~m~a~s~F~.~F~arre~l~l ,~I~I ~----~---
(Tioomas F. Farrell, Tl, Chairman, President a nd 

C hief £xecuth•e Officer ) 

Date: February 27,2018 

Pursuant to the requirements of the Sccutitics Exchange Act of 1934, this repon has been signed below by the following persons on behalf of the 
registrant and in the capacities ind icated on the 27th day ofFebmaty, 2018. 

Si nature 

Is Thomas F. Farrell, lJ 
Thomas F. Farrell, U 

I~ William P. Barr 
William P. Barr 

/~ Helen E. Dragas 
Helen E. Dragas 

I~ James 0 . Ellis, Jr. 
J ames 0. Ellis, Jr. 

I~ John W. Harris 
J ohn W. Harris 

I~ Ronald W. Jibson 
Ronald W. Jibson 

lsi Mark J. Kington 
Mark J . Kington 

~ Joseph M. Rigby 
Joseph M. Rigby 

I~ Pamela J. Royal 
Pamela J . rtoyal 

lsi Robert H. Spilman, Jr. 
Robert H. Spilman, J r. 

I~ Susan N. Story 
Susa n N. Story 

lsi Michael E. Szymanczyk 
Michael E. Szymnnczyk 

lsi Mark F. McGettrick 
Mark F. McGellrick 

lsi Michele L. Cardi fT 
Michele L Cardiff 
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Title 

Chairman of the Board of Directors, President and Chief 
Executive Officer 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Di rector 

Dtrector 

Di rector 

Director 
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Pursuant to the requi rements of Section 13 or IS( d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 
behal fby the undersigned, thereunto duly authorized. 

VlRGI lA ELECI'RIC AND POWER COMPANY 

By: ______ -=~--~/s~/~T~h~o~m~as~F.~F~·a~rre~II~,I~I--~--~----
(Thomas F. Farrell, II, Chair man of the Board 

of Directors and Chief Executive Officer) 

Date: February 27 , 201 8 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the 
reg istrant and in the capacities indicated on the 27th day ofFebruary, 2018. 
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Is! Thomas F. Fan·ell , ll Chaimmn of the Board of Directors and Chief Executive Officer 
Thomas F. Farrell, II 

Is/ Mark F. McGettrick Director, Executive Vice President and Chief Financial Officer 
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sf Mark 0. Webb Director 
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Pursuant to the requirements of Section 13 or IS( d) of the Securities Exchange Act of 1934, the registrant has duly caused this rcpon to be signed on its 
behalfby the undersigned, thereunto duly authorized . 

OOMI 10 ' E E RGY GAS HOLDING , LLC 

By: ______ ~~--~~~~~T~h~o~m7.a~s~F.~F~a~rre~I~I~I~I~~~-----
(Thomas F. Farrell, It , Chairman of the lloard 

of Directors and Chief Executive Ofncer) 

Date: February 27, 2018 

Pursuant to the requirements of the Securities Exchange Act of 1934, this repon has been signed below by the following persons on behalf of the 
registrant and in the capacities indicated on the 27th day of February, 20 18. 
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I~ Thomas F. Farrell, U Chainnan of the Board of Directors and Chief Executive Officer 
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THlS TI IIRTEENTII SUPPLEMENTAL !NDE mJRE is made as o f the 1st day of December, 2017, by and between DOM INlON ENERGY, INC. 
(fom1erly Dominion Resources, Inc.), a Virginia corporation, having its principal office at 120 Tredegar Street, Richmond, Virg in ia 232 19 (the "Company" or 
"Issuer''). and DEUTSC HE BANK TRUST COMPANY A.\.1 ERICAS, a ew York banking corporation, as Trustee, having a corporate trust office at 60 Wall 
Street, 16th Floor, ew York, 'ew York I 0005 (herein called the ''Trustee"). 

WIT E S SET H: 

WHEREAS, the Company has heretofore entered into an Indenture dated as of June I, 20 15, between the Company and the Trustee (as amended, 
restated o r otherwise modi fied, the "Base Indenture") with respect to senior debt securities; 

WHEREAS, the Base Jndenrure is inco rporated herein by this reference and the Base Indenture, as heretofore supplemented. as further supplemented by 
this Thirteenth Supplemental Indenture, and as may be hereafter supplemented or amended fTom time to time, is herein called the " Indenture"; 

WHEREAS, under the Base Indenture, a new series of Securit ies may at any time be establi shed in accordance wi th the provisions oft he Base Indenture 
and the terms of such series may be described by a supplementa l indenture executed by the Company and the Trustee; 

WHEREAS, the Company proposes to create under the Indenture a new series ofSecurities; 

WHEREAS, additional Securities of other series hereafter established, except as may be limited in the Base Indenture as at the time supplemented and 
modified, may be issued from time to time pursuant to the Indenture as at the time supplemented and modified; and 

WHEREAS, all conditions necessary to authorize the c"<ccution and de livery of this Thirteenth Supplemental Indenture and to make it a valid and 
binding obligation o f the Company have been done or performed. 

'0\V, TI IEREFORE, in consideration of the agreements and ob ligauons set forth herein and for other good and val uable considerauon, the sufficiency 
of which is hereby acknowledged, the parties hereto hereby agree as follows: 

ARTI CLE I 
20 17 ERI E E FLOA Tl G RATE ENlOR NOTES DUE 2020 

SECTION 10 I Establishment. There is hereby establi shed a new series of Securities to be issued under the Indenture, to be designated as the 
Company's 201 7 Series E Floating Rate Senior Notes due 2020 (the ''Series E Senior Notes"). 

There arc to be authenticated and delivered $300,000,000 principal amount of Series E Senior Notes, and such principal amount of the Series E Senior 
otcs may be increased from time to t ime pursuant to the penultimate paragraph ofScction 30 I of the Base lndcnrure. All Series E Senior 'otcs need not be 

issued at the same time and such series may be reopened at 



any time, without the consent of any Holder, for issuances of additional Series E Senior otes. Any such addiuonal Series E Senior 'otes will have the same 
interest rate, maturity and other terms as those initially issued, and shall be consolidated with and part of the same series of Series E Senior notes initially 
issued under this Thirteenth Supplemental Indenture. Further Series E Senior otes rna} also be authenticated and delivered as provided by Sections 304, 
305, 306, 905 or II 07 of the Base Indenture. 

The Series E Senior otes shall be issued as Registered Securit ies in global form without coupons, in substantially the form set out in Exhibit A hereto. 
The entire in it ially issued principal amount of the Series E Senior Notes shall in itially be evidenced by one or more certificates issued to Cede & Co., as 
nominee for The Depository Trust Company. 

The fonn of the Trustee's Certificate of Authentication for the Series E Senior Notes shall be in substantially the fom1 set fort h in Exhibit A hereto. 

Each Series E Senior ote shall be dated the date of authentication thereof and shall bear interest from the date of original issuance thereof or from the 
most recent Interest Payment Date to which interest has been paid or duly provided for. 

SECTIO I 02 Definitions. The following defined terms used herein shall , unless the context otherwise requires, have the meanings specified below. 
Capitalized terms used herein for which no definition is provided herein shall have the meanings set forth in the Base Indenture. Unless the context otherwise 
requires, any references to a ··section" refers to a Section of this Thirteenth Supplemental Indenture . 

.. Business Day" means a day otherthan (i) a Saturday or a Sunday, (ii) a day on which banks in ew Vorl< , ew York arc authori7ed or obligated by law 
or executive order to remain closed or (iii) a day on which the Corporate Trust Office is closed for business. 

"Calculation Agent" means Deutsche Bank Trust Company Americas, a ew York banking corporation, or its successor appointed by the Company, 
acting as calculation agent. 

"Depositary" has the meaning set fo rth in Section 105. 

" Distribution Compliance Period" has the meaning set forth in Section 204. 

'"lnterest Payment Dates .. means March I, June I, September I and December I of each year, commencing on March I, 20 18. 

··uBOR Business Day" means any Business Day on which dealings in de posits in U.S. Dollars are transacted in the London Inte r-Bank Market. 

"'UBOR interest Detennination Date" means the second L!BOR Business Day preceding each LLBOR Rate Reset Date. 

'"UBOR Rate Reset Date" means, subject to Section I 03 , the I st day of the months of March , June, September and December of each year commencing 
on March 1,201 8. 
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' 'Original issue Date" means December 8, 20 17. 

"Outstanding," when used with respect to the Series E Senior Notes, means, as of the date of determination, a ll Series E Senior Notes theretofore 
authenticated and delivered under the Indenture, except: 

(i) Series E Senior Notes thereto lore canceled by the Trustee or delivered to the Tmstee for cancellation; 

(i i) Series E Senior 1otes fo r whose payment at the Maturi ty thereof money in the necessary amoun t has been theretofo re deposited (o ther than 
pursuant to Section 402 of the Base Indenture) with the Trustee or any Pay ing Agent (other than the Company) in tmst or set aside and segregated in tmst by 
the Co mpany (if the Company shall act as its own Payi ng Agent) fo r the Ho lders of such Series E Senior Notes; 

(iii) Seri es E Senior Notes with respect to which the Company has effected defeasance or covenant defeasance pursuant to Sect ion 402 oft he 
Base Inden ture, except to the extent provided in Section 402 of the Base Indenture; and 

(iv) Series E Senior Notes that have been paid pursuant to Section 306 of the Base Indenture or in exchange for or in lieu of which other Seri es 
E Senior Notes have been authenticated and del ivered pursuant to the lndenture, other than any such Series E Senior otes in respect of which there shall 
have been presented to the Trustee proof sat isfac tory to it that such Series E Senior otes are held by a bona fide purchaser in whose hands such Seri es E 
Senior o tes are va lid obligat ions of the Co mpany; provided, however, that in dete m1ining whether the Holders o f the requisite pri ncipal amount o f 
Outstandi ng Series E Senior Notes have g iven any request, demand, authorizat ion, direction, not ice, consent o r waiver under the Indenture or are p resent at a 
meeting o f Holders of Series E Senior Notes for quorum purposes, Series E Senior Notes owned by the Company or any other obligor upon the Series E Sen io r 
Notes or any Aml iate o ft he Company or such o ther ob ligor shall be disregarded and deemed not to be Outstanding, except that, in detennini ng whether the 
Tmstee shall be protected in making any such determination or relying upon any such request, demand, authorization, d irect ion, notice, consent or waiver, 
only Series E Senior No tes which a Responsible Officer of the Trustee actually knows to be so owned shall be so disregarded. Series E Senior Notes so owned 
which shall bave been pledged in good fa ith may be regarded as Outstanding if the pledgee establishes to the sat isfaction o f the Trustee (a) the pledgee's 
right so to act with respect to such Series E Senio r Notes and (b) that the pledgee is not the Company or any other o bligor upon the Series E Senior Notes or 
an Affiliate of the Company or such other obligo r. 

"Qffi" means a "qual ified institutional buyer" as defined in Rule 144A. 

" Regular Record Date" means, with respect to each Interest Paymen t Date, the close ofbusiness on the Business Day preceding such Interest Payment 
Date; provided, that with respect to Series E Senior Notes that are not represented by one or more Global Securi ties, the Regular Record Date shall be the 
close of business on the fifteen th ( 15th) calendar day (whether or not a Business Day) preceding such Interest Payment Date. 

' 'Regulat ionS" means Regulat ionS promulgated under the Securities Act. 
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"RegulationS Global Security"' has the meaning set forth in Section I 05. 

··Restricted Legend"' has the meaning set forth in Section 202. 

'·Restricted Security" has the meaning set forth in Section 202. 

"Reuters Page UBORO I" means the display so designated on the Reuters 3000 Xt.ra (or such other page as may replace that page on that service, or 
such other service as may be nominated by the Company, for the ptupose of d isplaying rates or prices comparable to the London Inter-Bank Offered Rate for 
U.S. Dollar deposits). 

" Rule 144A" means Rule 144A promulgated under the Securities Act. 

" Rule 144A Global Security" has the meaning set forth in Section I 05 . 

.. Securities Act" means the Securities Act of 1933, as amended. 

'·Series E Senior 'otes" has the meaning set forth in Section I 0 I. 

·'Stated Maturity" means December I, 2020. 

"Three Month LlBOR Rate" means the rate determined in accordance with the following provisions: 

(i) On the LIB OR Interest Detem1ination Date, the Calculation Agent or its affiliate will dete1111ine the Three Month LIB OR Rate which shall be 
the rate for deposits in U.S. Dollars having a three-month maturity which appears on Reuters Page LIB ORO I as of II :00 a.m .. London time, on the LIB OR 
Interest Detem1ination Date. 

(i i) If no rate appears on Reuters Page LIB ORO I on the LIB OR Interest Determination Date, the Calculation Agent will request the principal 
London offices of each of four major reference banks (which may include affiliates of the underwriters) in the London lnter-Bank Market selected by the 
Calculation Agent (after consultation with the Company) to provide the Calculation Agent with their offered quotations for deposits in U.S. Dollars for the 
period of three months, commencing on the applicable LffiOR Rate Reset Date, to prime banks in the London Inter-Bank Market at approximately II :00 
a.m., London t ime, on that LIBOR Interest Determination Date and in a ptincipal amount that is representative fora single transact ion in U.S. Dollars in that 
market at that time. 

!fat least two quotations are provided, then the Three Month LIBOR Rate will be the average (rounded, i f necessary, to the nearest one 
hundredth (0 .0 I) of a percent) o f those quotations. lffewer than two quotations are provided, then the Three Month LffiOR Rate will be the average (rounded, 
if necessary, to the nearest one hundredth (0.0 I) of a percent) of the rates quoted at approximately II :00 a.m., New York City time, on the LIB OR Interest 
Determination Date by three major banks (which may include affil iates of the underwriters) in New York City selected by the Ca lculation Agent (after 
consultation with the Company) for loans in U.S. Dollars to leading European banks. having a three-month maturity and in a pri ncipal amount that is 
representative for a single transaction in U.S. Dollars in that market at 
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that time. If the banks selected by the Calculation Agent are not providing quotations in the manner described by this paragraph, the rate for the period 
following the LIBOR Interest Determination Date will be the rate in effect on that LIBOR Interest Determination Date. 

The terms '·Company," .. Issuer," .. Trustee," .. Base Indenture," and .. Indenture .. shall have the respect1ve meanings set forth in the recitals to this 
Thirteenth Supplemental Indenture and the paragraph preceding such recitals. 

SECTION I 03 Payment ofPrincipal and Interest. The principal of the Series E Senior Notes shall be due at the Stated Maturity. The unpaid principal 
amount of the Series E Senior Notes shall bear interest at a floating rate per annum detemtined by the Calculation Agent as described below, unt il paid or 
duly provided for, such interest to accme fro m the Original Issue Date or from the most recent Interest Payment Date to which inte rest has been paid or duly 
provided for. Interest sha ll be paid quarterly in arrears on each Interest Payment Date to the Person in whose name the Series E Senior otes are registered on 
the Regular Record Date for such Interest Payment Date; provided that interest payable at the Stated Maturity of principal will be paid to the Person to whom 
principal is payable. Any such interest that is not so punctually paid or duly provided for will forthwith cease to be payable to the Holders on such Regular 
Record Date and may either be paid to the Person or Persons in whose name the Series E Senior Notes arc registered at the close of business on a Special 
Record Date fo r the payment of such defaul ted interest to be fixed by the Trustee (in accordance with Section 307 of the Base Inde nture), notice whereof shall 
be given to llolders of the Series E Senior otes not less than ten ( I 0) days priorto such Special Record Date, or be paid at any t ime in any other lawful 
manner not inconsistent with the requirements ofany secunties exchange, 1fany, on which the Series E Senior 'otes may be listed, and upon such notice as 
may be required by any such exchange, all as more fully provided in the Base Indenture. 

The per annum interest rate on the Series E Semor otes will be equal to the Three Month LLBOR Rate plus 40 basis points (0.40%); provided that the 
per annum interest rate for the period fro m the Original Issue Date to the first LIB OR Rate Reset Date wi ll be 1.52263°/o per annum (the .. Init ial Interest 
Rate"). The per annum interest rate shall be reset on each LIB OR Rate Reset Date. 

If any LIBOR Rate Reset Date falls on a day that is not a Business Day, the LIBOR Rate Reset Date will be postponed to the next day that is a Business 
Day, except that if that Business Day is in the next succeeding calendar month, the LIBOR Rate Reset Date will be the next preceding Business Day. The 
interest rate in effect on any LIB OR Rate Reset Date will be the applicable rate as reset on that date. The mterest rate applicable to any other day will either 
be the lnniallnterest Rate or the Interest rate as reset on the immediately preceding LIB OR Rate Reset Date. 

Payments ofintcrest on the Series E Senior otes will include interest accrued to but excluding the respective Interest Payment Dates. Interest 
payments for the Series E Senior 'otes shall be computed and paid on the basis the actual number of days in the relevant quarterly period (includ ing the first 
day of the quarterly period and excluding the last day of the quarterly period) divided by 360. Ifany Interest Payment Date, other than the Stated Maturity, 
falls on a day that is not a Business Day, the Interest Payment Date will be postponed to the next day that 
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is a Business Day, except that if that Business Day is in the next succeeding calendar month, the Interest Payment Date will be the immediately preceding 
Business Day. If the Stated Maturity falls on a day that is not a Business Day, the payment of interest and principal will be made on the next succeeding 
Business Day, and no interest on such payment will accrue for the period from and after the Stated Maturity. 

Accrued interest on any Series E Senior Note will be calcu lated by multiplying the principal amount o f the Series E Senior Note by an accrued interest 
factor. The accrued interest factor will be computed by adding the interest factors calculated for each day in the period for wh ich interest is being paid. The 
interest facto r fo r each day is compu ted by d ivid ing the interest rate appl icable to that day by 360. 

Payment o f tbe principal and interest on the Series E Senior Notes shall be made at tbe o ffi ce o f the Paying Agent in such coin or currency of the Uni ted 
States of Alnetica as at the time of payment is legal tender fo r payment ofpublic and private debts, with any such payment that is due at the Stated Matutity 
of any Series E Senior Notes, or upon repurchase being made upon surrender of such Series E Senior Notes to the Paying Agent. Payments of interest 
(including interest on any Interest Payment Date) will be made, subject to such surrender where applicable, at the option of the Company, (i) by check mailed 
to the address of the Person entitled thereto as such address shall appear in the Security Register or (ii) by wire transfer at such place and to such account at a 
banking institution in the United States as may be designated in writing to the Trustee at least sixteen (16) days priorto the date for payment by the Person 
entitled thereto. 

SECTIO I 04 Denominations. The Series E Senior otes may be issued in denominations of$2 ,000, or any greater integral multiple ofS I ,000. 

SECTION I 05 Global Securities. The Seties E Senior otes offered and sold to QlBs in reliance on Rule 144A will be initially issued in the fo tm of 
one or more Global Securities (the "Rule 144A Global Security"), and the Series E Senior Notes o tTered and sold in offshore transactions to non-U.S. persons 
in reliance on RegulationS will be in it ially issued in the fom1 of one or more Global Securities (the " RegulationS Global Security"), in each case registered 
in the name of the Depositary (which shall be The Deposi tory Trust Co mpany) or its nominee. Except under the limited circumstances described below, Series 
E Senior Notes represented by sucb Global Securi ties will not be exchangeable for, and wi ll not o therwise be issuable as, Seri es E Senior Notes in defi nit ive 
form reg istered in names other than the Depositary or its nominee. The Global Securities described above may not be transferred except by the Depositary to a 
nominee of the Depositary or by a nominee of the Depositary to the Depositary or another nominee of the Depositary or to a successor Depositary or its 
nominee. 

Owners of beneficial interests in such a Global Security will not be considered the Holders thereof for any purpose under the Indenture, and no Global 
Security representing a Series E Senior 1ote shall be exchangeable, except for another Global Securi ry oflike denomination and tenorto be registered in the 
name of the Depositary or its nominee or to a successor Depositary or its nominee or except as described below. The rights of Holders of such Global Security 
shall be exercised only through the Depositary. 
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A Global Security shall be exchangeable for Series E Senior otes registered in the names of persons other than the Depositary or its nominee only if 
(i) the Depositary notifies the Company that it is unwilling or unable to continue as a Depositary for such Global ecurity and no successor Depositary shall 
have been appointed by the Company within nine ty (90) days of receipt by the Company of such notification, or if at any time the Depositary ceases to be a 
clearing agency registered under the Exchange Act at a time when the Depositary is required to be so registered to act as such Depositary and no successo r 
Depositary shall have been appointed by the Company within ninety (90) days after it becomes aware of such cessation, (ii) the Company in its sole 
discretion , and subject to the procedures oft he Deposuary, determines that such Global Security shall be so exchangeable, in which case Series E Senior 

otes in definitive fom1 will be printed and delivered to the Depositary, or (iii) an Event of Defaul t has occurred and is continuing with respect to the Series E 
Senior 'otes. Any Global Security that is exchangeable pu rsuant to the preceding sentence shall be exchangeable for Series E Senior otes registered in such 
names as the Depositary shall direct. 

SECTION I 06 Redemmjon. The Series E enaor otes shall not be redeemable at any time prior to the Stated Maturity. 

SECTION I 0 7 Sjnkjng Fund· Conversion. The Series E Senior otes shall not have a sinking fund. The Series E Senior Notes arc not convertible into 
or exchangeable for Equity Securities or any other securities. 

SECTIO I 08 Adduionallnterest on Overdue Amounts. Any principal of and installment of interest on the Series E Senior otes that is overdue shall 
bear interest at the then applicable interest rate (to the extent that the payment of such interest shall be legally enforceable), from the dates such amounts are 
due until they are paid or made available for payment, and such interest shall be payable on demand. 

SECTIO I 09 Paying Agenr Security Registrar. The Trustee shall initially serve as Paying Agent and Security Registrar wi th respect to the Series E 
Senior otes, with the Place of Paymen t initially being the Corporate Trust Office. The Company may change the Paying Agent or Security Registrar without 
prior notice to Holders of t he Series E Senior Notes, and the Company or any of its subsid iaries may act as Paying Agent or Securi ty Registrar. 

ARTICLE II 
TRAI'ISFER Al D EXCIIANGE 

SECTIO 20 I Transfer and E"<change of Global Securities. The transfer and exchange of beneficial interests in the Global Securities shall be effected 
through the Depositary, m accordance with this Th irteenth Supplemental Indenture (including applicable restrictions on transfer set forth herein, if any) and 
the procedures of the Depositary therefor. 

SECTION 202 Restricted Legend. Except as otherwise provided in Section 203 and as indicated on b hjb jt A each Series E Senior ote (each a 
.. Restricted Security") shall bear the following legend (the .. Restricted Legend") on the face thereof: 

THIS SERIES E SENIOR NOTE (OR ITS PREDECESSOR) WAS ORIGINA LLY ISSUED IN A TR A SACTIO EXEMPT FROM REGISTRATION 
UNDER THE UNJTED 
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STATES SECURITIES ACT OF 1933, AS AMENDED (THE .. SECURITIES ACT'), AND THIS SERIES E SENIOR 'OTE MAY NOT BE OFFERED, SOLD 
OR OTHERWISE TRA.J'ISFERRED I THE ABSE 'CE OF SUCH REGJSTRATIOt OR A;o.: APPLICABLE EXEMPTIO THEREFROM. EACH PURCHASER 
OF THIS SERIES ESE lOR NOTE IS HEREBY OTIFIEDTHATTHE SELLER OF THIS SERIES ESENJOR 'OTE MAY BE RELYINGO TirE 
EXEMPTIOt FROM THE PROVISIONS OF SECTIO 5 OF TilE SECURITIES ACT PROVIDED BY RULE 144A THEREUNDER. 

THE HOLDER OFT! OS SERIES E SENIOR NOTE AGREES FOR THE BE EFITOFTIIECOMPANYTIIAT(A)TIJJS SERIES ESE lOR NOTE MAY 
BE OFFERED, RESOLD, PLEDGED OR OTHERWISE TRA SFERRED, O LY (I) I H IE UNITED STATE TOA PERSO WHOM THE SELLER 
REASO ABLY BELIEVES IS A QUALLFIED lNSTITUTIO AL BUYER (AS DEFlNED lN RULE 144A UNDER THE SECURJT!ES ACT) lN A 
TRANSACTIOt MEETlNG HIE REQUIREMENTS OF RULE 144A, (Il) OUTSLDE Til£ UNITED STATES lN AN OFF HORE TRANSACTIO lN 
ACCORDANCE WITH RULE 904 UNDER THE SECURJTIES ACT, (ill) PURSUANT TO A.t\1 EXEMPTION FROM REGISTRA TIO UNDER THE 

ECURITIES ACT PROVIDED BY RULE I 44 THEREUNDER (IF AVAILABLE), (IV) PURSUANT TO AN EFFECTIVE REGISTRATIOt STATEMENT 
UNDER THE SECURITIES ACT, OR (V) TO AN lNSTITUTIO AL "ACCREDITED INVESTOR" (AS DEFI ED TN RULE SOI(AXI), (2), (3)0R (7) OF 
REGULATIO D UNDER THE SECURITIES ACT) THAT IS ACQUIRING THE OTE FOR ITS OWN ACCOUNT, OR FOR THE ACCOUNT OF SUCH AN 
I STITUTIONAL "ACCREDITED r VESTOR" FOR INVESTMENT PURPOSES AND OT WITH A VIEW TO, OR FOR OFFER OR SALE TN 
CONNECTION WITH, ANY DISTRIBUTIO lN VlOLATIO OF THE SECURITIES ACT, IN EACH OF CASES (I) THROUGH (V) I ' ACCORDA CE WITH 
A.J'\'Y APPLICABLE SECURITIES LAWS OF ANY STATE OF THE UNITED STATES, AND (B) THE HOLDER WILL, AND EACH SUBSEQUENT II OLDER 
IS REQUIRED TO. OTTFY ANY PURCHASER OF THIS SERIES E SENIOR 'OTE FROM IT OF THE RESALE RESTRICTIO S REFERRED TO TN 
CLAUSE (A) ABOVE. 

THE HOLDER AGREES THAT IT WILL DELIVER TO EACH PERSO TO WliOM THIS SERI ES ESE lOR 'OTE OR AN INTEREST IIEREI IS 
TRANSFERRED A OTICE SUBSTANTIALLY TO THE EFFECT OF THIS LEGEND. 

THE HOLDER AGREES TIIAT, BEFORE Ti lE I fOLDER OFFERS, SELLS OR OTIIERWJSE TRANSFERS THIS SERIES E SENIOR OTE, Ti lE 
COM PANY MAY REQUIRE TilE HOLDER OF TI-llS SERIES E SENIOR NOTE TO DELIVER A WRITTEN OPI ION, CERTLFICATIO S AND/OR OTI I ER 
lNFORMATIO THAT IT REASONABLY REQULRES TO CONHRM THAT SUCH PROPOSED TRANSFER IS B ElNG MADE PURSUM I TO AN 
EXEMPTION FROM THE REG!STRA TION REQUlREM ENTS OF THE U ITED STATES. 

AS USED TN THIS ERIES ESE lOR 'OTE, THE TERMS ·'OFFSHORE TRANSACTION," '·U.S. PER O, 'AND "UNITED STATES" HAVE THE 
MEM'lNGS GIVEN TO THEM BY RULE 902 OF REGULA TIOt SUNDER THE SECURITIES ACT. 
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SECTIO 203 Removal of Restricted Legend. The Company may instruct the Trustee in writing to cancel any Series E Senior 'ote and, upon receipt 
of a Company Order, authenticate a replacement Series E Senior ote, registered in the name o f the Holder thereof(or its transferee),that does not bear the 
Restricted Legend, and the Trustee will comply with such instruction, if the Company determines (upon the advice of counsel and such o ther certifications 
and evidence as the Company may reasonably require) that a Series E Senio r ote is eligible fo r resale pursuant to Rule 144 under the Securities Act (or a 
successor provision) and that the Restricted Legend is no longer necessary or appropriate in order to ensure that subsequent transfers of such Series E Senior 

ore (or a benefi cial interest therein) are e ffected in comp liance with th e Securit ies Act; provided, however, that in such circumstances, the Trustee sha ll 
requ ire an Opin ion of Counsel and an Oftl cers' Certi fi cate prior to authent icating any such replacemen t Series E Senior Note. 

SECTION 204 Registrat ion of Transfer or Exchange. The regis tration of transfer or exchange of any Series E Senior No te (or a beneficial interest 
therein) that bears the Restricted Legend may only be made in compliance with the provisions of the Restricted Legend and as set forth below. 

(i) Prior to and including the fortieth (40th) day afterthe laterofrhc commencement o f the offering of the Series E Senior Notes and the 
Original Issue Date (such period through and including such fortieth (40th) day, the "Distribut ion Compliance Period"). transfers by an owner of a beneficia l 
interest in a RegulationS Global Security to a transferee who takes del ivery of such interest through a Rule 144A Global Security of that series will be made 
only upon receipt by the Trustee of a written certification from the transferor of the beneficial interest to the effect that such t ransfer is being made to a Person 
whom the transferor reasonably believes is purchasing for its own account or accounts as to which it exercises sole investment discret ion and is a Qffi in a 
transact ion meeting the requirements of Rule 144A and the requirements of applicable securities laws of any state of the United States or any other 
jurisdiction . 

(i i) Transfers by an owner o f a beneficial interest in the Rule 144A Global Security to a transferee who takes de livery through the Regulation S 
Global Secu1ity of that series, whether before or after the expiration o f th e Distribution Compliance Period, will be made only upon receipt by the Trustee o f a 
certi ficat ion from the transferor to the effect that such transfer is being made in accordance with Rule 904 of Regulat ionS or Rule 144 under the Securities 
Act and that , if such transfer is being made prior to the expiration of the Dist ribut ion Compl iance Period, the interest transfe1Ted will be held immediately 
thereafter through Euroclear Bank SA/NV, as operator of the Euroclear System or Clearstream Banking, societe anonyme, Luxembourg. 

(iii) Any beneficial interest in one of the Global Securities that is transferred to a Person who takes delivery in the form of an interest in another 
Global Security of that series will, upon transfer, cease to be an interest in the initial Global Security of that series and will become an interest in the other 
Global Security ofthat series and, accordingly, will thereafter be subject to all transfer restrictions, if any, and other procedures applicable to beneficial 
interests in such other Global Security of that series for as long as it remains such an interest. 
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SECTJO 205 Preservation oflnfonnation. The Trustee will retain copies of all certificates, opi nions and other documents received in connection 
wilh Lhe registration of transfer or exchange of a Series E Senior Note (or a beneficial interest therein) in accordance with its customary pol icy, and the 
Company wi ll have the right to request copies thereof at any reaso nable t ime upon wrillen notice to the Trustee. 

SECTION 206 Acknowledgment of Restrictions: Indemnification· No Obligation ofTrustee. By its acceptance of any Series E Senior ote bearing 
the Restricted Legend, each Holder of such a Series E Senior ote acknowledges the restrictions on registrations of transfer or exchange of such Series E 
Senior t ote set forth in this Thirteenth Supplemental Indenture and in the Restricted Legend and agrees that it will register the transfer or exchange of such 
Seri es E Senior No te only as provided in thi s Thirteenth Supplemental Lndenture. The Security Registrar shall not register a transfer or exchange of any Series 
E Senior Note unless such transfer or exchange complies wi th the restrictions on transfer or exchange of such Series E Senior Note set forth in this Thirteenth 
Supplemental Indenture. In connection with any registration of transfer or exchange of Series E Senior Notes, each Holder agrees by its acceptance of the 
Series E Senior Notes to furnish the Security Registrar or the Company such certifications, legal opinions or other infonnation as either of them may 
reasonably require to confim1 that such reg istration of transfer or exchange is being made pursuant to an exemption from, or a transaction not subject to, the. 
registration requirements of the Securit ies Act; provided that the Sccmiry Registrar shall not be required to dctcnninc (but may rely on a detcnnination made 
by the Company with respect to) the sufficiency of any such certifications, legal opinions or other in fonnation. 

The Secu rity Registrar shall retain copies ofallleuers, notices and other written commun ications received pursuant to the Indenture in accordance with 
its customary po licy. The Company shall have the right to request copies of all such letters, notices or otherwriuen communications at any reasonable ti me 
upon the giving of written notice to the Security Registrar. 

Each Holdcrofa Series E Senior o te agrees to indemnify the Company, the Securi ty Registrar and the Trustee against any liability that may result 
fro m the transfer, exchange or assignment o f suc h Holder's Series E Senio r Note in violat ion o f any prov ision o f th is Thirteenth Supplementallndenture 
and/or applicable United States Federal or state securities law. 

The Trustee shall have no obligation or duty to monitor, detennine or inquire as to compliance with any restrictions on transfer or exchange imposed 
under this Thitteenth Supplemental Indenture or under applicable law with respect to any registrations of transfer or exchange of any interest in any Series E 
Senior ote (including any transfers between o r among members of, or participants in, the Depositaty or beneficial owners of interests in any Global Secu rity) 
other than to require delivery of such certificates and other documentation or evidence as are expressly required by, and to do so if and when expressly 
required by the tem1S of, this Thirteenth Supp lemental Indenture, and to examine Lhc san1e to detenninc substantial compliance as to fonn with the express 
requirements hereof. 
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ART ICLE m 
1J CELL , EO PRO\ '! IONS 

SECTIO 30 I Ratification and lncomora11on of Base Indenture. As supplemented hereby, the Base Indenture is in all respects ratified and con finned 
by the Company. The Base Indenture and this Thirteenth Supplemental Indenture shall be read , taken and construed as one and the same instrument. 

SECTION 302 E~ecuted in Counter:parts. This Thirteemh Supplemental Indenture may be executed in several counterparts, each of which shall be 
deemed to be an original, and such counterparts shall together consti tute but one and the same instrument. The exchange of copies of this Thirteenth 
Supplemental Indenture and of signature pages by facsimile or PDF transmission shall const itute effecti ve execution and delivery of this Thirteenth 
Supplemental Indenture as to the panics hereto and may be used in lieu of the original, manually executed Thirteenth Supplemental Indenture for all 
purposes. Signatures of the panics hereto transmitted by facsimile or PDF shall be deemed to be their original signatures for a ll purposes. 

SECTION 303 Assignment. The Company shall have the right at all times to assign any of its rightS or obligations under the Indentu re with respect to 
the Series E SeniorN01es to a di rect or indirect wholly owned subsidi ary of the Company; provided that, in the event of any such assignment, the Company 
shall remain primarily liable forthe perfonnance of all such obligations. The Indenture may also be assigned by the Company in connection with a 
transaction described in Article VTn of the Base Indenture. 

SECTIO 304 Trustee's Disclaimer. All of the provisions contained in the Base Indenture in respect of the rights, powers, privileges, protections, 
duties and immunities of the Trustee, includ ing without limitation its right to be indemnified, shall be applicable in respect of the Series E Senior otes and 
of this Thirteen th Supplemental Indenture as fully and with like effect as if set forth herein in full. The Trustee accepts the amendments of the Indenture 
effected by this Thirteenth Supplemental Indenture, but on the tenns and cond itions set forth in the Indenture, including the tcnns and provisions de fining 
and limiting the liabilities and responsibilities of the Trustee. Without limiting the general ity of the forego ing, the Trustee shall not be responsible in any 
manner whatsoever for or with respect to any of the recitals or statements contained herein , all o f which recitals or statements are made solely by the 
Company, or for or \\~th respect to (i) the va lid ity or sufficiency of this Th ineenth Supplemental Indenture or any of the tenns or provision hereof, (ii) the 
proper authorization hereof by the Company by action or otherwise, (iii) the due execution hereof by the Company, or (iv) the consequences of any 
amendment herem provided for, and the Trustee makes no representation with respect to any such matters. 

[Signature Page Follows] 
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£N WITNESS WHEREOF, each party hereto has caused thi s instrument to be signed in its name and behalfby its du ly authorized officer, all as oft he 
day and year firs t above written. 
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DOM lNI01 ENERGY, INC. 

By: Is! James R. Chapman 
Name: James R. Chapman 
Title: Seni or Vice President - Mergers & 

Acquisitions and Treasurer 

DEUTSCHE BANK TRUST COMPANY AMER ICAS, as 
Trustee 

By: Is/ Carol Ng 
Name: Carol Ng 
Title: Vice President 

By: I James Briggs 
Name: James Briggs 
Title: Vice President 



EX.'HllHT 

FORM OF 
20 17 ERIES EFLOATI GRAT E E IORNOTE 

DUE 2020 

[UNLESS THJS CERTIFICATE IS PRESENTED DY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY TRUST COMPANY (55 WATER 
STREET, NEW YORK, NEW YORK) TO THE ISSUER OR ITS AGENT FOR REGISTRATIO OF TRANSFER, EXCHANGE OR PAYM ENT, AND ANY 
CERTrFICATE ISSUED IS REGISTERED lN THE NAME OF [CEDE & CO.] OR SUCII OTHER NAME AS REQUESTED BY AN AUTHORIZED 
REPRESENT A TrVE OF THE DEPOSITORY TRUST COM PA Y A D ANY PAYMENT IS MADE TO [CEDE & CO.], ANY TRANSFER, PLEDGE OR 
OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON IS WRONGFUL SINCE THE REGISTERED OWNER HEREOF, [CEDE & 
CO.), HAS A INTEREST HEREI .) .. 

[TI-nS SERIES E SENIOR OTE IS A GLOBAL SECURITY WITHTN TilE MEANING OF THE INDENTURE HERElNAFTER REFERRED TO AND IS 
REGISTERED IN THE AME OF A DEPOSITARY OR A 'OMlNEE TIIEREOF. TI-nS SERIES E SENIOR OTE MAY OT BE EXCHANGED IN WHOLE 
OR IN PART FOR A SECURITY REGISTERED, AND 'OTRANSFER OF THIS SERIES ESEN!OR OTE (}.' WIIOLEOR IN PART MAY BE REGISTERED, 
IN TilE AME OF ANY PERS01 OTHER THAN SUCH DEPOSITARY OR A OMINEE TIIEREOF, EXCEPT IN TilE UM ITED CIRCUMSTANCES 
DESCRIBED lN THE INDENTURE. EVERY SERIES 1:. SENIOR OTE AUTHENTICATED AND DELIVERED UPO REGISTRATION OF, TRANSFER OF, 
OR I EXCHANGE FOR OR I LIEU OF, THIS SERIES ESE lOR OTE SHALL BE A GLOBAL SECURITY SUBJECT TO THE FOREGOI G, EXCEPT IN 
SUCH LIMITEDCIRCUMSTA 'CES.]"•• 

[THIS SERIES ESE lOR NOTE (OR ITS PREDECESSOR) WAS ORIGINALLY ISSUED IN A TRANSACTIO EXEMPT FROM REGISTRATION 
UNDER THE UNITED STATES SECURITIES ACT OF I 933, AS AM ENDED (THE·· ECURITIES ACT"), AND Tl ns SERIES ESE lOR NOTE MAY NOT 
BE OFFERED, SOLD OR OTHER WISE TRANSFERRED IN THE ABSENCE OF SUCH REGISTRATION OR AN APPLICABLE EXEMPTION 
THEREFROM. EACH PURCHASER OF THlS SERIES ESE lOR NOTE IS HEREBY NOTIFIED TH.A T THE SELLER OF THIS SERIES E SENIOR NOTE 
MAY BE REL Y!NG 0 THE EXEMPTION FROM THE PROVISIO S OF SECTIO, 5 OF THE SECURITIES ACT PROVIDED BY RULE 144A 
THEREUNDER.t••• 

[THE HOLDER OF THIS SERIES E SENlOR 'OTE AGREES FOR THE BENEFIT OF THE COMPAi'N TH.A T (A) THIS SERIES ESE lOR 'OTE 
MAY BE OFFERED, RESOLD, PLEDGED OR OTHERWISE TRA SFERRED, O:-.'L Y (I) IN TilE UNITED 

.... lnsen in Global Securities. 
lnsen in Restricted Securit ies 
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STATES TO A PERSON WHOM THE SELLER REASO ABLY BELIEVES IS A QUALIFIED INSTJTtiTIO AL BUYER (AS DEFINED IN RULE 144A 
UNDER THE SECURITIES ACD IN A TRANSACTIO MEETING THE REQUJREMEI'ff'S OF RULE I 44A, (H) OUTSIDE THE UNJTED STATES IN AN 
OFFSHORE TRANSACTION IN ACCORDANCE WITH RULE 904 UNDER TilE SECURITIES ACT, (Il l) PURSUANT TO AN EX EMPTIO FROM 
REGISTRATION UNDER THE SECURITLES ACT PROVIDED BY RULE 144 THEREUNDER (If AVAILABLE), (IV) PURSUANT TO AN EFFECTIVE 
REGISTRATIO STATEMEI'ff UNDER THE SECURITIES ACT, OR (V) TO A I STITtiTIO AL "ACCREDITED INVESTOR" (AS DEFI ED I RULE 
501 (AX I), (2), (3) OR (7)0F REGULATION D UNDER TilE SECURITIES ACT)TI!AT IS ACQUIRING THE NOTE FOR ITS OWN ACCOUI'ff, OR FOR 
TIIEACCOUNTOFSUCII AN INSTITUTIONAL ··ACCREDITED I VESTOR" FOR INVESTMEI'ff PURPOSES AND NOT WITH A VIEW TO, OR FOR 
OFFER OR SALE LN CONNECTION WITH, ANY DISTRIBUTION IN VIOLATI0\1 OF TilE SECURITLES ACT, IN EACH OF CASES (I) TIIROUGJ-1 (V) IN 
ACCORDANCE WITH ANY APPLICABLE SECURITIES LAWS OF ANY STATE Of THE UNITED STATES, AND (B) THE HOLDER WLLL, AND EACH 
SUBSEQUENT HOLDER LS REQUIRED TO, NOTIFY ANY PURCHASER OF THJS SERJES E SENIOR NOTE FROM IT OF THE RESALE RESTRICTIONS 
REFERRED TO IN CLAUSE (A) ABOVE.]*** 

[THE HOLDER AGREES THAT IT WJLL DELIVER TO EACH PERSON TO WHOM THIS SERI ES E SENIOR NOTE OR AN INTEREST HEREIN IS 
TRANSFERRED A NOTICE SUBSTANTIALLY TO THE EFFECT OF THIS LEGEND.]*** 

[THE HOLDER AGREES THAT, BEFORE Tl IE HOLDER OFFERS, SELLS OR OTHER \VISE TRA SFERS Tl liS SERIES E SENIOR OTE, THE 
COMPANY MAY REQUIRE THE HOLDER OF TillS SERrES E SENJOR OTE TO DELIVER A WRITTE OPlNION, CERTTFICA TIONS AND OR OTHER 
INFORMATION TH.A TIT REASONABLY REQUIRES TO CONFIRM H!A T SUCH PROPOSED TRANSFER IS BEING MADE PURSUAXT TO AN 
EXEMPTIO, FROM TilE REGISTRATIO REQULREMEI'ff'S OF THE UNITED STATES.]*** 

[AS USED IN THIS SERIES E SENIOR NOTE, THE TERMS ''OFFSHORE TRANSACTION," "U.S. PERSO, "A D"UNITED STATES'' l!AVE TJ-J E 
MEA lNGS GIVEN TOTIIEM BY RULE 902 OF REGULATIONS UNDER THE SECURITI ES ACT.]*** 
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DOMINION ENERGY, fNC 

[Up to) .. 
SL.__] 

2017 SERLES E FLOATING RATE SE lOR NOTE 
DUE 2020 

o. R- CUSIP 'o. ____ _ 

Dominion Energy, Inc. (formerly Domin ion Resources, Inc.), a corporat ion duly organized and exisung under the laws ofVirginia (herem called the 
"Company" or " Issuer", which terms include any successor Person under the Indenture hereinafter referred to), for value received, hereby promises to pay to 
[Cede & Co.] .. , or registered assigns (the '·Holder"), the principal sum [of Dollars($_____)] [subject to the increases and decreases set fonh in 
Schedule I hereto]• • on December I , 2020 and to pay interest thereon from December 8, 2017 or from the most recent Interest Payment Date to which interest 
has been paid or duly provided lo r, quarterly in arrears on March I, June I, September I and December I ofeacb year, commencing on March I , 2018, at a 
floating rate per annum determined by Deutsche Bank Trust Company Americas, or its successors as calculation agent (the "Calculat ion Agent") in 
accordance with the procedures referred to herein, until the principal hereof is patd or made avai lable for payment, provided that any principal, and any such 
installment of interest, thatts overdue shall bear interest at the then applicable interest rate (to the extent that the payment o f such interest shall be legally 
enforceable), from the dates such amounts are due unul they arc paid or made available for payment, and such interest shall be payable on demand. The 
mtercst so payable, and punctually paid o r du ly provtded for, on any Interest Payment Date will, as provided in the Indenture referred to on the reverse hereof, 
be paid to the Person in whose name this Series E Senior ote (or one or more Predecessor Securities) is registered at the close ofbusiness on the Regular 
Record Date for such inte rest; provided that the interest payable at Stated Maturity will be paid to the Person to whom principal is payable. The Regular 
Record Date shall be the close of busi ness on the Business Day preceding such Interest Payment Date; provided, that with respect to Series E Senior otes 
that arc not represented by one or more Global Securities, the Regular Record Date shall be the close of business on the fifteenth (15th) calendar day (whether 
or not a Business Day) preceding such Interest Payment Date. Any such interest not so punctually paid or duly provided for wi ll forthwith cease to be payable 
to the Holder on such Regular Record Date and may either be paid to the Person in whose name this Series E Senior 'ote (or one or more Predecessor 
Securities) is registered at the close ofbusiness on a Special Record Date for the payment of such Defaulted Interest to be fi xed by the Trustee, notice whereof 
shall be given to Holders of Series E Senior Notes not less than ten (I 0) days priorto such Special Record Date, or be paid at any time in any other lawful 
manner not inconsistent with the requirements of any securities exchange on wh ich the Series E Senior otes may be listed , and upon such notice as may be 
required by such exchange, all as more fully provided in the Indenture. 

The per annum interest rate on the Series E Senior otes will be equal to the Three Month UBOR Rate plus 40 basis points (0.40%); provided that the 
per annum interest rate for 
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the period fi-om the Original Issue Date to the first LffiOR Rate Reset Date will be 1.52263% per annum (the ··Jnitiallnterest Rate"). The per annum interest 
rate shall be reset on each LIBOR Rate Reset Date. 

If any UBOR Rate Reset Date falls on a day that is not a Business Day, the LIB OR Rate Reset Date will be postponed to the next day that is a Business 
Day, except that if that Business Day is in the next succeeding calendar month, the LIB OR Rate Reset Date will be the next preceding Business Day. The 
interest rate in effect on any LIBOR Rate Reset Date will be the applicable rate as reset on that date. The interest rate applicable to any other day will either 
be the Initial Interest Rate or the interest rate as reset on the immediately preceding LIB OR Rate Reset Date. 

Payments of interest on the eries E Senior otes will include interest accrued to but excluding the rcspecuve Interest Payment Dates. Interest 
paymentS for the Series E cn1or otes shall be computed and paid on the basis of the actual number of days in the relevant quanerly period (mcluding the 
first day of the quarterly period and excluding the last day of the quarterly period) divided by 360. ln the event that any date on which interest is payable on 
the Series E Senior Notes is not a Business Day, then payment of the interest payable on such date will be made on the next succeeding day that is a Business 
Day (and wi thout any interest or payment in respect of any such delay), except that if that business day is in the next uceeeding calendar month, the Interest 
Payment Date will be the immediately preceding business day, in each case with the same force and effect as if made on the date the payment was originally 
payable. 

Payment of the princtpal of and interest on this Series E Senior ote will be made at the office of the Paying Agent, in the Borough of Manhattan, City 
and tate of 'ew York, in such coin or currency of the United States of America as at the time of payment is legal tender for payment of public and private 
debts, with any such payment that is due at the Stated Maturity of any Series E Semor ote, or upon repurchase being made upon surrender of such Series E 
Senior 1ote to such office or agency; provided, however, that at the option of the Company payment of interest, subject to such surrender where applicable, 
may be made (i) by check mailed to the address of the Person entitled thereto as such address shall appear in the Securi ty Register or (ii) by wire transfer at 
such place and to such account at a banking institution in the United States as may be designated in writing to the Trustee at least sixteen { 16) days prior to 
the date for payment by the Person entitled thereto. 

Reference is hereby made to the further provisions of this Series E Senior Note set forth on the reverse hereof, which further provisions shall for all 
purposes have the same effect as if set forth at this place. 

Unless the certificate of authentication hereon has been executed by the Trustee referred to on the reverse hereof by manual signature, this Series E 
Senior ote shall not be entitled to any benefit under the Indenture or be valid or obligatory for any purpose. 
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IN WITNESS WHEREOF, the Company has caused this instrument to be duly executed. 

DOMINlO ENERGY, INC. 

By: 
Name: 
Title: 

TRUSTEE'S CERTIFI CAT E OF A H IE T ICATIOI 

This is one of the Securities of the series designated therein referred to in the within-mentioned In demure. 
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DEUTSCHE BANK TRUST COMPANY AMERICAS, as 
Trustee 

By: 

Authorized Signatory 
Dated: 



]REVER E OF' 20 17 SERI E E FLOATING RATE SENlOR OTE) 

This Security is one of a duly authorized issue of securities of the Company (herein called the .. Secunties"), issued and to be issued in one or more 
series under an Indenture dated as of June I, 2015 (the .. Base Indenture"), between the Company and Deutsche Bank Trust Company Americas, as Trustee 
(the ··Trustee"'), as heretofore supplemented and as further supplemented by a Thirteenth Supplemental Indenture dated as of December I , 2017 (the 
··Thirteenth Supplemental Indenture" and, together with the Base Indenture, as it may be hereafter supplemented or amended from time to time, the 
·'Indenture;· which tem1 shall have the meaning assigned to it in such instrument), by and between the Company and th e Trus tee, and reference is hereby 
made to the lndenlllre for a statement of the respective rights, limitations o f tigh ts, duties and inun unit ies thereunder of the Company, the Trustee and the 
Holders of the Securities and of the tenns upon which the Securities are, and are to be, authenticated and delivered. This Security is one of the series 
designated on the face hereof(the ··series E Senior otes") which is unlimited in aggregate principal amount. 

The Series E Senior 'otcs arc not redeemable at any time prior to the Stated Maturity. 

!fan Event of Default with respect to Series E Senior Notes shall occur and be continuing, the principal of the Series E Senior otes may be declared 
due and payable in the manner and with the effect provided in the Indent ure. 

The Indenture permits, with certain exceptions as therein provided, the amendment thereof and the modification of the rig hts and obligauo ns of the 
Company and the rights of the Holders of the Securities of each series to be affected under the Indenture at any t ime by the Company and the Trustee for the 
senes ofSecurities affected, with the consent of the Holders of a maj ority in principal amou nt o f the Securiues at the time Outstanding of each series to be 
affected. The Indenture also contains provisions permitting the l lolders of specified percentages in principal amount of the Securi ties of each series at the 
time Outstand ing, on behalf of t he Holders of all Secutities of such series, to waive ce11ain past defau lts under the Indenture and thei r consequences. Any such 
consent or waiver by the Holder of th is Series E Senior Note shall be conclusive and binding upon such Holder and upon a ll future Holders ofthis Series E 
Senior 1ote and o f any Series E Senior ote issued upon the registration of transfer hereof o r tn exchange therefor or in lieu hereof, whether or not notation of 
such consent o r waiver is made upon this Series E Senior ote . 

As provided in and subject to the provisions o f the Indenture, the Ho lderoflh is eries E Senior Note shall not have the right to institute any 
proceeding with respect to the Indenture or for the appointment of a receiver or trustee or for any other remedy thereunder, unless such Holder shall have 
previously given the Trustee written notice of a cont inuing Event of Default with respect to the Seri es E Senior Notes, the Holders of not less than a majority 
in principal amount of the Series E Senior Notes at the time Outstanding shall have made written request to the Trustee to institute proceedings in respect of 
such Event o f Default as Trustee and offered the Trustee indemnity or security reasonably satisfactory to it, and the Trustee shall not have received from the 
Holders of a majority in p rincipal amount of Series E Senior 'otes at the time Outstanding a direction inconsistent \\ith such request, and shall have failed to 
institute any such proceeding for s ixty (60) days after receipt of such notice, request and offer ofindemnity. The 
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fo regoing shall not apply to any suit insti tuted by the Holder o f this Series E Senior 'ote for the enforcement of any payment of principal hereof or premium, 
if any, or interest hereon on or afterthe respective due dates expressed or pro vided for herein. 

o reference herein to the Indenture and no provision of this Series E Senior ote or of the indenture shall al ter or impair the obligation of the 
Company, which is absolute and unconditional, to pay the principal o f, IJrcmium, if any, and interest on this Seri es E Senior Note at the times, place and rate, 
and in the coin or currency, herein prescribed. 

As prov ided in the Indenture and subject to certain limitations therein set fo rth, the transfer of th is Series E Senior Note is registrable in the Security 
Register, upon sutrender of this Series E Senior Note for registration o f transfer at the o ffice or agency of the Company in any place where the principal of, 
premium, if any, and interest on this Series E Senior ote are payable, duly endorsed by, or accompanied by a wri uen instmment of transfer in fonn 
satisfactory to the Company and the Security Registrar duly executed by, the Holder hereof or his attorney duly authorized in writing, and thereupon one or 
more new Series E Senior ores of like tenor, of authorized denominations and fo r the same aggregate principal amount, will be issued to the designated 
transferee or transferees. 

The Series E Senior otes arc issuable only in registered fom1 without coupons in denominations of$2,000 and any greater integral multiple of$1 ,000. 
As provided in the In denture and subject to certain limitations therein set forth , Series E Senior otes are exchangeable fo r a like aggregate principal amount 
of Series E Senior otes having the same Stated Maturity and of like tenor o f any authorized denominations as requested by the Holder upon surrenderofthe 
Series E Senior Note or Series E Senior otes to be exchanged at the office or agency of the Company. 

o serv ice charge shall be made for any such registration of transfer or exchange, but the Company may require payment of a sum sufficient to cover 
any tax or other governmental charge payable in connection therewith . 

Prior to due presentment of this Series E Senior Note for registration of transfer, the Company, the Trustee and any agent of the Company or the Trustee 
may treat the Person in whose name this Security is registered as the owner hereof for all purposes, whether or not this Series E Senior Note be overdue, and 
neither the Company, the Trustee nor any such agen t shall be affected by notice to the contrary. 

All tcm1s used in this Series E Senior Note that are defined in the lndcnture shall have the meanings assigned to them in the indenture. 
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AB BREVIA TIO S 

The fo llowing abbrev iations, when used in the inscription on the face o f this instrument, shal l be construed as though they were wri nen out in full acco rding 
to appl icable laws or regulations: 

TEN COM

TENENT 

JT TE -

UNIF GIFT MIN ACT-

as tenants in common 

as tenants by the entireties 

as joint tenants with rights o f survivorship and not as 
tenants in common 

______________ Custodian fo r 

(Cust) 

(Minor) 

Under Unifom1 Gifts to Minors Act of 

(State) 

Add itional abbreviations may also be used though not on the above list. 
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FOR VALUE RECEIVED, the undersigned hereby sell(s) and transfer{s) unto 

(please insen ocial Security or other ident ifying number of assignee) 

PLEASE PRINT OR TYPEWRITE AME AND ADDRESS, INCLUDING POSTAL ZfP CODE OF ASSIGNEE 

the within Series E Senior 1ote and all rights thereunder, hereby irrevocably constituting and appoint ing 

agent to transfer said Series E Senior otc on the books of the Company, with full power ofsubst irution in the premi es. 

Dated: ______ _ 

OTICE: The signature to this assignment must correspond with the name as written upon the face oft he within mstrument in every panicular without 
alteration or enlargement, or any change whatever. 
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D0~11NTON EI\'"ERGY, INC. 

201 7 ERIE E ENlORNOTE 

DUE 2020 

o. R-__ 

CHEDULE I** 

The initial principa l amount of this Series E Senior ole is: $ __ 

The following increases or decreases in th is Global Security have been made: 

Date of increa~ or 
decrease and reason 
for the change in 
principal amount 

Amount of decrease 
in principal amount 

of this Global 
Secunty 
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Amount of increase 
in pnncipal amount 

of thi> Global 
Security 

Pnnc1pal amount of 
this Global Security 

following such 
decrease or mcrease 

S1gnature of 
authonted signatory 

ofTruSiee 



EXHIBIT 10.43 

DOl\IUNION E 'E RGY, INC. 
2018 PERFORMANCE GRANT PLAN 

I. Purpose. The purpose of the 2018 Performance Grant Plan (the '" Plan'") is to set forth the terms of20 18 Perfom1ance Grants ("Perfom1ance Grants") 
awarded by Dominion Energy,lnc., a Virginia corporation (the "Company"). Th is Plan contains the pe rformance goals for the awards, the performance 
criteria, the target and maxi mum amounts payable, and other applicable tenns and conditions. 

2. Defi nitions. 

a. Beneficiarv. 1eans the individual , individuals, ent ity, ent ities or the estate of a Participant entitled to receive the amounts payable under a 
Performance Grant, if any, upon the Participant's death. 

b. Cause. For purposes of th is Plan, the tem1 "Cause" wi ll have the meaning assigned to thattenn under a Pat1icipant's Employment Continuity 
Agreement with the Company, as such Agreement may be amended from time to t ime. 

c. Coromiuee. Means the Compensation, Governance and Nominating Commiuee of the board o f directors of the Company (or any successor 
board committee designated by the board of directors of the Company to administer this Plan). 

d . Date of Gram. February I , 201 8. 

e. Disability or Disabled. Means a "disability" as defined under Treasury Regulation Section 1.409A-3(i)(4). The Committee wi ll detennine 
whether or not a Disability exists and its detem1inat ion will be conclusive and binding on the Participant. 

( Dominion Company. Means any corporation or other entity in which the Company owns stock or other equity possessing at least 50% of the 
combined voting power of all classes o f stock or other equity or which is in a chain of corporations or other entities with the Company in which stock 
o r other equity possessi ng at least 50% of the combined voting power of all classes of stock or other equity is owned by one or more other corporations 
o r other entities in the chai n. 

g. Pa11icipant. An ofllcerof the Company o r a Dominion Company who receives a Pedb nnance Grant on the Date of Grant. 

h. Performance Period. The 36-month period beginning on January I. 20 18 and ending on December 31, 2020. 

i. Price-Earnings Ratio. The closing price of a share of common stock on the last trading day of the Performance Period divided by the annual 
operating eamings per share reported for the 12-month period ending on the last day of the Performance Period. 

j. Retire or Retirement. Fo r purposes of this Plan, the tenn Retire or Retirement means a voluntary termination o f employment on a date when 
the Participant is eligible for early or nom1al retirement benefits under the tenns of the Domin ion Energy 



Pension Plan, or would be eligible if any crediting of deemed additional years of age or service applicable to the Participant under the Company's 
Benefit Restoration Plan or ew Benefit Restoration Plan was applied under the Dominion Energy Pension Plan, as in effect at the time of the 
determination, unless the Company's Chief Executive Officer in his sole discretion (or, if the Participant is the Company's Chief Executive Officer, the 
Commi ttee in its sole discretion) dete1mines that the Participant's retirement is detrimental to the Company. 

k. Tamet Amount. The dollar amount designated in the written notice to the Participant communicating the Performance Grant. 

3 . Pe rforma nce Gra nts. A Participant will receive a written notice of the amount designated as the Participant's Target Amount forthe Perfonnance 
Grant payable under the terms ofthis Plan. The actual payout may be from 0% to 200% of the Target Amount, depending on the achievement of the 
perfom1ance goals. 

4 . Pe rforma nce Achievement a nd Time of Pa yme nt. Upon the compleuon of the Performance Period, the Committee will determine the fina l 
perfom1ance goal ach ievement of each of the performance criteria described in Section 6. The Company "~II then calculate the fi nal amount of each 
Participan t 's Perfom1ance Grant based on such performance goal achievement. Except as provided in Sections 7(b) or 8, the Committee will detem1ine the 
time of payout of the Perfom1ance Grants, provided that in no event will payment be made later than 1arch 15, 2021 . Perfom1ance Grants shall be paid in 
cash. 

5. Forfeirure. Except as provided in Sections 7 and 8, a Participant's right to payout of a Performance Grant will be forfeited if the Participant's 
employment with the Company or a Domi nion Company terminates for any reason before the end of the Performance Period. 

6. Performa nce Goa ls. Payout of Performance Grants will be based on the perfonnance goal achievement of the perfom1ance criteria described in th is 
Section 6 and further defined in Exh ibi t A. 

a. TSR Perfoonance. Total Shareholder Return Perfonnance (''TSR Perfom1ance") will determine fitly percent (5 0%) of the Target Amount 
("TSR Percentage"). TSR Pcrfonnance is defined in Exhibit A. The percentage of the TSR Percentage that will be paid out, if any, is based on the 
fo llowing table: 

Relauve 
TSR Perfonnanee 
Percentile Ranking 
85lh or above 
50lh 
25th 
Below 25th 

Percenmge Payout 

-------------------------ofTSR Percentage 
200% 
100% 
50% 

0% 

To the extent that the Company's Relat ive TSR Perfom1ance ranks in a percent ile between the 25th and 85th percentile in the table above, then 
the TSR Percentage payout will be interpo lated between the corresponding TSR Percentage payout set forth above. No payment of the TSR Percentage 
wi ll be made if the Relative TSR Performance is below the 25lh percentile, except that a payment of25% of the TSR Percentage will be made if the 
Company's Relative TSR Performance is below the 25lh percentile but its Absolute 
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TSR Performance is at least 9%. ln addition to the foregoing payments, and regardless of the Co mpany's Relative TSR Performance, either (but not 
bo th) of the following may be earned: (i) an addi tional payment o f 25% of the TSR Percentage will be made if the Company's Absolute TSR 
Perfom1ance is at least I 0% but less tban I 5%, and/or if the Company 's Price-Earn ings Ratio is at or above the 50th percenti le and below the top thi rd 
of the group of companies (inclusive of the Company) used to measure Relative TSR Pctformance in accordance with Exhibit A hereto, or(ii) an 
additional payment of 50% of the TSR Percentage will be made i f the Company 's Absolute TSR Performance is at least 15%, and/or if the Company's 
Price-Eamings Ratio is at or above the top third of the group o f companies (i nclusive of the Company) used to measure Relative TSR Performance in 
accordance with Exhibit A hereto (in either case, the " Perf01111ance Adder' '). The Co mmittee may reduce or el iminate payment of the Performance 
Adder in its sole discretion. 

The aggregate payments under thi s Section 6(a) may not exceed 250% of the TSR Percentage. In addit ion , the overall percentage payme nt under 
the entire Performance Grant may not exceed 200%. 

b . ROIC Perfonnance. Retum on Invested Capital Petfonnance ("ROIC Perfonnancc") wi ll detennine fi fty percent (50%) of the Target Amount 
("RQIC Percentage"). ROIC Pcrfom1ancc is defined in Exhi bit A. The percentage of the ROlC Percentage that will be paid out, if any, is based on the 
followi ng table: 

ROIC Performance 
7.16% and above 
6.87% 
6.55% 
Below6.55% 

Percentage Payout 
of ROIC Percentage 

200% 
100% 
50% 

0% 

To the extent that the Company 's ROlC Perfom1ance is greater than 6 .55% and less than 6.87%, the ROTC Percentage payout will be 
interpolated between the applicable Percentage Payout ofROIC Percentage range set forth above. 

To the extent that the Company's RQIC Pcrfonnancc is greater than 6 .87% and less than 7.16%, the ROIC Percentage payout will be 
inte rpolated between the app licable Percentage Payout ofROIC Percentage range set forth above. 

7. Retirement, Involuntary Termination without Cause, Death or Disability. 

a. Retirement or In vo luntary Termination without Cause. Except as provided in Section 8, if a Partic ipant Retires during the Performance 
Period or if a Patticipant 's employment is involuntari ly terminated by the Company or a Dominion Company without Cause duri ng the Performance 
Period , and in either case the Patticipant wou ld have been eligi bl e tor a payment if the Partic ipant had remained employed un til the end of the 
Performance Period , the Participant will rece ive a pro-rated payout of the Participant's Perfom1ance Grant eq ual to the payment the Participant would 
have received had the Participant remained employed unt il the end o f the Perfom1ance Period multipl ied by a fraction, the numerator of which is the 
number of whole months from the Date o f Grant to the fi rst day oft he mon th coinci ding with or immediately fo llowi ng the date of the Participant's 
retirement or temlination of employment, and the denominator of which is thirty-five (35). Payment will be made after the end of the Perfonnance 
Period at the time 
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provided in Section 4 based on the perfo1111ance goal achievement approved by the Commillee. If the Participant Retires, however, no payment will be 
made if the Company 's Chief Executive Officer in his sole discret ion (or, if the Participant is the Company's Chief Executive Officer, the Commillee in 
its sole discretion) determines that the Participant"s Retirement is detrimental to the Company. 

b. Death or Disabilitv. If, while employed by the Company or a Dominion Company, a Participant dies or becomes Disabled during the 
Perfom1ance Period, the Participant or, in the event of the Pa11icipant's death, the Participant 's Beneficiary will receive a lump sum cash payment equal 
to the product of(i) and (ii) where: 

(i) is the amou nt that would be paid based on the predicted pe1formance used for dete1mining the compensation cost recognized by 
the Company for the Participant's Perfonnance Grant for the latest financial statement filed with the Company's Annual Repo11 on 
Fonn I 0-K or Quarterly Report on Form I 0-Q immediately prior to the event; and 

(ii) is a fraction, the numerator of which is the number of whole months from the Date of Grant to the first day of the calendar month 
coinciding with or immediately following the date o f the Participant 's death or Disability, and the denominator ofwhich is thirty
five (35). 

Payment under this Section 7(b) will be made as soon as administratively feasible (and in any event within sixty (60) days) afterthe date of the 
Participant's death or Disability, and the Participant shall not have the right to any further payment under this Agreement. In the event of the 
Participant's death, payment will be made to the Participant's designated Beneficiary. 

8. Qualifying Cha nge of Co ntrol. Upon a QualifYing Change of Control (as defined in the Company's 2014 Incentive Compensat ion Plan, as 
amended) prior to tbe end of the Performance Period, provided the Participant has remained continuously employed with the Company or a Dominion 
Company fi·omtbe Date of Grant to the date of the QualifYing Change of Control, the Participant will receive a lump sum cash payment equal to the greater of 
(i) the Target Amount or (ii) the to tal payout that would be made at the end of the Perfonnance Period ifthe predicted pe1fonnance used for detem1ining the 
compensation cost recognized by the Company for the Participant's Performance Grant for the latest financial statement filed with the Company's Annual 
Report on Fom1 I 0-K or Quarterly Report on Fom1 I 0-Q immediately prior to the QualifYing Change of Control was the actual performance for the 
Perfo1111ancc Period (in either case. the "COC Payout Amount"). Payment will be made on or as soon as administratively feasible following the QualifYing 
Change of Control date and in no event later than sixty (60) days following the QualifYing Change of Control date. lfa QualifYing Change of Control occurs 
prior to the end of the Perfommnce Period and after a Participant has Retired or been involuntarily te1111inated without Cause pursuant to Section 7(a) above, 
then lhe Participant will receive a pro-rated payout of the Participant's Performance Grant, equal to the COC Payout Amount multiplied by the fraction set 
forth in Section 7(a) above, with payment occurring in a cash lump sum on or as soon as administratively feasible (but in any event within sixty (60) days) 
after the QualifYing Change of Control date. Following any payment under this Section 8, the Participant shall not have the right to any further payment 
under this Agreement. 
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9. Termination for Cause. otwitbstanding any provision ofthis Plan to the contrary, if the Participant 's employment with the Company ora 
Dominion Company is terminated for Cause (as defined by the Employment Continuity Agreemenl between the Participant and the Company), the 
Participant will forfeit all rights to his or her Performance Grant. 

10. Clawback of Award Pa yment. 

a. Restatement offjnancjal Statements. If the Company 's financial statements are required to be restated at any t ime within a two (2) year 
period fo llowing the end of the Performance Period as a result of fraud orimemional misconduct, the Committee may, in its discretion, based on the 
facts and circumstances surrounding the restatement, direct the Company to recover all or a portion of the Perfonnance Grant payout from the 
Part icipant ifthc Participant's conduct directly caused or partially caused the need for the restatement. 

b. Fraudulent or Intemional Misconduct.lfthe Company determines that the Participant has engaged in fraudulent or in tent ional misconduct 
related to or materially affecting the Company's business operations or the Participant's du ties at the Company, the Committee may, in its discretion, 
based on the facts and circumstances surrounding the misconduct, direct the Company to withhold payment, or i fpayment has been made, to recover 
all or a portion of the Perfonnance Grant payout from the Participant. 

c. Recovery of Payout. The Company reserves the right to recover a Performance Grant payout pursuant to this Section I 0 by (i) seeking 
repayment from the Participant; (ii) reducing the amount that would otherwise be payable to the Participant under another Company benefit plan or 
compensation program to the extent permitted by applicable law; (iii) withholding future annual and long-term incent ive awards or salary increases; or 
(iv) taking any combination of these actions. 

d. No Ljmjtatjon on Rcmedjes. The Company's right to recover a Perfonnance Grant payout pursuant to this Secti on I 0 shall be in addition to, 
and not in lieu of, actions the Company may take to remedy or discipline a Participant 's misconduct including, but not limited to, tem1ination of 
employment or initiation of a legal action for breach of fiduciary duty. 

c. Subject to Future Rulemaking. The Performance Grant payout is subject to any claw back policies the Company may adopt in order to 
confom1 to the requirements ofSection 954 of the Dodd-Frank Wall Street Reform Act and Consumer Protection Act and resulting rules issued by the 
Securities and Exchange Commission or national securi ties exchanges thereunder and that the Company determines shou ld apply to this Performance 
Grant Plan. 

II. Miscellaneous. 

a. Nontransferability. Except as provided in Section 7(b), a Performance Grant is not transferable and is subject to a substantial risk of forfeiture 
unt il the end o f the Performance Period. 

b. No Rjght to Continued Employment. A Perfonnance Grant does not confer upon a Pa1ticipant any right with respect to continuance of 
employmcm by the Company, nor will it interfere in any way with the right of the Company to terminate a Participant 's emp loyment at any time. 
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c. Tax Withholding. The Company will withhold Appl icable Withholding Taxes from the payout of Performance Grants. 

d. Petfonnance Goal Adjustments. The Commirtee may at any t ime, in its sole discretion, remove or revise any perfom1ance goa ls or other 
perf01mance objectives fo r this 2018 Pcrfotmancc Grant Plan. The Commirtcc retains the auth01ity to exercise negative d iscretion to reduce payments 
under this Plan as it deems appropriate. 

e. Goveming Law. This Plan shall be govemed by the laws of the Commonwealth of Virginia, wiLhout regard to its choice of law provisions. 

f. Bind ing Effect. This Plan will be binding upon and inure to the benefit of the legatees, distributes, and perso nal representatives o f 
Panicipants and any successors o f the Company. 

g. Section 409A. This Plan and the Performance Grants hers:under are intended to comply with Sect ion 409A of the lntemal Revenue Code of 
1986, as amended ("Code Section 409A"), and shall be interpreted to the maximum extent possible in accordance with such intent. To the extent 
necessaty to comply with Code Section 409A, no payment will be made earlier than six months after a Panicipant's tc m1ination of employment other 
than for death if the Perfom1ance Grant is subject to Code Section 409A and the Panicipant is a "speci fi ed employee" (within the meaning of Code 
Section 409A(aX2XB)(i)). 

h . Administration. The Plan shall be administered by the Committee, which shall have all of the applicable powers and authority set fonh in 
Section 19 of the Company's 2014 In centive Compensation Plan with respect to this Plan and the Performance Grants awarded hereunder, the terms of 
which are incorporated by reference herein. 

i. Tem1ination and Amendment. The Committee may amend the Plan and Perfom1ance Grants awarded hereunder, provided that, except as 
otherwise provided herein, no te1m ination or amendment of the Plan or any Performance Gran ts under the Plan shall material ly adversely affect a 
Pa1ticipant's •ights with respect to any outstanding Performance Grant without that Panicipant's consent. Notwithstanding the foregoing, the 
Committee may amend the Plan and Pe1f ormance Grants awarded hereunder without hav ing to obtain the consent of any affected Participant as it 
deems necessary or appropriate to ensure compliance with appl icable laws or to cause Performance Grants to avoid adverse tax consequences under the 
Code and regulations thereunder. 

j . Notice. All notices and other co mmunications required or pennitted to be given under th is Plan shall be in writing and shall be deemed to 
have been duly given if delivered personally or mailed first class, postage prepaid, as fo llows: (a) iflo the Company-at the principal business address 
of the Company to the attention o f the Corporate Secretary of the Company; and (b) if to any Participant-at the last address of the Participant known 
to the sender at the time the notice or other communication is sent. 
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k. lntemretat ion. Unless otherwi se specifically provided under the tenns o f any such p lan or program, sel!lements o f awards received by 
participants under the Plan shall not be deemed a part of a participa nt's regular, recurring compensation for purposes of calculating payments or 
benefits from any benefit plan or severance program of the Company or a Dominion Company o r any severance pay law of any country. 'o thing 
contained in the Plan will be deemed in any way to limit or restrict the Company or any Dominion Company from making any award or payment to 
any person under any other plan, arrangement or understanding, whether now existing or hereafter in effect. The tenns of this Plan shall be governed by 
the laws of the Commonwealth o f Virginia, without regard to its conflict of law principles. 

I. Beneficiarv Matters. A Patt ic ipant may designate a Benefic iary to receive benefits due under a Perfom1ance Grant. if any. upon the 
Participan t's death. Designation of a Beneficiary shall be made by execution of a fonn approved or accepted by the Committee. In the absence of a 
valid Beneficiary designation, a Participant 's surviving spouse, i f any, and if none, the Participant's estate, shall be the Bene ficiary. A Participant may 
change a prior Beneficiary designation by a subsequent execution of a new Beneficiary designation fonn. The change in Beneficiary will be effective 
upon receipt by the Commi ttee. Any payment made to a Beneficiary under this Plan in good faith shall fully discharge the Company and the Dominion 
Companies from all further obligations with respect to that payment. If the Committee has any doubt as to the proper Beneficiary to receive a payment 
under this Plan, the Co mmittee shall have the right to withho ld such payment until the matter is fully adjudicated. In making any payment to or fo r the 
benefi t of any minor or an incompetent Patt icipant or Beneficiaty, the admin istrator, in its sole and abso lute d iscretion, may make a distributio n to a 
legal or natura l guardian or other relative of a mino r or court-appointed represen tative of such incompetent. Alternatively, it may make a payment to 
any adult with whom the minor or incompetent temporarily or pennanentl y resides. The receipt by a guardian, representative, relative or other person 
shall be a complete discharge of the Company and the Dominion Companies' obligations under the Plan. The Company shall have no responsibil ity to 
see to the proper application of any payment so made. The Plan shall be binding on all successors and assigns of a Participant, including, withou t 
limitation, the estate o f such participant and the executor, administrator ortrustee of such estate, or any receiver or trustee in bankruptcy or 
representative of the Participant's creditors. 

m. Unfu nded Plan . Unless otherwise detennined by the Committee, the Plan shall be un funded and shall no t create (or be construed to create) a 
trust or a separate fund o r funds. The Plan shall not establish any fiduciary re lationship between the Company and any Participant or other person . To 
the extent any person holds any rights by virtue of a Perfonnance Grant granted under the Plan , such rights (unless otherwise detennined by the 
Committee) shall be no greater than the rights of an unsecured general creditor of the Company. 
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DOM I lONE rERGY, l C. 
20 18 PERFORMANCE GRANT PL N 

PERFORMANCE CRITERIA 

Total Shareholder Return 

EXHIBIT A 

Relative TSR Performance will be measured based on where the Company's IOta I shareholder return during the Performance Pe riod ranks in relation to the 
total shareholder returns of the companies that are members of the Company's compensation peer group as of the Grant Date as set forth below (the 
··comparison Companies"): 

Ameren Corporation 
American Electric Power Company 
CenterPoim Energy 
Consolidated Edison Company 
DTE Energy Company 
Duke Energy Corporation 
Edison International 
Entergy Corporation 
Eversource Energy 

Exelon Corporation 
First Energy Corporation 
Ncx tEra Energy 
PG&E Corporat ion 
PPL Corporation 
Public Service Enterprise Group 
Southern Company 
Xcel Energy 

The Comparison Companies shall be adjusted during the Performance Period as follows: 

(i) In the event of a merger, acquisi tion or business combination transaction of a Comparison Company with or by another Comparison Company, 
effective upon the public announcement of the transaction, the surviving entity shall remain a Comparison Company and the non-survivi ng 
entity shall cease to be a Comparison Company (provided that, i f the proposed tran saction is subsequently terminated before the Relat ive TSR 
Pe rformance is calculated, then the non-surviving company shal l be retroact ively reinstated as a Comparison Company); 

(ii) I f it is publicly announced that a Comparison Company will be acquired by another company that is not a Comparison Company. or in the event 
a "going private transaction" is pub licly announced where the Comparison Company will not be the surviving entity or will otherwise no longer 
be publicly traded, the company shall cease to be a Compari son Company as of the date such announcement is made (provided that, if the 
proposed transaction is subsequently terminated before the Relat ive TSR Performance is calculated, then the company shall be retroactively 
reinstated as a Compari son Company); 

(iii) in the event o f a spinoff, divestiture, or sale of assets o f a Comparison Company, the Comparison Company shall no longer be a Comparison 
Company if the company's reported revenue for the four most recently reported quarters ending on or before the last day of the Performance 
Period falls below40% of Dominion Energy's reported revenue for last year of the Performance Period; and 

(iv) In the event of a bankruptcy of a Comparison Company, such company shall remain a Comparison Company and its stock price will continue to 
be tracked for purposes ofRclat ive TSR Performance. If the company liquidates, it wi ll remain a Comparison Company and its stock price wi ll be 
reduced to zero for the remain ing Performance Period. 



EXHTB IT A 

Absolute TSR Performance will be the Company's total shareholder return on an average annual basis forthe Performance Pe riod. In general, total 
shareholder return consists of the difference between the value of a share of common stock at the beginning and end of the Performance Period, plus the value 
of dividends paid as if reinvested in stock and other appropriate adjustments for such events as stock splits. For purposes ofTSR Performance, the total 
shareholder return of the Company and the Comparison Companies will be calculated using Bloomberg L.P. As soon as practicable after the completion of 
the Performance Period, the total shareholder returns of the Comparison Companies will be obtained from Bloomberg L.P. and ranked from highest to lowest 
by the Commi ttee. The Company's total shareholder return will then be ranked in tenns of wh ich pe rcentile it would have p laced in among the Comparison 
Companies. 

Price-Earnings Rati o perfomtance will be measured based on where the Company's Price-Earnings Ratio ranks in relation to the Price-Earnings Ratios oft he 
Comparison Companies as determined above. For purposes ofPrice-Eamings Ratio performance, the Price-Earnings Ratio of the Company and the 
Comparison Companies will be calculated using such method as the Committee shall determine. As soon as practicable after the completion of the 
Performance Period, the Price-Earnings Ratios oftbe Comparison Companies will be determined and ranked from highest to lowest by the Committee. The 
Company's Price-Earnings Ratio will then be ranked in terms of which percentile it would have p laced in among the Comparison Companies. 

Return on Invested Capital 

Return on Invested Capital CROIC) 

The followin g terms are used to calcu late ROIC for purposes of the 20 18 Performance Grant: 

ROIC means Total Return divided by Average Invested Capital. Perfo rmance will be calculated for the three successive fiscal years with in the Performance 
Period, added together and then divided by three to arrive at an annual average ROIC for the Performance Period. 

Total Return means Operating Earnings plus After-tax Interest & Related Charges, all determined for the three successive fisca l years within the Performance 
Period. 

Operating Earnings means operating earnings as disclosed on the Company's earnings report furnished on Fomt 8-K for the applicable fiscal year. 

Average Invested Capital means the Average Balances for Long & Short-term Debt plus Preferred Equity plus Common Shareholders' Equity. The Average 
Balances for a year are calculated by perfom1ing the calculation at the end of each month during the fi scal year plus the last month of the prior fisca l year and 
then averagi ng those amou nts over 13 months. Long and short-tem1 debt shall exclude debt that is non-recourse to Domin ion Energy, Inc. (Dominion 
Energy) or its subsidiaries where Domi ni on Energy or its subsidiaries has not made an associated investment. Short-term debt shall be net of cash and cash 
equivalents. 

II 



EXHIBIT A 

Average ltn·esred Capital will be calculated by excluding (i) accumulated other comprehensive income/(loss) from Common Shareholders' Equity (as shown 
on the Company's financial statements during the Perfonnance Period); (ii) impacts from changes in accounting principles that were not prescribed as oft he 
Date of Gran t; and (iii) the effects of incremental impacts from non-{)perating gains or losses during the Perfonnance Period, as disclosed on the Company's 
earnings repon furnished on Fonn 8-K, that were not included in the proj ection on which the original ROlC calculation was based at the time of the grant. 
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I'ARTICIPA NT 

«First_Name» «Last_ arne» 

PERSONNEL NUMBER 

«#####» 

DO~Ut ION ENERGY, I NC 
RESTRICTEDSTOCKAWARDAGREEMENT 

EXH IBIT 10.44 

DATEOFGRA T NUMBER OF SFIARI':S OF RI':STRICTED STOCK 
GRA TED 

January 3 I, 20 18 

VI':STING DATE 

February I, 2021 

«##,###» 

VI':STING SCHEDULE 
Vestino Date 

February I, 202 1 
_Percenrage 

100% 

THIS AGREEME T, effective as of the Date of Grant shown above, between Dominion Energy, Inc., a Virginia corporation (the .. Company") and the 
Participant named above is made pursuant and subject to the provisions of the Dominion Energy, Inc. 2014 Incentive Compensat ion Plan and any 
amendments thereto (the .. Plan"). All terms used in this Agreement that are defined in the Plan have the same meaning given to such terms in the Plan. 

I . Award of Stock. Pursuant to the Plan, the umber of Shares of Restricted Stock Granted shown above (the .. Restricted Stock") were awarded to 
the Participant on the Date of Grant shown above, subject to the terms and conditions of the Plan , and subject fu rther to the terms and condit ions 
set forth in this Agreement. 

2. Vestin g. Except as provided in Secti ons 3, 4, 5 or 6, one hundred percent (I 00%) oft he shares of Restricted Stock awarded under this Agreement 
will vest on the Vesting Date shown above. 

3. Forfeiture . Except as provided in Sectio ns 4 or 5, the Partici pant will forfei t any and all rights in the Restricted Stock if the Participant's 
employment with the Company or a Dominion Company terminates for any reason prior to the Vesting Date. 

4 . Death Disability. Retirement or lnvoluntarv Termination without Cause. Except as provided in Section 5, if the Participant terminates 
employment due to death, Disability, or Retirement (as such tennis defined in Section 8(e)) before the Vesting Date or if the Panicipant's 
employment is involuntarily terminated by the Company or a Dominion Company without Cause (as defined in the Employment Continu ity 
Agreement between the Partic ipant and the Company) before the Vesting Date, the Participant will become vested in the number of shares of 
Restricted Stock awarded under this Agreement multiplied by a fraction , the numerator of which is the number of whole months from February I , 
20 18 to the first day of the month coinciding with or immediately following the date o f the Participant 's termi nation of employment, and the 
denominator of which is the number of who le months fi·om February I , 2018 to the Vesting Date, rounded 



down to the nearest whole share. lfthe Participant Retires, however, the Part icipant 's Restricted Stock will not vest if the Company's Ch ief 
Executive Officer in his sole discretion (or, if the Participant is the Company's Chief Executive Officer, the Comm ittee in its sole discret ion) 
determines that the Participant 's Reti rement is detrimenta l to the Company. The vesting wi ll occur on the date o f the Participant·s tennination of 
employment due to death, Disability, Retirement, or termination by the Company without Cause. Any shares of Restricted Stock that do not vest 
in accordance with this Sect ion 4 will be forfeited. 

5. Change of Control. Upon a Change of Control prior to the Vesting Date, provided the Participant has remained continuously employed with the 
Company ora Dominion Company from the Date of Grant to the date of the Change ofCnntrol,the Participant's rights in the Restricted Stock 
wi ll become vested as follows: 

a. A portion of the Restricted Stock ~>.ill be immediately vested equal to the number of shares of Restricted Stock awarded under this 
Agreement multiplied by a fraction, the numerator of which is the number of whole months from February I, 2018 to the Change of 
Control date, and the denominator of which is the number of whole months from February I, 2018 to the Vesting Date, rounded down to 
the nearest whole share. 

b. Unless previously forfeited, the remaining shares of Restricted Stock will become vested after a Change of Control at the earliest of the 
following events and in accordance with the tem1s described in subsections (i) through (ii i) below: 

(i) Vesting Date. Al l remaining shares of Restricted Stock will become vested on the Vesting Date. 

(ii) Death Disabi lity or Reti rement. If the Par1icipan ttem1inates employment due to death, Disability or Retirement (as defined in 
Section 8(e)) before the Vesting Date, the Partici pant wi ll become vested in the remaining shares of Restricted Stock multipl ied by 
a fraction, the nume ratorofwhich is the number ofwhole months from the first day of the month in which the Change of Contro l 
occurs to the first day of the month coincid ing wi th or immediately following the Participant 's tennination of employment, and the 
denominator of which is the number of whole months from the fi rst day of the month in which the Change of Control occurs to the 
Vesting Date, rounded down to the nearest whole share. lfthe Participant Retires, however, the Participant's Restricted Stock will 
not vest iflhe Company 's Chief Executive Officer in his sole d iscretion (or, if the Participant is the Company's ChiefExecutive 
Officer, the Committee in its sole d iscretion) detennines that the 
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Panicipant's Re tirement is detrimental to the Company. The vesting wi ll occur on the date o f t he Panicipant 's termination of 
employment due to death, Disability, or Retirement. Any shares of the Restricted Stock that do not vest in accordance with the 
terms of this subsection (ii) will be forfeited. 

(iii) lnvoluntarv Termination wnhout Cause. All remaming shares of Restricted Stock will become vested upon the Panictpant 's 
mvoluntary termi nation by the Company or a Domimon Company without Cause before the Vesting Date, or upon the 
Panicipant 's Constructive Termination before the Vesting Date, as such terms are defined by the Employment Continuity 
Agreement between the Panicipant and the Co mpany. 

6. Tcm1jnation for Cause. otwithstand ing any provision of this Agreement to the contrary, if the Panicipant's employment with the Company or a 
Dominion Company is terminated for Cause (as defined by the Employment Continuity Agreement between the Panicipant and the Company). 
the Panicipant will forfeit all Restricted Stock shares awarded pursuant to this Agreement. 

7. Clawback of Award Payment. 

a. Restatement of f inancial Statements. If the Company's financial statements are required to be restated at any t ime within a two (2) year 
period following the Vest ing Date as a result of fraud or intcnttonal misconduct, the Committee may, in its discretion. based on the facts 
and circumstances surrounding the restatement, direct the Company to withhold issuance of all or a ponion of the shares granted 
pursuant to this Agreement. or if shares have been issued, to recover all or a ponion of the shares from the Panicipant if the Panicipant's 
conduct directly caused or panially caused the need fo r the restatement. 

b. Fraudulent or Intentional Misconduct. If the Company determines that the Panicipant has engaged in !Taudulent or intentional 
misconduct related to or materially affecting the Company's business operations or the Panicipant's dut ies at the Company, the 
Committee may, in its discretion, based on the facts and circumstances surrounding the misconduct, d irect the Company to withhold 
issuance of all or a pon ion of the shares granted pursuant to this Agreement, or if shares have been issued, to recover all or a ponion of 
the :.hares from the Pa nicipant. 

c. Recoverv of Payout. The Company reserves the right to recover a Restricted Stock Award payout pursuant to this Secuon 7 by (i) seeking 
recovery of the vested shares rrom the Panicipant; (ii) reducing the amount that would o therwise be payable to the Pan icipant under 
another Company benefi t plan or compensation program to the extent permitted by applicable law; (iii) withholding future annual and 
long-term incen tive awards or salary increases; or (iv) taking any combination o f these actions. 
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d. o Limitation on Remedies. The Company's right to recover Restricted Stock or issued shares pursuant to th is Sect ion 7 shall be in 
addition to, and not in l ieu of, actions the Company may take to remedy or di scipline a Participant 's misconduct including, but not 
limited to, termination of employment or initiation of a legal act ion for breach of fiduciary duty. 

e. Subject to Future Rulemaking. The Restricted Stock granted under this Agreement is subject to any claw back policies the Company 
may adopt in order to conform to the requirements of Section 954 of the Dodd-Frank Wall Street Refonn and Consumer Protection Act 
and resulting rules issued by the Securities and Exchange Commission or national securities exchanges thereunder and that the 
Company detennines should apply to said Restricted Stock. 

8 . Tenns and Conditions. 

a. Nontransferabilirv. Except as provided in Sect ions 4 and 5, the shares of Restricted Stock are not transferable and are subject to a 
substantial risk of forfei ture until the Vesting Date. 

b. Uncertjficated Shares· PowerofAttomey. The Company may issue the Restricted Shares in uncerti ficated fonn. Such uncertificatcd 
shares shall be credited to a book entry account maintained by the Company (or its transfer agent) on behalf o f the Participant. As a 
condition ofacccpting this award, the Participant hereby irrevocably appoints Dominion Energy Services, Inc., or its successor, as the 
Participant's anomcy-in-fact, with fu ll power of substitution, to transfer (or provide instructions to the Company's transfer agent to 
t ransfer) such shares on the Company's books. 

c. Custody of Share Cettificates: Stock Power. The Company will retain custody of any share certi fi cates for the Restricted Stock that may 
be issued until such shares vest or are forfeited. If share cettificates are issued, the Patticipant shall execute and deliver a stock power, 
endorsed in blank, to Dominion Energy Services, Inc .. with respect to such shares. 

d . Shareholder Rights. The Participant will have the right to receive dividends and will have the right to vote the shares of Restricted Stock 
awarded under Sect ion I, both vested and unvested. 

e. Retirement. For purposes of this Agreement, the term Retire or Retirement means a voluntary tennination when the Participant is eligible 
for earl y or nonnal ret irement benefi ts under th e terms of the Dominion 
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Energy Pension Plan, or would be eligible if any crediting of deemed additional years o f age or service applicable to the Participant 
under the Company's Benefit Restoration Plan or New Benefit Restorat ion Plan was applied under the Pension Plan, as in effect at the 
time of the determination , unless the Company's Ch ief Executive Officer in h is sole di scretion (or, if the Participant is the Company's 
Chief Executive Offi cer, the Committee in its sole discretion) detennines that the Pa11icipant's retirement is detrimental to the Company. 

f. Delivery ofShares. 

(i) Share Delivery. On or as soon as administratively feasib le after the Vest ing Date or the date on wh ich the shares ofRestricted Stock 
have become vested due to the occurrence o f an event described in Section 4 or 5, the Company will remove (or provide 
instructions to its t ransfer agents to remove) the transfer restrictions described herein, and (i f any share certificate has been issued) 
shall deli ver to the Participant (or in the event of the Participant's death, the Participant's Benefic iary) any such certificates free o f 
the transfer restrictions described herein . The Company wi ll also cancel any stock power covering such shares. 

(ii) Withholding ofT axes. o Company Stock will be delivered until the Part icipant (or the Participant's Beneficiary) has paid to the 
Company the amount that must be withheld under federa l, state and local income and employment tax laws (the '"Applicable 
Withholding Taxes") or the Participant and the Company have made sat isfactory arrangements fo r the payment of such taxes. 
Unless the Participant makes an alternative election, the Company wi ll retain the number o f shares o f Restricted Stock (val ued at 
their Fair Market Value) required to satisfy the Applicable Withholding Taxes. As an alternative to the Company retaining shares, 
the Participant or the Participant 's Beneficiary may elect to (i) deliver Mature Shares (valued at their Fair Market Value) or 
(ii) make a cash payment to satisfy Applicable Withholding Taxes. 

g. Fractional Shares. Fract ional shares of Company Stock will not be issued. 

h. No Right to Continued Emplovment. This Agreement does not confer upon the Participant any right with respect to continuance of 
employment by the Company o r a Dominion Company, nor shall it interfere in any way with the right of the Company ora Dominion 
Company to terminate the Pa1ticipant 's employment at any time. 

1. Change in Capital Stmcture. The number and fair market value of shares of Restricted Stock awarded by this Agreement shall be 
automatically adjusted as provided in Section 18(a) of the Plan if the Company has a change in capital stmcture. 
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j. Governing Law. This Agreement shall be governed by the laws oft he Commonwealth ofVirginia, other than its choice of law provisions. 

k. Conflicts. In the event of any conflict between the provisions of the Plan and the provisions of this Agreement, the provisions of the Plan 
shall govern. 

I. Particioant Bound bv Plan By accept ing this Agreement, Patticipant hereby acknowledges receipt o f a copy of the prospectus and Plan 
document accessible on the Company Intranet and agrees to be bound by all the tem1s and provisions thereof. 

m. Binding Effect. This Agreement shall be binding upon and inure 10 the benefit of the legatees, d istributees, and personal representa tives 
of the Participant and any successors o f the Company. 
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EXHJBIT I 0.45 

Dominion Energy, Inc. 
20 18 Base Salaries for amed Executive Officers• 

The 20 18 base salaries for Dominion Energy's named e'<ecutivc oflicers are as follows: Thomas F. Farrell, II, Chairman, President and ChiefE'<ecutive 
Officer- S 1,554,992; Marl. F. McGettrick, Executive Vice President and Chief Financial Officer- $906,223; Paul D. Koonce, Executive V1ce President and 
President and Chief Executive Oflicer- Power Generation Group- $739,158; D1ane Leopold, Executive Vice Presiden t and President and ChiefExecuti ve 
Officer-Gas Infrastructure Group-$623,150; and Robert M. Blue, Executive Vice President and President and ChiefExecuti vc Officer- Power Delivery 
Group-$623, 150. 

• Effective March I, 2018 



Meeting fees 

Dominion Energy, Inc. 
i\"o n-Employce Oirec10rs' Annual Co mpensation 

As of December 3 1, 201 7 

mount Annua l Retainer 
Service as Director $265,000 ($1 07,500 cash; $ 157,500 stock) 
Service as Audi t Committee or Compensation, Governance 

and Nominating Committee Chair 
Service as Finance and Risk Oversight Committee Chair 
Service as Lead Director 

$25,000 
$15,000 
$30,000 

An excess meeting fee of$2,000 will be paid to each director who attends more than 25 meetings per calendar year, including 
Board and Committee meetings but not special education sessions, fo r each such meeting in excess of25. 

Exhibit I 0.46 



Dominion Energy, lnc. and ubsidiaries 
Co mputation of Ratio of Earnings to Fixed Charges 
(millions of dollars) 

Earnings, as defined: 
Income from continuing operations including noncontrolling interest before income tax expense 

(benefi t) 
Distributed income from unconsolidated investees, less equity in earni ngs 
Fixed charges included in income 

Total earnings, as defined 

Fixed charges, as defined: 
Interest charges 
Rental interest fac tor 

Fixed charges included in income 
Preference security dividend requirement of consolidated subsidiary 
Capitalized interest 
In terest from discontinued operations 

Total fixed charges, as defined 

Ratio of Earnings to Fixed Charges 

2017(a) 2016(b) 

$3,090 $2,867 
177 (32) 

1,276 1,068 
$4,543 $3,903 

S I ,238 s 1,033 
38 35 

s 1,276 $ 1,068 
23 2 

164 124 

$1,463 $1,194 

3.11 3.27 

Exhibit 12. 1 

Years Ended December 3 I. 
2015(c) 2014(d) 2013(e) 

$2,828 $1,778 $2,704 
12 (8) 17 

953 1,237 930 
$3,793 ~ ~ 

$ 920 $1,208 $ 899 
33 29 31 

$ 953 s 1,237 s 930 
17 25 

67 39 28 
85 

$1,020 S I ,293 $1,068 

3.72 2.33 3.42 

(a) Earnings for the twelve months ended December 31, 2017 include $15 million of charges associated with our equity method investments in wind
powered generation facilities; $72 mi llion in transition and integrat ion costs primarily associated \\~th Dominion Energy's acquisition o fDominion 
Energy Questar; and a $51 million charge related to other items, pania lly offset by 46 mill ion of net gain related to our investments in nuclear 
decouunissioning trust funds. Excluding the net effect of these items from the calculation would result in a higher ratio of earnings to fixed charges for 
the twelve months ended December 31, 2017. 

(b) Earnings for the twelve months ended December 31, 2016 include aS 197 million charge associated with ash pond and landfill closure costs; a 
$65 mi ll ion charge associated with an organizational design initiative: a $74 million in transaction and transition costs associated with Dominion 
Energy's acquisition ofDominion Energy Questar; a $23 mill ion charge related to stom1 and restoration costs; and a $45 mi ll ion charge related to 
other items, panially offset by $34 mill ion of net gain related to our investments in nuclear decommissioning trust fu nds. Ex clud ing the net effect of 
these items from the calcu lation would result in a higher ratio o fcamings to fixed charges for the twelve months ended December 31,2016. 



(c) Earnings for the twelve months ended December 31, 2015 include an S85 million write-otT of prior-period deferred fuel costs associated with Virginia 
legislation; a S99 million charge associated with ash pond and landfill closure costs; and a $78 million charge related to other items, pamally otTset by 
S60 million of net gain related to our investments in nuclear decommissioning trust funds. Excluding the etTect of these items from the calculation 
would result in a higher ratio of earnings to fixed charges for the twelve months ended December 31, 2015. 

(d) Earnings for the twel ve months ended December 31.201 4 include a S374 million charge related to onh Anna nuclear power station and offshore 
wind facil it ies; a $284 million charge associated with our liability management elTon, which is included 10 fixed charges; aS 121 million accrued 
charge associated with ash pond and landfill closure costs; and a $93 million charge related to olher items, panially otTset by aS 100 million net gain 
on the sal e of our electric retail e nergy marketing business and $72 million of net gain related to our in vestments in nuc lear decommissioni ng trust 
funds. Excluding tl1e effect ofthese items from the calculation would result in a higher ratio of earnings to fixed charges for the twelve months ended 
December 3 1,2014 . 

(e) Earnings for the twelve months ended December 31, 2013 include a $55 million impairment charge related to cenain natural gas rnfrastructure assets; a 
$40 million charge in connection with the Virginia State Corpomtion Commission's final ml ing associated with its biennial review of Virginia Electric 
and Power Company's base mtes for 2011-2012 test years; a $28 million charge associated with our operating expense reduction initiative, primarily 
reflect ing severance pay and other employee related costs; a $26 million charge related to the expected early shutdown ofcenain coal-fired generat ing 
units; and a $29 million charge related to other items, partially otTset by S81 million of net gain related to our investments in nuclear dcconm1issioni ng 
trust funds; a $4 7 million benefit due to a down\1.'3rd re\'ision in the nuclear decommissioning asset retirement obligations for cenain merchant nuclear 
units that are no longer in service; and a $29 million net benefit primarily resulting fro m the sale oflhe Elwood power station . Excluding the net etTecl 
of these items from the calcu lation would result in a higher ratio of earnings to fixed charges for the twelve months ended December 31,2013. 



Virgini a Electric a nd Power Company 
Computa tion of Ratio of Earnings to Fixed Charges 
(millions of dollars) 

Earnings, as defined: 
Income from conti nuing operations before income tax expense 

Fixed charges included in income 

Total earnings, as defined 

Fixed charges, as defined: 
Interest charges 
Rental interest factor 

Fixed charges included in income 
Capitalized interest 

Total fixed charges, as defi ned 

Ratio of Earnings to Fixed Charges 

2017 

$2,314 
532 

~ 

$ 513 
19 

$ 532 
I 

$ 533 = 
5.34 

Ex hibit 12.2 

Years Ended December 31, 
2016 2015 2014 201 3 

$1,945 $ 1,746 $ 1,406 $1,797 
495 474 438 40 1 

~ ~ ~ $2,198 

$ 4 78 $ 457 $ 425 $ 388 
17 17 13 13 

$ 495 $ 474 $ 438 $ 401 

$ 495 $ 474 $ 438 $ 401 = = = 
4.93 4.68 4.2 1 5.48 



Dominion Ener gy Gas Holdings, LLC 
Computation of Ratio of Earnings to Fixed Cha r ges 
(millions of dollars) 

Earnings, as de fined: 
Income from con tinuing operations before income tax expense 
Distributed income from unconsolidated investees, less equi ty in earnings 
Fixed charges included in income 

Total earnings, as defined 

Fixed charges, as defi ned: 
Interest charges 
Rental interest factor 

Total fixed charges, as de fi ned 

Ratio of Earnings to Fixed Cha r ges 

201 7 

$666 
I 

116 

s 783 
= 

$ 106 
10 

$ 11 6 
= 

6.75 

Exhibit U .J 

Years Ended December J I, 
2016 2015 2014 20 1 J 

$607 $740 $ 846 $ 762 
(3) (I) (2) 

109 86 39 43 

$7 16 $ 823 $ 884 $ 803 
= = 

$ 97 $ 74 $ 28 $ 30 
12 12 II 13 

$ 109 $ 86 $ 39 $ 43 
= = = 

6.57 9.57 22.67 18.67 



Name 
Dominion Energy, Inc. 

CNG Coal Company 
Dominion ACP Holding, Inc. 

Dominion Atlantic Coast Pipeline, LLC 
Dominion Altemative Energy Holdings, Inc. 

Dominion Energy Technologies, Inc. 
Dominion Energy Technologies II, Inc. 
Dominion Voltage, Inc. 

Tredegar Solar Fund l, LLC 
Dominion Capital , Inc. 
Dominion Cove Point, Inc. 

Dominion Energy Midstream GP, LLC 
Dominion Energy Midstream Pa11ncrs, LP 

Cove Point GP Holding Compan y, LLC 
Dominion Energy Cove Po int LNG, LP 

· Dominion Energy Carolina Gas Transmission. LLC 
Dominion Energy Questar Pipeline, LLC 

Dominion Energy Overthrust Pipeline, LLC 
Questar Field Services, LLC 
Questar White River Hub, LLC 

lroquois GP Holding Company, LLC 
Dominion Gas Projects Company, LLC 

Domin ion Energy Cove Po int LNG, LP 
Dominion MLP Holding Company, LLC 

Dominion Energy Midstream Partners, LP 
Cove Point GP Holding Company, LLC 

Domin ion Energy Cove Point L G, LP 
Dominion Energy Carolina Gas Transmission, LLC 
Dominion Energy Questar Pipeline, LLC 

Dominion Energy Ovet1htust Pipeline. LLC 
Questar Field Services, LLC 
Questar White River Hub, LLC 

Iroquo is GP Holding Company, LLC 
Dominion Energy Carolina Gas Services, Inc. 
Dominion Energy Field Services, Inc. 
Dominion Energy Fuel Services, Inc. 
Dominion Energy Gas Holdings, LLC 

Dominion Energy Trao mission, Inc. 
Dominion Brine, LLC 
Tioga Properties, LLC 

Farmi ngton Properties, lnc. 
NE Hub Partners, L.L.C. 

Dominion Energy, Lnc. 
Subsidiaries of the Registra nt 

As of Februa ry I 5, 2018 

J urisdit tio n of 
lncorpor·a tion 

Ex hi bit 21 

Nam e Unde r W hich Business is Conducted 

Virginia 
Delaware 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 

Dominion Energy, Inc. 

Delaware 
Virg inia 
Virginia 
Delaware 
Delaware 
Delaware 
Delaware 
South Carolina 
Utah 
Utah 
Utah 
Utah 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
South Carolina 
Utah 
Utah 
Utah 
Utah 
Delaware 
Virginia 
Delaware 
Virginia 
Virginia 
Delaware 
Delaware 
Delaware 
Pennsylvania 
Delaware 

CNG Coal Company 
Dominion ACP Holding, Inc. 

Dominion Atlantic Coast Pipeline, LLC 
Dominion Alternative Energy Holdings, Inc. 

Dominion Energy Technologies, Inc. 
Domin ion Energy Technologies II, Inc. 
Dominion Voltage, Inc. 
DVl 
Tredegar Solar fund !, LLC 

Dominion Capital, Inc. 
Dominion Cove Point, Inc. 

Dominion Energy Midstream GP, LLC 
Dominion Energy Midstream Partners, LP 

Cove Point GP Holding Company, LLC 
Dominion Energy Cove Poin t L G, LP 

Dominion Energy Carolina Gas Transmission, LLC 
Dominion Energy Quesiar Pipel ine, LLC 

Dominion Energy Overthrust Pipeline, LLC 
Questar Field Services, LLC 
Questar White River Hub, LLC 

Iroquois GP Holding Company, LLC 
Dominion Gas Projects Company, LLC 

Dominion Energy Cove Point LNG, LP 
Dominion MLP Holding Company, LLC 

Dominion Energy Midstream Partners, LP 
Cove Point GP Hold ing Company, LLC 

Dominion Energy Cove Point LNG, LP 
Dominion Energy Carolina Gas Transmission, LLC 
Dominion Energy Questar Pipeline, LLC 

Dominion Energy Overtbmst Pipeline, LLC 
Questar Field Setv ices, LLC 
Qucstar White River Hub, LLC 

Iroquois GP Ho lding Company, LLC 
Dominion Energy Carolina Gas Setvices, Inc. 
Dominion Energy Field Setv ices, lnc. 
Domin ion Energy Fuel Setv ices, Inc. 
Dominion Energy Gas Hold ings, LLC 

Dominion Energy Transmission, Inc. 
Domin ion Brine, LLC 
Tioga Properties, LLC 

Farmington Properties, Inc. 
NE Hub Partners, L.L.C. 



NE Hub Partners, L.P. 
Dominion Gathering & Processing, Inc. 
Dominion Iroquois, Inc. 
The East Ohio Gas Company 

Dominion Energy Payroll Company, Inc. 
Dominion Energy QuestarCorporation 

Dominion Energy Questar Pipeline Services, Inc. 
Dominion Energy Wexpro Services Company 
QPC Holding Company 

Domi.nion Energy Midstream Pattners, LP 
Cove Po int GP Hold ing Company , LLC 

Dominion Energy Cove Point LNG, LP 
Dominion Energy Carolina Gas Transmission . LLC 
Domi nion Energy Qucstar Pipeli ne, LLC 

Dominion Energy Overthrust Pipeline, LLC 
Questar Field Services, LLC 
Questar White River Hub, LLC 

lroquois GP Hold ing Company, LLC 
Questar lnfoComm, Inc. 

Questar Energy Services, Inc. 
Questar Project Employee Company 

Questar Southern Trails Pipeline Company 
Questar Gas Company 

Wexpro Company 
Wexpro II Company 

Wexpro Development Company 
Dominion Energy Services, lnc. 
Dominion Energy Solutions, lnc. 

Dominion Energy Technical Solutions, lnc. 
Dominion Generation, Inc. 

CNG Power Services Corporation 
Dominion Bridgeport Fuel Cell. LLC 
Dominion Cogen WV, lnc. 
Dominion Energy Generation Marketing, Inc. 

Dominion Energy Nuclear Connecticut, Inc. 
Dominion Energy Manchester Street, Inc. 
Dominion Energy Solar CA, LLC 
Dominion Energy Terminal Company, Inc. 
Domin ion Equipment, Inc. 
Dominion Equipment Ill, Inc. 
Dominion Fairless Hills, Inc. 

Dominion Energy Fairless, LLC 
Dominion Mt. Stom1 Wind, LLC 
Dominion Nott h Star Generation, Inc. 

North Star Generat ion, LLC 
Dominion Nuclear Projects, Inc. 

Delaware 
Virginia 
Delaware 
Ohio 
Virginia 
Utah 
Utah 
Utah 
Utah 
Delaware 
Delaware 
Delaware 
South Carolina 
Utah 
Utah 
Utah 
Utah 
Delaware 
Utah 
Utah 
Utah 
Utah 
Utah 

Utah 
Utah 
Utah 
Virginia 
Delaware 

Virginia 
Virginia 
Delaware 
Virginia 
Virginia 
Delaware 
Delaware 
Virginia 
Delaware 
Virgin ia 
Virginia 
Delaware 
Delaware 
Delaware 
Virg inia 
Delaware 
Delaware 
Virginia 

NE Hub Panners, L.P. 
Dominion Gathering & Processing, lnc. 
Domin ion iroquo is, lnc. 
Domin ion Energy Ohio 

Domin ion Energy Payroll Company, Inc. 
Dominion Energy QuestarCoqJoration 

Domin ion Energy Questar Pipeline Services, lnc. 
Dominion Energy Wexpro Setv ices Company 
QPC Holding Company 

Dominion Energy Midstream Partners, LP 
Cove Point GP Holding Company, LLC 

Dominion Energy Cove Poin t LNG, LP 
Dominion Energy Caroli na Gas Transmission, LLC 
Dominion Energy Questar Pipeline, LLC 

Dominion Energy Overth tu st Pipeline, LLC 
Questar Field Services, LLC 
Questar White River Hub, LLC 

Iroquois GP Holding Company, LLC 
Questar lnfoComm, Inc. 

Questar Energy Services, Inc. 
Questar Project Employee Company 

QuestarSouthem Trails Pipeline Company 
Dominion Energy Utah (in Utah) 
Dominion Energy Wyoming (in Wyoming) 
Dominion Energy Idaho (in Idaho) 
Dominion Energy Wexpro 

Wexpro ll Company 
Wexpro Development Company 

Dominion Energy Services, lnc. 
Dominion Energy Solutions 
Dominion East Ohio Energy 
Dominion Peoples Plus 
Dominion Energy Technical Solutions, lnc. 
Dominion Generation. Inc. 

CNG Power Services Corporation 
Dominion Bridgeport Fuel Cel l, LLC 
Domin ion Cogen WV, [nc. 
Domin ion Energy Generation Marketing, Inc. 

Dominion Energy Nuclear Connecticut, Inc. 
Dominion Energy Manchester Street, Inc. 
Domin ion Energy Solar CA, LLC 
Domin ion Energy Terminal Company, Inc. 
Dominion Equipment, Inc. 
Domin ion Equ ipment m, Inc. 
Dominion Fairless Hills, Inc. 

Dominion Energy Fairless, LLC 
Dominion Mt. Stonn Wind, LLC 
Dominion North Star Generation, Inc. 

N01th Star Generation, LLC 
Dominion Nuclear Projects, Inc. 



Dominion Energy Kewaunee, [nc. Wisconsin Dominion Energy Kewaunee, Inc. 
Dominion Person, lnc. Delaware Dominion Person, Inc. 
Dominion Solar Projects III, Inc. Virginia Dominion Solar Projects III, Inc. 

Four Brothers Solar, LLC Delaware Four Brothers Solar, LLC 
Enterprise Solar, LLC Delaware Enterprise Solar, LLC 
Escalante Solar I, LLC Delaware Escalante Solar I, LLC 
Escalante Solar II, LLC Delaware Escalante Solar II, LLC 
Escalante Solar III, LLC Delaware Escalan te Solar III, LLC 

Granite Mountain Holdings, LLC Delaware Gran ite Mountain Holdi ngs, LLC 
Granite Mountain Solar East, LLC Delaware Granite Mountain Solar East, LLC 
Granite Mountain Solar West, LLC Delaware Granite Mountain Solar West, LLC 

[ron Springs Ho ldings, LLC Delaware Iron Springs Holdings, LLC 
Iron Springs Solar, LLC Delaware Iron Springs Solar, LLC 

Dominion Solar Projects fV, lnc. Virginia Dominion Solar Projects IV, Inc. 
Eastcm Shore Solar LLC Delaware Eastcm Shore Solar LLC 
Hecate Energy Cherrydale LLC Delaware Hecate Energy Cherrydale LLC 
Hecate Energy Clarke County LLC Delaware Hecate Energy Clarl<e County LLC 
Southampton Solar LLC Delaware Southampton Solar LLC 
Virginia Solar 2017 Projects LLC Delaware Virginia Solar 20 17 Projects LLC 

Buckingham Solar I LLC Delaware Buckingham Solar I LLC 
Correctional Solar LLC Delaware Correctional Solar LLC 
Sappony Solar LLC Delaware Sap pony Solar LLC 
Scott-rt Solar LLC Delaware Scott-U Solar LLC 

Dominion Solar Projects V, Inc. Virgi ni a Dominion Solar Projects V, Inc. 
Summit Farms Solar, LLC orth Carolina Summit Farms Solar, LLC 

Dominion Solar Projects C, Inc. Virginia Dominion Solar Projects C, Inc. 
Dominion Solar Hold ings IV, LLC Virginia Dominion Solar Holdings IV, LLC 

96Wl 8me LLC Delaware 96WI 8me LLC 
Clipperton Hold ings LLC North Carolina Clipperton Ho ldings LLC 
Fremont Fam1, LLC North Carolina Fremont Farm, LLC 
Innovative Solar 37, LLC North Carol ina lnnovative Solar 37, LLC 
Moffett Solar I, LLC Delaware Moffett Solar I, LLC 
Mootings Fam1 2, LLC North Carolina Moorings Fann 2, LLC 
Mustang Solar, LLC North Caro lina Mustang Solar, LLC 
Pikevi lle Fann, LLC North Carolina Pikeville Fam1, LLC 
Ridgeland Solar Fann I, LLC Delaware Ridgeland Solar Fann I, LLC 
Wakefield Solar, LLC North Caro li na Wakefield Solar, LLC 

Dominion Solar Projects D, Inc. Virginia Dominion Solar Projects C, Inc. 
Dominion Solar Holdings IV, LLC Virginia Dominion Solar Ho ldings N , LLC 

96Wl 8me LLC Delaware 96Wl 8meLLC 
Clipperton Holdings LLC North Carol ina Clipperton Holdings LLC 
Fremont Fann, LLC North Carol ina Fremont Fann, LLC 
Innovative Solar 3 7, LLC North Carol ina Innovative Solar 3 7, LLC 
MoiTett Solar I, LLC Delaware Moffett Solar I , LLC 
Moorings Farm 2, LLC orth Carolina Moorings Farm 2, LLC 
Mustang Solar, LLC orth Carolina Mustang Solar, LLC 
Pikeville Farm, LLC orth Carolina Pikeville Farm, LLC 
Ridgeland Solar Farm !, LLC Delaware Ridgeland Solar Fatm I, LLC 
Wakefield Solar, LLC North Carolina Wakefield Solar, LLC 

Dominion Solar Services, Inc. Virginia Dominion Solar Services, Inc. 



Dominion State Line, LLC 
Dominion Wholesale, Inc. 
Dominion Wind Projects, Inc. 

Domi nion Fowler Ridge Wind, LLC 
Dominion Wind Development, LLC 
Prailie Fork Wind Farm, LLC 

SBL Holdco, LLC 
Dominion So lar Projects I, Inc. 

Dominion Solar Holdings Ill, LLC 
Alamo Solar, LLC 
Catalina Solar 2, LLC 
Cottonwood Solar, LLC 
lmpetial Valley Solar Company (fVSC) 2, LLC 
Malicopa West Solar PV, LLC 
Pavant Solar LLC 
Ri chland Solar Center, LLC 

Dominion Solar Projects II, Inc. 
Domin ion Solar Holdings ill, LLC 

Alamo Solar. LLC 
Catalina Solar2, LLC 
Cottonwood Solar, LLC 
Imperial Valley Solar Company (IVSC) 2, LLC 
Mari copa West Solar PV, LLC 
Pavant Solar LLC 
Rich land Solar Center, LLC 

Domin ion Solar Projects A, Inc. 
Domin ion Solar Holdings l, LLC 

Azalea Solar, LLC 
Do min ion Solar Construct ion and Maintenance, LLC 

Indy Solar Development, LLC 
Indy Solar I, LLC 
Indy Solar II, LLC 
Indy Solar Ill, LLC 
Somers Solar Center, LLC 

Domin ion Solar Ho ldings II, LLC 
CID Solar, LLC 
Dominion Solar Gen-Tie, LLC 
Mulberry Farm, LLC 

RE Adams East LLC 
RE Camelot LLC 

RE Columbia, LLC 
RE Columbia Two LLC 

RE Columbia, LLC 
RE Kansas LLC 
RE Kent South LLC 
RE Old River One LLC 
Selmer Farm, LLC 
T A- Acacia, LLC 

Delaware 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 
Virgin ia 
Cal ifornia 
Delaware 
Delaware 
Califomia 
Delaware 
Delaware 
Georgia 
Virginia 
Virginia 
California 
Delaware 
Delaware 
Cali fornia 
Delaware 
Delaware 
Georgia 
Virginia 
Virginia 
Delaware 
Virginia 

Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Virginia 
Delaware 
Delaware 
North Carolina 

Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
North Carolina 
Delaware 

Dominion State Line, LLC 
Dominion Wholesale, Inc. 
Dominion Wind Projects, Inc. 

Dominion Fowler Ridge Wind, LLC 
Dominion Wind Development, LLC 
Praitie Fork Wind Farm, LLC 

SBL Holdco, LLC 
Dominion Solar Projects I, Inc. 

Dominion Solar Holdings 111, LLC 
Alamo Solar, LLC 
Catal ina Solar 2, LLC 
Cononwood Solar, LLC 
Imperial Valley Solar Company (IVSC) 2, LLC 
Maricopa West Solar PV, LLC 
Pavant Solar LLC 
Richland Solar Center, LLC 

Dominion Solar Projects II, Inc. 
Dominion Solar Holdings IU, LLC 

Alamo Solar, LLC 
Catalina Solar 2, LLC 
Cottonwood Solar, LLC 
Imperial Valley Solar Company (IVSC) 2, LLC 
Malicopa West Solar PV, LLC 
Pavant Solar LLC 
Richland Solar Cen ter, LLC 

Dominion Solar Projects A, Inc. 
Dominion Solar Holdings I, LLC 

Azalea Solar, LLC 
Dominion Solar Constmction and Maintenance, 

LLC 
Indy Solar Developmen t, LLC 
Indy Solar I, LLC 
Indy Solar II, LLC 
Indy Solar Ill, LLC 
Somers Solar Center, LLC 

Dominio n Solar Hold ings II, LLC 
CID Solar, LLC 
Dominion Solar Gen-Tie, LLC 
Mulberry Farm, LLC 
Mulberry Solar Fann, LLC 
RE Adams East LLC 
RE Camelot LLC 

RE Columbia LLC 
RE Co lumbia Two LLC 

RE Columbia LLC 
RE Kansas LLC 
RE Kent South LLC 
RE Old River One LLC 
Selmer fann, LLC 
T A- Acacia, LLC 



Dominion Solar Projects 8 , Inc. 
Dominion Solar Holdings I, LLC 

Azalea Solar, LLC 

Dominion Solar Construction and Maintenance, LLC 
Indy Solar Development, LLC 
lndy Solar I, LLC 
Indy Solar 11, LLC 
lndy Solar IU, LLC 
Somers Solar Cemer, LLC 

Dominion Solar Holdings U, LLC 
ClD Solar, LLC 
Domin ion Solar Gcn-Tic, LLC 
Mulberry Farm, LLC 

RE Adams East LLC 
RE Camelot LLC 

RE Columb1a LLC 
RE Columbia Two LLC 

RE Columbia LLC 
RE Kansas LLC 
RE Kent South LLC 
RE Old River One LLC 
Selmer Fann, LLC 
T A- Acacia, LLC 

Dominion Greenbrier, Inc. 
Greenbrier Pipeline Company, LLC 

Greenbrier Marketing Company, LLC 
Dominion High Voltage Holdings, Inc. 

Dominion High Voltage MidAtlantic, Inc. 
Dominion Investments, Inc. 
Dominion Keystone Pipeline Holdings, lqc. 

Dominion Keystone Pipeline, LLC 
Dominion MLP Holding Company II, Inc. 
Dominion MLP Holding Company II!, Inc. 
Dominion Modular L G Holdings, lnc. 

Niche L G, LLC 
Dominion Natri um Holdings, Inc. 
Dominion Oklahoma Texas Exploration & )>reduction , Inc. 
Dominion Pri vatization Holdings, lnc. 

Dominion Privati zation Florida, LLC 
Dominion Privatization Georgia, LLC 
Dominion Privatization Kentucky, LLC 
Dominion Privatization South Carolina, LLC 
Dominion Privatization Texas, LLC 

Dominion Products and SeJVices,lnc. 

Virginia 
Virginia 
Delaware 
Virginia 

Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Virginia 
Delaware 
Delaware 
North Carol ina 

Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 
Delaware 

orth Carolma 
Delaware 

Virginia 
Delaware 
Delaware 
Virginia 
Virginia 
Virginia 
Delaware 
Delaware 
Virginia 
Virginia 
Virginia 
Delaware 
Delaware 
Delaware 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 
Virginia 
Delaware 

West Antelope Solar Park 
Dominion Solar Projects 8 , Inc. 

Dominion Solar Holdings I, LLC 
Azalea Solar, LLC 
Dominion Solar Construction and Maintenance, 

LLC 
Indy Solar Development, LLC 
Indy Solar I, LLC 
Indy Solar ll, LLC 
lndy Solar ill, LLC 
Somers Solar Center, LLC 

Dominion Solar Holdings U, LLC 
ClD Solar, LLC 
Dominion Solar Gen-Tic, LLC 
Mulberry F31111, LLC 
Mulberry Solar Fam1, LLC 
RE Adams East LLC 
RE Camelot LLC 

RE Columbia LLC 
RE Columbia Two LLC 

RE Columbia LLC 
RE Kansas LLC 
RE Kent South LLC 
RE Old River One LLC 
Selmer Farm, LLC 
TA - Acacia, LLC 
West Antelope Solar Park 

Domin ion Greenbrier, Inc. 
Greenbrier Pipeline Company, LLC 

Greenbrier Marketing Company, LLC 
Dominion High Voltage Holdings, Inc. 

Dominion High Voltage MidAtlantic,lnc. 
Dominion lnvesunents, Inc. 
Dominion Keystone Pipeline Holdings, lnc. 

Dominion Keystone Pipeline, LLC 
Dominion MLP Holding Company II, lnc. 
Dominion MLP Holding Company Ill, Inc. 
Dominion ModularL G Holdings, Inc. 

Niche LNG, LLC 
Dominion Natrium Holdings, Inc. 
Dominion Oklahoma Texas Exploration & Production, Inc. 
Dominion Pri vatization Ho ldings, Inc. 

Dominion Privatization Florida, LLC 
Dominion Privatization Georgia, LLC 
Dominion Privatization Kentucky, LLC 
Dominion Privatization South Carolina, LLC 
Dominion Privatization Texas, LLC 

Domin ion Products and Se1vices, lnc. 
Dominion Energy Solutions 



Dominion Projects Services, Inc. 
Dominion Resources Capital Trust Ill 
Dominion South Holdings I, Inc. 

Dominion South Hold ings ll, LLC 
Dominion South Pipeline Company, LP 

Hope Gas, Inc. 
Sedona Corp . 
Virginia Electric and Power Company 

Virgi nia Power Fuel Corporation 
Virginia Power Services, LLC 

Virginia Power uclear Services Company 
Virgin ia Power Services Energy Corp., Inc. 
VP Propc1ty, Inc. 

Virginia 
Delaware 
Delaware 
Delaware 
Delaware 
West Virginia 
South Carolina 
Virginia 

Virginia 
Virginia 
Virginia 
Virginia 
Virginia 

Dominion Projects Services, Inc. 
Dominion Resources Capital Trust Ill 
Dominion South Holdings I, Inc. 

Dominion South Holdings II, LLC 
Dominion South Pipeline Company, LP 

Dominion Energy West Virginia 
Sedona Corp. 
Dominion Energy Virgin ia (in Virginia) 
Dominion Energy North Carolina (in North Carolina) 

Virginia Power Fuel Corporation 
Virginia Power Services, LLC 

Virgin ia Power Nuclear Services Company 
Virginia Power Servi ces Energy Corp., Inc. 
VP Property, Inc. 



Ex h.ibit 23 

CO 'SENT OF fNDEPE IDENT REGISTERED PUBLIC ACCOUNT ING HRM 

We consent to the incorporation by reference in Registration Statement os. 333-2164 76, 333-2 19088 and 333-221291 on Fonn S-3 , Registration Statement 
'o. 333-223036 on Form S-4, and Registration Statement os. 033-62 705, 333-02 733, 333-0916 7, 333-18391,333-25587, 333-49725, 333-78173, 

333-85094 ,333-87529,333-95795,333-110332, 333- 124256,333-1 24 257,333-1 30566,333-1 30570,333- 143916,333-1 49989,333- 149993, 
333-156027, 333- 163805, 333- 189578, 333- 189579, 333- 189580, 333-189581, 333-1 95768, 333-202364, 333-202366 and 333-203952 on Fom1 S-8 of our 
reports dated February 2 7, 2018, relat ing to the consolidated financial statements of Dominion Energy, Inc. and subsidiaries and the effectiveness of 
Dominion Energy, Inc. and subsidiaries' internal control over fi nancial repo rting, appearing in th is Annual Report on Fo rm I 0-KofDominion Energy, lnc. 
for the year ended December 31, 20 l 7. 

We consent to the incorporat ion by reference in Registration Statement No. 333-2 19085 on Fom1 S-3 of our report dated February 27,20 18, relating to the 
consolidated fi nancial statements ofVi rg in ia El ectric and Power Company (a wbolly-<>wned subsidiary ofDominion Energy, Inc.) and subsidiaries, appeari ng 
in this Ann ual Report on Form 10-K ofVirgin ia Electric and Power Company for the year ended December 3 1,20 17. 

We consent to the incorporation by reference in Registration Statement No. 333-219086 on Fonn S-3 o f our report dated February 27, 20 18. relating to the 
consolidated financial statements ofDomin ion Energy Gas Holdings, LLC (a wholly-<>wned subsidiary of Domin ion Energy, Inc.) and subsidiaries, appeari ng 
in this Annual Report on Form I 0-K o f Dominion Energy Gas Holdings, LLC for the year ended December 31, 20 17. 

Is! Delo itte & Touche LLP 

Richmond, Virginia 
February 2 7, 20 I 8 



Exhibit 3 l.a 

I, Thomas F. Fan·ell , IT, certify that: 

I . I have reviewed this report on Fom1 I 0-K of Dominion Energy, 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 
rep01t; 

3. Based on my knowledge, the financial statements. and other financia l infonnation included in this report, fairly present in all material respects the 
financia l condition, results of operations and cash flows of the registrant as of, and for, the periods presemed in this report; 

4 . The regislr.l.nt '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 intemal cont rol over financial reporting (as defi ned in Exchange Act Ru les 13a-15(f) and 15d-15(f)) 
fo r the regis trant and have: 

(a) Designed such disclosure controls and procedures, o r caused such disclosure con tro ls and procedures to be designed under our supervision, to 
ensure that material infonnat ion relat ing 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 intemal control over financial reporting, or caused such internal control over financial reporting to be designed under our 
supervision , to provide reasonab le assurance regarding the reliability of financ ial reponing and the preparat ion of fi nancial s tatements fo r 
external purposes in accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness o f the registrant's disclosure controls and procedures and presented in this report our conclusions about the 
effect iveness 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 intemal control over financial reporting that occurred during the registrant's most 
recent fi scal quarter (the registrant's fourth fiscal quarter in the case of an annual repon ) that has materially aflected , or is reasonably likely to 
materially affect, the registrant's internal control over fi nancial reporting; and 

5. The reg istrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over fi nancial reporting, to the 
registran t 's aud itors and the audit conunittee oftl1e registrant's board of directors (or persons performing the equivalent fu nct ions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which arc 
reasonably likely to adversely affect the regist rant 's abi lity to record , process, summari ze and report financia l in fonnation; and 

(b) Any fraud, whether or not material, that involves management orotheremployees who have a signi ficant role in the registrant's intemal 
control over fi nancial reporting. 

Date: February 27,2018 Is Thomas F. Farrel l. II 
Thomas F. Fa rrell, II 

President and Chief Executive Officer 



Exhibit 31.b 

I, Mark F. McGellrick , certifY that: 

I . I have reviewed this report on Fonn I 0-K ofDominion Energy, 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 fi nancial infom1ation included in this report, fairly present in all material respects the 
financ ial condition, results of operations and cash flows of the registmnt as of, and for, the periods presented in this report; 

4. The reg istrant's other cert ifYing offi cer and I are responsible for establishing and maintain ing disclosure controls and procedures (as defined in 
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial repotting (as defined in Exchange Act Ru les 13a-15(t) and 15d-15(f)) 
for the registrant and have: 

(a) Designed such disclosure controls and procedures, o r caused such disclosure con trols and procedures to be designed under our supervi sion, to 
ensure that material iofonnation relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those 
entities. particularly during the peri od in which this repott is being prepared ; 

(b) Designed such internal control over financial repotting, or caused such intemal control over financial reponing to be designed under our 
supervision, to provide reasonable assurance regarding the reliability of fi nancial reponing and the preparat ion of fi nancial 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 reponing that occurred during the registrant's most 
recent fi scal quaner(the registrant's fourth fiscal quarter in the case of an annual report) that has materially aiTected, or is reasonably likely to 
materially affect, the registrant's internal control over fi nancial repon ing: and 

5. The reg is trant's other certifYing officer and I have disclosed, based on our most recent evaluation of internal control over financial reponing, to the 
registrant's aud itors and the audit committee of the registrant's board of directors (or persons perfom1ing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financ ial reponing which are 
reasonably likely to adversely afTect the registrant's abi lity to record, process, summarize and report fi nancial in fom1ation; and 

(b) Any fraud, whether or not material, that involves management or other emp loyees who have a significant ro le in the registrant's imemal 
control over financ ial repon ing. 

Date: Feb mary 2 7, 20 18 lsi Mark F. McGettrick 
Mark F. McGettrick 

Executive Vice President and 
Chief Financial Officer 



Exhibit 3l .c 

I, Thomas F. Farrell , IT, certify that: 

I. I have reviewed this report on Forrn I 0-K of Virginia Electric and Power Company; 

2. Based on my knowledge, th is 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 ci rcumstances under which such statements were made, not misleading with respect to the period covered by this 
report; 

3. Based on my knowledge, the financ ial statements, and other fi nancia l informat ion included in this report, fai rly present in all material respects the 
financia l condition, results of operations and cash Oows of the registrant as of, and for, the periods presented in this report; 

4. The registrant's other certifying o ffi cer 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 reponing (as defi ned in Exchange Act Rules 13a-15(f) and 15d-15(f)) 
fo r the registrant and have: 

(a) Designed such disclosure controls and procedu res, or caused such disclosure controls and procedures to be designed under our supervision, to 
ensure that material infonuation relat ing to the registrant, including its consolidated subsidiaries, is made known to us by others within those 
en tities. particularly during the period in which this report is being prepared; 

(b) Designed such internal control over fi nancial repon ing, or caused such intemal control over financial repon ing to be designed under ou r 
supervision, to provide reasonable assurance regarding the rel iab il ity of fi nancial reporti ng and the preparat ion of fi nancial statements for 
extemal purposes in accordance with generally accepted accounting princip les; 

(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 peri od covered by this report based o n such evaluation; and 

(d) Disclosed in this report any change in the registrant's internal control over fi nancial reponing that occurred during the registrant's most 
recent fi scal quaner(the registrant's fourth fiscal quarter in the case of an annual report) that has materially atrected, or is reasonably likely to 
materiall y affect, the registrant 's internal control over fi nancial reponing; and 

5. The registrant's other certifying o fficer and I have disclosed, based o n our most recent evaluat ion of internal control o ver financial reporting, to the 
registrant 's aud itors and the audit committee of the registrant's board o f directors (or persons performing the equivalent fu nct ions): 

(a) All significant deficiencies and material weaknesses in the design or operation of intcmal control over financial reponing which are 
reasonably likely to adversely affect the registrant 's abil ity to record, process, summarize and report fi nancial in formation; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a signi fi cant role in the registrant's internal 
control over fi nancial reporting. 

Date: February 2 7, 20 18 /s Thomas F. Farrell , IJ 
Thomas F. Farrell , ll 

ChiefExecutive Officer 



Exhibit 3l.d 

I, Mark F. McGettrick , certifY that: 

I . I have reviewed this report on Fom1 I 0-K ofVirginia Electric and Power Company; 

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 unde r 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 infom1ation incl uded in this report, fai rly present in all material respects the 
financial condition, results of o perations and cash flows of the regist rant as of, and for, the periods presented in th is report; 

4. The reg is trant's other certi fY ing officer and l are responsible for estab lishing 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 contro ls and procedu res, or caused such disclosure co ntrols and procedures to be designed under our supervision, to 
ensure that material information re lating to the reg istrant, including its consolidated subsidiaries, is made known to us by others within those 
ent ities, particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reponing, or caused such internal control over financial repon ing to be designed under our 
supervision, to provide reasonable assurance regarding the reliabi lity of financia l 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 th is 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 fi scal quarter (the registrant's founh fi scal quarter in the case of an annual report) that has materially a ffected , or is reasonably likely to 
materially affect. the registrant's internal control over financia l reporting; and 

5. The registrant's other certifYing o fficer and l have disclosed, based on our most recent evaluation of internal control over fi nanc ial reporting, to the 
reg istrant's auditors and the audit committee of the registrant's board of d irectors (or persons performing the equ ivalent fu nctions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reponing which arc 
reasonably likely to ad versely affect the registrant's abi lity to record, process, sunm1arize and report financial in fonnation; and 

(b) Any fraud, whether or not material, that involves management or o ther employees who have a significant ro le in the registmnt's intemal 
co ntrol over financial reporting. 

Date: February 27,2018 lsi Mark F. McGeurick 
Mark F. McGcttrick 

Executive Vice President and 
Chief Financia l Officer 



Exhibit 3 l .e 

!, Thomas F. Farrell, II, certifY that : 

I . l have reviewed this report on Fonn I 0-K o f Dominion Energy Gas Holdings, LLC; 

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 tbe period covered by this 
repott ; 

3. Based on my knowledge, the financial statements, and o ther financial infonnation incl uded in this report, fai rl y present in all material respects the 
financial condition, results of operations and cash flows of the regist rant as of, and for, the periods presented in this report; 

4. The registrant's other certi fYing officer and I are responsible for establishing and maintaining d isclosure controls and procedures (as defined in 
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reponing (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) 
for the registrant and have: 

(a) Designed such disclosure contro ls 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 
entit ies. particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reponing, or caused such internal control over financial reponing to be designed under our 
supervision, to provide reasonable assurance regardi ng the reliabi liry of financia l rep011ing and the preparation of financial statements for 
ex ternal purposes in accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in th is report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of th e end of the peti od covered by this report based on such evaluat ion; and 

(d) Disclosed in this report any change in the registrant's internal control over fi nancial reponing that occurred during the registrant's most 
recent fiscal quaner(the registrant's fourth fiscal quarter in the case of an annual report) that has materially aflcctcd, or is reasonably likely to 
materially affect, the registrant's internal control over financial reponing: and 

5. The registrant's other certifYing officer and I have disclosed, based on our most recent evaluation of internal control over financial reponing, to the 
registrant's auditors and the aud it committee of the registrant 's board of directors (or persons performing the equivalent functions): 

(a) All signi fi cant deficiencies and material weaknesses in the design or operation of internal control over financial reponing which arc 
reasonably likely to adversely affect the registrant's abil ity to record, process, summarize and report financ ial in fonnation; and 

(b) Any fraud, whether or no t material, that involves management or other employees who have a s ignificant role in the registrant's internal 
control over financial reporting. 

Date: Febmaty 2 7, 20 18 I Thomas F. Farrell , 0 

Thomas F. FatTell, II 
Chief Executive Officer 



Ex hib it 3 l .f 

I, Mark F. McGettrick, certify that: 

I. I have reviewed this report on Fonn I 0-K of Dominion Energy Gas l lold ings, LLC; 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact oromitto state a material fact necessary to make the 
statements made, in light of the circumstances under which such s tatements were made, not misleading with respect to the period covered by th is 
repo rt ; 

3. Based on my knowledge, the financial statements, and o ther financia l infonnation included in this report, fai rl y present in a ll material respects the 
fi nancial condition, resuliS of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

4. The registrant 's other certifying o fficer and I are responsible for establishing and maintaining d isclosure 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)) 
fo r the registrant and have: 

(a) Designed such disclosure co ntrol s and procedures, or caused such disclosure con trols and proced ures to be desig ned under our supervision, to 
ensure that material infom1atio n relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those 
ent ities. particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reponing, or caused such internal contro l over financial reponing to be designed under our 
supervision, to provide reasonable assurance regardi ng the reliability of financ ial reponi ng and the preparatio n o f financial statements for 
external purposes in accordance with generally accepted acco un ting principles; 

(c) Evaluated the effect iveness of the registrant's disclosure controls and proced ures and presented in this report our conclusions abou t the 
effect iveness 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 in ternal contro l over financial reponing that occurred during the registrant's most 
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual rep ott ) that has materially affected, or is reasonably likely to 
materi ally affect, the registrant' s internal control over financial reporting; and 

5. The regis trant 's other certifying officer and I have disclosed , based on our most recent evaluation of internal control over financ ial reporting, to the 
registrant 's aud itors and the audit committee of the registrant 's board of directors (or persons perfonning the equivalent func tions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reponing which arc 
reasonably likely to adversely affect the registrant 's abi lity to record, process, summarize and report financial infonnation; and 

(b) Any fraud, whether o r not material. that involves management or other employees who have a signi fi cant ro le in the regist rant 's internal 
contro l o ver financ ial repo n ing. 

Date: February 2 7, 2018 /sf Mark F. McGettrick 
Marl< F. McGenrick 

Executive Vice President and 
Chicf Financia l Officer 



CERTWICATIO PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTIO 906 OF THE SARB ANES-OXLEY ACT OF 2002 

Exhibit 32.a 

Pursuant to 18 U.S.C. Section 1350, as adop ted pursuan t to Section 906 of the Sarbanes-Ox ley Act o f 2002, each o f the undersig ned officers ofDominion 
Energy,lnc. (the "Company"), certify that: 

I . the Annual Report on Fonn 10-K for the year ended December 3 1,20 17 (the "Repot1"), of the Company to which this certi fication is an exhibit fu lly 
complies with the requirements of sect ion 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S. C. 78m{a) or 78o(d)). 

2. the infonnation contained in the Report fairly presents. in al l material respects, the financial condition and results of operations of the Company as of 
December 3 I , 20 I 7, and for the period then ended. 

/sf Thomas F. Farrell , II 
Thomas F. Fan·ell , II 
President and Chief Executive Officer 
February 27, 20 18 

lsi Mark F. M cGcllrick 

Marl< F. McGettrick 
Executive Vice President and 
Ch iefFinancial Officer 
February 2 7, 20 18 



CERTTFICATIO PURSUANTTO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTIO, 906 OF THE SARBA ES-OXLEY ACT OF 2002 

Exhibit 32.b 

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 ofVirginia 
Electric and Power Company (!be "Company"), eenif)r that: 

I. the Annual Repon on Form I 0-K for the year ended December 3 1, 2017 (the "Repon"), of the Company to which this cenifieation is an exhibit fully 
complies with the requirements ofseetion 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S. C . 78m(a) or78o(d)). 

2. the infonnation contained in the Repon fai rly presents. in a ll material respects, the fina ncial condition and results of operat ions of the Company as of 
December 3 1, 2017, and for the period then ended. 

Is! Thomas F. Farrell, II 
Thomas F. Farrell , II 
Chief Executive Officer 
February 27, 20 I 8 

Is! Mark F. McGettrick 

Marl< F. McGettrick 
Executive Vice President and 
Chief Financial Officer 
February 27, 2018 



CERTTFlCATTO PURSUANTTO 
18 U.S.C. SECTIO 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

Exhibit 32.c 

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 Dominion 
Energy Gas Holdings, LLC (the "Company"), certify that: 

I . the Annual Report on Fom1 I 0-K for the year ended December 31,2017 (the ··Report"), of the Company to which this certification is an exhibi t 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 78o(d)). 

2. the infonnation contained in the Report fairly presents, in all material respects, the financial condition and resul ts of operations of the Company as of 
December 3 I , 20 I 7, and fo r the period then ended. 

lsi Thomas F. Farrell, ll 
Thomas F. Farrell , II 
Chief Executive Officer 
February 2 7, 20 18 

lsi Mark F. McGettrick 

Mark F. McGettrick 
Executive Vice President and 
Chief Financial Officer 
February 27, 20 18 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF DUKE ENERGY KENTUCKY, 
INC. FOR (1) A CERTIFICATE OF PUBLIC 
CONVENIENCE AND NECESSITY AUTHORIZING 
THE CONSTRUCTION OF AN ADVANCED 
METERING INFRASTRUCTURE; (2) REQUEST 
FOR ACCOUNTING TREATMENT; AND (3) ALL 
OTHER NECESSARY WAIVERS, APPROVALS, 
AND RELIEF 

ORDER 

CASE NO. 
2016-00152 

On April 25, 2016, Duke Energy Kentucky, Inc. ("Duke Kentucky") filed an 

application requesting a Certificate of Public Convenience and Necessity ("CPCN") to 

replace and upgrade its current electric and gas metering infrastructure to a digital 

Advanced Metering Infrastructure ("AMI") for its electric and combination customers, 

and an Automated Meter Reading ("AMR") infrastructure for its gas-only customers, 

collectively ("AM I Project"). Duke Kentucky also sought approval of new depreciation 

rates for the new metering equipment, and to establish a regulatory asset fo r the 

retirement of its existing electric metering equipment, associated inventory, and 

inventory of existing gas modules. Last, Duke Kentucky also requested deviations from 

Commission regulations 807 KAR 5:006, Section 7(5)(b) , and 807 KAR 5:006, Section 

14, as they relate to Duke Kentucky's proposed AMI Project. 

The Attorney General ("AG"), by and through his Office of Rate lnteNention, 

sought and was granted leave to inteNene on May 17, 2016, and is the only inteNenor 



in this proceeding. Duke Kentucky responded to two rounds of requests for information 

from both Commission Staff and the AG, and the AG filed testimony and responded to 

one round of requests for information from Commission Staff and Duke Kentucky. Duke 

Kentucky filed rebuttal testimony on October 13, 2016, and a hearing was held in this 

matter on December 8, 2016. Duke Kentucky provided responses to a post-hearing 

request for information on December 22, 2016. Prior to the hearing, on December 6, 

2016, Duke Kentucky and the AG filed a Stipulation and Recommendation 

("Stipulation") intended to address all the issues raised in this proceeding. 

BACKGROUND 

Duke Kentucky proposes to install approximately 143,000 electric AMI meters, 

approximately 82,500 gas AMI modules for its combination customers, and 

approximately 20,500 gas AMR modules for its gas-only customers, at an estimated 

cost of $49 million .1 Duke Kentucky describes several issues with its current metering 

system which consists mainly of electromechanical meters. Duke Kentucky also has a 

small number of early generation smart meters that were deployed as part of a pilot 

Power Line Carrier ("PLC") system.2 However, due to the limited bandwidth on the PLC 

system, Duke Kentucky's existing smart meters are unable to obtain daily electric usage 

data.3 Duke Kentucky also discovered that its PLC meter system had limited ability to 

retrieve meter readings during circuit re-routing events such as substation maintenance, 

1 Application, 11 14 and 11 18. 

2 /d. at 6. 

3 /d. at 7. 
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outages, or seasonal switching situations, which often results in lost data, which would 

then require manual or estimated meter reads.4 Duke Kentucky's PLC system also 

lacks the ability to perform remote connections and disconnections.5 

Duke Kentucky states that it has approximately 65,000 meters located inside the 

customers' premises, and nearly 50,000 of those meters are electromechanical meters 

requiring a meter reader to enter the premises to obtain a manual reading. 6 Duke 

Kentucky states that the proposed AMI Project will alleviate the issues mentioned above 

and will also make more detailed usage information available to its customers. In 

addition, Duke Kentucky has been developing a suite of additional customer services 

that it would like to provide to its customers once the AMI Project is complete. Such 

services would allow customers to choose their bill due date, enroll in prepay metering, 

and provide outage notifications? Duke Kentucky asserts that with the new metering 

system, customers will benefit by having greater and more detailed access to their 

usage information.8 In addition, customers needing to start or stop service will no 

longer be requi red to schedule an appointment, and customers who are disconnected 

for non-payment will be able to have their service turned on nearly instantaneously, 

rather than having to wait for a Duke Kentucky technician .9 Duke Kentucky states that 

4 /d. at 7. 

5Jd. 

6 Direct Testimony of James P. Henning ("Henning Testimony") at 10- 11. 

7 /d . at 13-14. 

e Direct Testimony of Donald L. Schneider Jr. ("Schneider Testimony'') at 12. 

9 /d. 
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the new metering system will also seNe to reduce its outage restoration time as Duke 

Kentucky can ·'ping" individual meters after an outage event to determine if any have not 

had seNice reconnected .10 Duke Kentucky contends that customers will also eventually 

experience savings through Duke Kentucky's rates due to fewer daily and monthly truck 

rolls to perform disconnects and reconnects, and reduced meter reading expenses.11 

Duke Kentucky has selected ltron to provide its new metering system. 

STIPULATION 

The Stipulation filed on December 6, 2016, reflects the agreement of Duke 

Kentucky and the AG on all issues raised during this proceeding. The major provisions 

of the Stipulation are as follows: 

• Approval of Application. The parties agree that Duke Kentucky's 

application be approved as filed and described in its application and testimony, except 

as modified by the stipulation. 

• Regulatory Asset. The parties agree that Duke Kentucky should be 

authorized to establish a regulatory asset for the actual costs of the balance of the 

undepreciated value of the existing metering infrastructure upon retirement, including 

related inventory, as a result of the AMI Project. In its next base rate case, Duke 

Kentucky will propose an amortization period of 15 years for this regulatory asset, 

without carrying charges, for inclusion in the revenue requirement in Duke Kentucky's 

to /d . at 12- 13. 

11 /d . at 12. 
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electric base rates. Duke Kentucky reserves the right to request carrying costs if the 

Commission approves an amortization period that is greater than 15 years. 

• Cost Over-Runs. Duke Kentucky anticipates filing a base electric rate 

case no later than December 31 , 2019. Although Duke Kentucky does not anticipate 

any cost over-runs during the deployment of the AMI Project, in the event such cost 

over-runs occur at the time Duke Kentucky seeks recovery in that future rate case, 

Duke Kentucky commits that it will specifically identify any such cost over-runs on an 

itemized basis that is consistent with the itemization contained in the Direct Testimony 

of Donald S. Schneider, Jr. , Confidential Attachment DLS-4 ("DLS-4") in this 

proceeding. 

• Operational Benefits. In its next base electric rate case, Duke Kentucky 

agrees to make appropriate adjustments to its test period to reflect the actual costs and 

associated savings related to the AMI Project, including: 1) the projected deployment 

costs or actual costs if deployment is completed; 2) ongoing costs of operations~ 3) an 

adjustment to reflect the non-fuel-related portion of the Benefit Type: Increased 

Revenues reflected in DLS-4; 4) an adjustment to reflect the Operational Savings to 

date if a historical test year, and, if a forecasted test year, the forecasted Operational 

Savings that would be obtained during that test year; 12 and 5) a pro-forma adjustment to 

account for the projected ongoing Operational Savings as reflected in DLS-4, adjusted 

12 The specific Operational Savings categories to be included in the adjustment are set fonh in 
footnote 2 of the Stipulation. 

-5- Case No. 2016-00152 



to factor in any Operational Savings degradation that my accrue due to the 

establishment of an electric AMI opt-out tariff. 13 

• Natural Gas. Duke Kentucky does not currently have a natural gas rate 

case planned during the period when the AMI Project is being deployed. In order to 

provide an opportunity for its natural gas customers to timely receive the anticipated 

levels of Operational Savings attributed to the natural gas portion of the AMI Project and 

for Duke Kentucky to timely recover its deployment costs, the parties agree that Duke 

Kentucky will file , as a separate application for Commission review and consideration 

for approval, a proposal to establish a gas AMI/AMR deployment cost/benefit tracking 

mechanism. The tracking mechanism will be designed to enable, among other things: 

an opportunity for Duke Kentucky to timely recover its costs of deployment (i.e. , 

incremental operation and maintenance ["O&M'1 , return, depreciation , amortization of 

regulatory assets, and property taxes net of the O&M savings) for the natural gas 

portion of the AMI Project; the deferral of natural gas metering infrastructure of the 

regulatory asset established in this proceeding; and will factor in the appropriate level of 

ongoing Operational Savings attributed to reductions in meter reading and other O&M 

expense that is allocable to natural gas metering operations and attributable to the AMI 

Project as indicated in DLS-4. The gas tracking mechanism will continue with annual 

adjustments and true-ups until Duke Kentucky's next natural gas base rate case. The 

initial application will include deployment costs and any Operational Savings incurred to 

13 The Stipulation states that the pro-forma adjustment for the projected Operational Savings 
calculation will be in the form of a levelized net present value calculated usmg the 7.05 percent as 
presented in DLS-4 for th e projected future Operation Savings wh ich will be factored into Duke 
Kentucky's ongoing revenue requirement. 
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date and a projection for the remainder of calendar year 2017 and calendar year 2018. 

Subsequent annual applications will true-up the actual costs from the previous year and 

adjust for recovery of the remainder of costs incurred during the year. The tracking 

mechanism will cease on the day that new gas base rates, which will include the gas 

AMI costs and Operational Savings, becomes effective. 

• Customer Opt-Out Program. Duke Kentucky agrees to implement an 

Electric AMI Opt-Out Program Tariff for residential customers to be effective at the time 

of initial AMI Project deployment. The Advanced Meter Opt-Out (AMO) - Residential 

Tariff ("Rider AMO") includes a one-time initial set-up fee of $100 and a $25 per month 

ongoing charge for manual meter reading. Customers who notify Duke Kentucky before 

an AMI meter is installed on their premise will not incur the $100 initial set up fee but will 

be subject to the $25 monthly charge. 

• Residential Peak Time Rebate Pilot and Mandatory Residential Demand-

Based Charges. No later than six months from completion of the AMI Project, Duke 

Kentucky agrees to file a pilot Peak-Time Rebate voluntary pilot tariff for up to 1,000 

customers to have the opportunity to earn rebates by reducing usage during peak event 

periods. Duke Kentucky commits not to implement mandatory residential demand

based charges for at least six years unless otherwise ordered by the Commission or 

law. 

• Customer Data. Duke Kentucky commits to allow its customers to have 

access to their own usage information through its web portal as part of the AMI Project. 

Duke Kentucky also agrees to provide non-customer specific usage data in aggregate 
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form to governmental and educational agencies, provided the information is solely for 

educational or research purposes. 

• Annual and Semi-Annual Reporting. Duke Kentucky agrees that during 

deployment of its new metering infrastructure and for three years following completion 

of deployment, it will provide annual reporting to the AG and the Commission regarding 

the development of products and services designed to engage its customers around 

their energy consumption . 

• Reconnection Charges. Duke Kentucky agrees that in its next electric 

base rate proceeding, it will revise its reconnection charges to reflect the then-current 

actual costs of performing a reconnection. 

• Future Smart Grid Investments. Duke Kentucky agrees that in any future 

applications for major AMR or AMI meter investments, distribution grid investments for 

distribution automation, or "SCADA or volt/var resources" that require a CPCN, it will 

include a detailed cost-benefit analysis similar to what was submitted in this case. 

DISCUSSION 

The Commission's standard of review of a request for a CPCN is well settled . No 

utility may construct or acquire any facility to be used in providing utility service to the 

public until it has obtained a CPCN from this Commission except as provic;led for in KRS 

278.020(1) and (2) and 807 KAR 5:001 , Section 15(3). Based on the cost and nature of 

the project proposed by Duke Kentucky, the Commission finds that the exceptions are 
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not applicable and, thus, a CPCN is required.14 To obtain a CPCN, the utility must 

demonstrate a need for such facilities and an absence of wasteful duplication .15 

"Need" requires: 

[A] showing of a substantial inadequacy of existing service, 
involving a consumer market sufficiently large to make it 
economically feasible for the new system or facility to be 
constructed or operated. 

[T]he inadequacy must be due either to a substantial 
deficiency of service facilities, beyond what could be 
supplied by normal improvements in the ordinary course of 
business; or to indifference, poor management or disregard 
of the rights of consumers, persisting over such a period of 
time as to establish an inability or unwillingness to render 
adequate service.16 

"Wasteful duplication" is defined as "an excess of capacity over need" and "an 

excessive investment in relation to productivity or efficiency, and an unnecessary 

multiplicity of physical properties."17 To demonstrate that a proposed facility does not 

result in wastefu l duplication, we have held that the applicant must demonstrate that a 

thorough review of all reasonable alternatives has been performed.18 Selection of a 

proposal that ultimately costs more than an alternative does not necessarily result in 

14 KR S 278.020(1}. 

15 Kentucky Utilities Co. v. Pub. Serv. Comm'n, 252 S.W.2d 885 (Ky. 1952}. 

16 ld. at 890. 

17 ld. 

18 Case No. 2005-00142, Joint Application of Louisville Gas and Electric Company and Kentucky 
Utilities Company for a Certificate of Public Convenience and Necessity for the Constructwn of 
Transmission Facilities in Jefferson, Bullitt, Meade, and Hardin Counties, Kentucky (Ky. PSC Sept. 8, 
2005). 
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wasteful duplication.19 All relevant factors must be balanced.20 The statutory touchstone 

for ratemaking in Kentucky is the requirement that rates set by the Commission must be 

fair, just and reasonable.21 

Duke Kentucky's Application 

Having reviewed the record and being otherwise sufficiently advised, the 

Commission finds that Duke Kentucky has established a need to upgrade its metering 

system in order to enhance its ability to serve its customers by providing them with 

innovative programs and services to have greater access to data and better control over 

their energy consumption as well as to improve the reliability of Duke Kentucky's 

distribution system. We note that electro-mechanical meters are no longer being 

manufactured, and Duke Kentucky's current AMI meters are limited in its capabilities 

with respect to data collection and communication. In addition , we note that Duke 

Kentucky currently has 64,883 meters that are located inside its customers' premises.22 

Of these interior meters, nearly 50,000 are standard electro-mechanical meters, which 

require manual reading.23 The proposed AMI Project wil l eliminate the costs and 

resources associated with Duke Kentucky having to enter these customers' homes on a 

19 See Kentucky Utilities Co. v. Pub. Serv. Comm'n, 390 S.W.2d 168, 175 (Ky. 1965). See also 
Case No. 2005-00089, Application of East Kentucky Power Cooperative, Inc. for a Certificate of Public 
Convenience and Necessity for the Construction of a 138 kV Electric Transmission Line in Rowan 
County, Kentucky (Ky. PSC Aug. 19, 2005), final Order. 

2° Case No. 2005-00089, East Kentucky Power Cooperative, Inc. (Ky. PSC Aug. 19, 2005) . final 
Order at 6. 

21 KR S 278.190(3) . 

22 Henning Testimony at 1 0- 11. 

23 1d. 
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monthly basis to conduct a meter reading.24 In addition, the AMI Project wil l improve 

Duke Kentucky employee safety.25 

The Commission further finds that the benefits from the proposed AMI Project 

outweigh the cost. Duke Kentucky performed a cost-benefit analysis, which showed 

that the proposed AMI Project would result in a net benefit of $7,418,653, on a net 

present value basis over a 17-year study period.26 The main benefits identified and 

quantified by Duke Kentucky are the elimination of monthly and off-cycle manual meter 

reads, the elimination of truck rolls due to the ability to conduct electric disconnects and 

reconnects remotely, enhanced theft detection, reduction of meter installation errors, 

reduction of underperforming meters, and the availability of interval usage data that can 

empower customers to better understand their energy usage and save energy. 27 

Duke Kentucky's application also requests a nine-year depreciable life for its gas 

modules. In support of the nine-year life, Duke Kentucky stated that "[t]his shorter 

depreciable life for the gas modules is driven by the operational efficiency created by 

aligning the replacement of the gas module with the nine-to-ten year 

replacement/testing schedule of the residential natural gas meters in accordance with 

Commission regulations."28 29 Information provided in Duke Kentucky's Application from 

24 Henning Testimony at 11 . 

25 fd. 

26 Schneider Testimony, Exhibit DLS-4. 

27 Schneider Testimony at 26. 

2a Application. 11 23. 

29 807 KAR 5:022, Section 8 requires that gas meters be tested every ten years. 
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ltron, the gas module manufacturer, shows that the battery life of the modules can 

range from 13-20 years.3° Furthermore, ltron information included in the Application 

specifically states that the expected battery life is 18 to 20 years for one scheduled 

transmission per day and 15 to 17 years for two scheduled transmissions per day.31 

The Commission is not convinced that a shorter, nine-year depreciable life is 

appropriate given that it is well below the shortest life estimate provided by the 

manufacturer. Therefore, the Commission finds that Duke Kentucky should use a 15-

year depreciable life for its gas modules. When questioned about the useful life of the 

gas modules at the December 8, 2016 hearing, Duke Kentucky stated that it would be 

agreeable to a 15-year life if it were granted a deviation from 807 KAR 5:022, Section 

8(5), to allow meter testing every 15 years rather than every ten years, as required by 

the regulation . However, Duke Kentucky has not provided sufficient information in 

compliance with KRS 278.21 0(4) to demonstrate through sample testing that no 

statistically significant number of its residential gas meters over-reg ister. Thus, the 

Commission is unable to grant the requested deviation. As previously stated, Duke 

Kentucky currently replaces/tests its residential natural gas meters on a nine-to-ten year 

cycle. Given the information provided in the Application, the Commission believes it is 

likely that the gas modules will last through two replacement/testing cycles. 

Duke Kentucky's application also requests, among other things, a deviation from 

807 KAR 5:006, Section 7(5}(b), and 807 KAR 5:006, Section 14. 807 KAR 5:006, 

30 Application, Exhibit 4, at 7 of 8. 

3• /d .. at 3 of 8. 
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Section 7(5)(b), requires each customer-read meter to be read manually at least once 

during a calendar year. Duke Kentucky asserts that "[t]o the extent this regulation could 

be interpreted as requiring Duke Energy Kentucky to manually read a meter at least 

once a year, the Company respectfully requests a waiver of such a requirement. "32 

Duke Kentucky further asserts that requiring the proposed new meters to be manually 

read every year would reduce one of the primary benefits of the AMI Project of being 

able to remotely read meters on a monthly basis. The Commission finds that the annual 

meter reading requirement under 807 KAR 5:006, Section 7(5)(b), applies only to 

customer-read meters. Because the proposed meters under the AMI Project are 

capable of being read remotely and do not fall within the class of meters that are 

customer read, the Commission finds that 807 KAR 5:006, Section 7(5)(b) , would not 

apply to the proposed AMI Project and, thus, a waiver is not necessary. 

With respect to 807 KAR 5:006, Section 14(3), which requires an electric utility to 

inspect the condition of its meter before making service connections to a new customer 

so that prior or fraudulent use of the meter shall not be attributed to the new customer, 

Duke Kentucky maintains that advanced theft detection and remote connection and 

disconnection provided by the new meters would allow Duke Kentucky to know if energy 

continues to flow through the meter after a customer has requested to be 

disconnected.33 This would allow Duke Kentucky to fully investigate the theft and 

address it prior to a new customer's taking service at that location, ensuring that the 

32 Application 49. 

33 Schne1der Testimony at 17 
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new customer will not be adversely affected by the consumption or fraudulent acts of a 

prior customer.34 The Commission finds that Duke Kentucky has established good 

cause to allow it a deviation from the inspection requirements of 807 KAR 5:006, 

Section 14(3). 

Stipulation 

The Commission finds that, with the exception of the Gas Cost/Benefit Tracker 

provision, the Stipulation entered into between Duke Kentucky and the AG is 

reasonable and should be approved. Duke Kentucky's application as filed did not 

request a Gas Cost/Benefit Tracker provision. However, as part of the stipulation, Duke 

Kentucky commits to submitting an appl ication , with in six months from the date of the 

Commission's decision approving the instant application, to establish a tracking 

mechanism designed to enable Duke Kentucky to timely recover the deployment costs 

related to the gas portion of the AMI Project, the deferral of natural gas metering 

infrastructure included in the regulatory asset established in th is proceeding, and take 

into account the appropriate level of ongoing Operational Savings attributed to 

reductions in meter reading and other O&M expense that is allocable to natural gas 

metering operations and attributable to the AMI Project as indicated in DLS-4. 

In reviewing the cost-benefit analysis performed by Duke Kentucky, the 

Commission finds that there will be large upfront capital costs in years one through 

three for the of the natural gas portion of the AMI Project, and the net benefits will not 

be achieved until year four. For these reasons, the Commission is not convinced that a 

34 /d. 
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gas tracking mechanism is in the best interest of Duke Kentucky's ratepayers. Thus, we 

find that the commitment by Duke Kentucky to request immediate implementation of a 

tracking mechanism to be unreasonable and should be rejected. Consistent with the 

recovery and recognition of the costs and benefits of the electric metering infrastructure 

related portion of the AMI Project in Duke Kentucky's next electric base rate case, Duke 

Kentucky should include all of the costs and benefits associated with the gas metering 

infrastructure portion of the AMI Project in its next gas base rate case. 

Pi lot Peak Time Rebate Tariff 

The Commission recognizes that the Stipulation contains a provision requiring 

Duke Kentucky to file a separate application for a Pilot Peak Time Rebate tariff as part 

of a future Demand-Side Management ("DSM") filing. The Commission gives notice 

that the merits of the Pilot Peak Time Rebate tariff will be reviewed at the time it is filed. 

As the Commission stated in a recent order in a Duke Kentucky DSM case,35 we are 

concerned about the increasing number of utility DSM programs and the associated 

increase in costs to ratepayers, particularly as the costs of the programs are borne by 

all customers in a rate class and are not limited to the participants in the DSM 

programs. Therefore, the Commission will apply greater scrutiny in its review of all 

future DSM filings, with a particular emphasis on reviewing the costs, benefits, and rate 

impact of each program and measure. 

35 Case No. 2016-00289, Electronic Application of Duke Energy Kentucky, Inc. to Amend Its 
Demand Side Management Programs (Ky. PSC Jan. 24, 2017) . 
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Depreciation of Existing Meters 

At the December 8, 2016 hearing in this matter, Duke Kentucky stated that after 

receiving a final Order approving its AMI Project, and an additional internal approval, it 

would stop recording depreciation on the meters being replaced due to accounting rules 

governing the impairment of assets.36 The Commission finds that a meter sti ll being 

used to obtain a customer's usage information could not be considered to be impaired, 

because it is still used and useful. Furthermore, the Commission has approved a 

number of meter replacement projects and is unaware of any other jurisdictional utility 

that has been required to cease depreciating their meters upon the granting of a CPCN 

for such project and prior to the existing meters' being replaced by a new AMI meter. 

Therefore, the Commission finds that Duke Kentucky should continue to depreciate its 

meters until they are removed from service. Furthermore, the Commission finds that 

Duke Kentucky should make all reasonable efforts to mitigate the amount of the 

regulatory asset due to the stranded meter costs. 

IT IS THEREFORE ORDERED that: 

1. The Stipulation attached hereto as the Appendix is conditionally approved 

and Duke Kentucky is conditionally granted a CPCN to install AMI infrastructure for its 

electric and combination customers and AMR infrastructure for its gas-only customers 

subject to Duke Kentucky and the AG jointly or individually fi ling within seven days of 

the date of this Order a statement accepting the Commission's modifications to the 

Stipulation as set forth in Ordering Paragraphs 2, 3, and 4 below. 

36 December 8, 2016 Heanng Video at 11 :06. 
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2. Duke Kentucky shall use a 15-year depreciable life for its gas modules. 

3. Duke Kentucky is not authorized to file a Gas CosVBenefit Tracker 

mechanism prior to filing its next gas base gas base rate case. 

4. Any request for cost recovery of the gas-related infrastructure approved in 

this case shall be included by Duke Kentucky in its next gas base rate case. 

5. Duke Kentucky's request to deviate from 807 KAR 5:006, Section 7(5)(b) , 

is denied as unnecessary. 

6. Duke Kentucky's request to deviate from 807 KAR 5:006, Section 14(3), 

as it relates to Duke Kentucky's proposed AMI Project is granted. 

7. Within 20 days of the date of this Order, Duke Kentucky shall file with this 

Commission, using the Commission's electronic Tariff Filing System, its Electric AMI 

Opt-Out Tariff Rider AMO, setting out the rates approved herein and reflecting that they 

were approved pursuant to this Order. 

ATTEST: 

~,£~,~ 

By the Commission 

ENT ERED 

MAY 2 5 2017 
I<ENTUCKY PUBLIC 

SERVICE COMMISSION 

Case No. 2016-00152 
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APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2016-00152 



In the Matter of: 

COMMONWEALTH OF KENTUCKY 
BEFORE THE 

KENTUCKY PUBLIC SERVICE COMMISSION 

The Application of Duke Energy Kentucky, ) 
Inc., for ( 1) a Certificate of Public ) 
Convenience and Necessity Authorizing ) 
the Construction of an Advanced Metering ) Case No. 2016-00152 
Infrastructure; (2) Request for Accounting ) 
Treabnent; and (3) All Other Necessary ) 
Waivers, Approvals, and Relief. ) 

STIPULATION AND RECOMMENDATION 

On or about Apri125, 2016 Duke Energy Kentucky, Inc., (Duke Energy Kentucky 

or the Company) filed its application with the Kentucky Public Service Commission 

(Commission), pursuant to KRS 278.020, and 807 KAR 5:001 , Sections 14 and 15, for 

Certificate of Public Convenience and Necessity (CPCN) for approval to replace and 

upgrade its existing metering infrastructure by constructing and installing a more 

advanced system of digital technologies including Advanced Metering Infrastructure 

(AMI) for its electric and combination electric and natural gas operations and an 

Automated Meter Reading (AMR) infrastructure for its gas only operations (Metering 

Upgrade). The Company also requested establishment of equipment depreciation rates 

for the new metering equipment (15 years for electric AMI meters, and 9 years for gas 

modules) and approval of the creation of a regulatory asset related to the retirement of 

existing electric metering equipment, associated inventories and any waivers, approval, 

and relief necessary to implement the Metering Upgrade and achieve the anticipated 



functionality. On or about May 10,2016, the Attorney General of the Commonwealth of 

Kentucky (Attorney General) filed its motion to intervene, which was subsequently 

granted by the Commission. 

The Attorney General and the Commission Staff have engaged in substantial 

investigation of the Company's Application by issuing numerous information requests to 

which the Company has responded. 

Duke Energy Kentucky and the Attorney General· (the Parties), representing 

diverse interests and viewpoints, have reached a complete settlement of all the issues 

raised in this proceeding and have executed this Stipulation and Recommendation 

(Stipulation) for purposes of submitting their agreement to the Commission for 

consideration and approval. It is the intent and purpose of the Parties to express their 

agreement to a mutually satisfactory resolution of all issues in the instant proceeding. 

The Parties understand that this Stipulation is not binding upon the Commission, 

but believe it is entitled to careful consideration by the Commission. The Parties agree 

that this Stipulation, viewed in its entirety, constitutes a reasonable resolution of all issues 

in this proceeding. 

The Parties request that the Commission issue an Order approving this Stipulation 

in its entirety pursuant to KRS 278.020, and 807 KAR 5:001 , Sections 14 and 15, 

including granting of the Company's Application as requested and as further modified 

below. The request is based upon the belief that the Parties' participation in settlement 

negotiations and the materials on file with the Commission adequately support this 

Stipulation. Adoption of this Stipulation will eliminate the need for the Commission and 

the Parties to expend significant resources in litigation of this proceeding and will 
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eliminate the possibility of, and any need for, rehearing or appeals of the Commission's 

final order herein. 

NOW, THEREFORE, for and in consideration of the mutual premises set forth 

above and the agreements set forth herein, the Parties agree as follows: 

1. Approval of Application. Duke Energy Kentucky 's Application shall be 

approved as filed and described in Company's Application and Supporting Testimony, 

except as modified below. 

2. Rgulatory Asset. The Parties agree that Duke Energy Kentucky shall 

establish a regulatory asset for the actual costs of the balance of the undcpreciatcd value 

of the existing metering infrastructure upon retirement, including related inventory, as a 

result of the Metering Upgrade. The Parties agree that in its next base rate case, Duke 

Energy Kentucky shall propose an amortization period of fifteen years, for this regulatory 

asset, without carrying charges, for inclusion in the revenue requirement in the 

Company' s electric base rates. Duke Energy Kentucky reserves the right to request 

carrying costs if the Commission approves an amortization period that is greater than 

fifteen years for this asset. 

3. Cost Over-runs. 

a. The Parties recognize that Duke Energy Kentucky anticipates 

filing a base electric rate case no later than Decembe.r 31, 2019. Although Duke Energy 

Kentucky does not anticipate any cost-over runs during the Metering Upgrade 

deployment, in the event such cost-over runs occur, at the time the Company seeks 

recovery in that future rate case, Duke Energy Kentucky commits that it will specifically 

identify any such cost-over nms on an itemized basis that is consistent with the 
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itemization contained in Confidential Attachment DLS-4 in this proceeding. Duke 

Energy Kentucky shall include in its direct testimony an explanation of any such cost 

over-runs. Duke Energy Kentucky shall bear the burden of proof for prudency of the 

recovery of any such overruns. The Parties and the Commission maintain all rights to 

either support or oppose the prudency of any cost over-runs. 

b. Duke Energy Kentucky commits that there will be no degradation 

of the AMI capabilities and operational benefits described in its direct testimony in the 

event of any cost over-run. 

c. Duke Energy Kentucky commits to look for opportunities for 

additional efficiencies and cost savings through the Metering Upgrade Deployment. The 

Company shall report on its efforts as part of the six month Metering Upgrade 

Deployment reporting described in section 8 below. 

4. Operational Benefits. 

a. Eledric. The Parties agree that in its next base electric rate case, 

estimated to be filed before December 31, 2019, Duke Energy Kentucky shall make 

appropriate adjustments to its rate case test period to reflect: I) the projected deployment 

costs1
; 2) ongoing costs of operations; 3) an adjustment to reflect the non-fuel-related 

portion of the Benefit Type: Increased Revenues reflected in Confidential Exhibit DLS-4; 

4) an adjustment to reflect the Operational Savings2 to date if a historic test year, and, if a 

forecasted test year, the forecasted Operational Savings that would be obtained during 

that test year; and 5) a pro-forma adjustment to account for the projected ongoing 

1 Or actual costs if deployment is completed. 
1 The tenn "Operational Savings" is defined as the Benefit Types listed in Confidential Exhibit DLS-4 of 
Expense Reduction; and the Avoided Costs-{ operations and maintenance] O&M savings descriptions 
associated with: i) Avoided restoration costs-OK on arrival; ii) Avoided restoration costs-major stonns; iii) 
Associated with maintenance ofTWACS; iv) Associated with Operations ofTWACS; and v) 
Miscellaneous O&M. 

4 



Operational Savings as reflected in Confidential Exhibit DLS-4, adjusted to factor in any 

Operational Savings degradation that may accrue due to the establishment of an electric 

AMI opt-out tariff as described below. The pro-forma adjustment for the projected 

Operational Savings calculations shall be in the form of a levelized net present value 

calculated using the 7.05% as presented in Confidential Exhibit DLS-4 for the projected 

future Operational Savings which will be factored into the Company's ongoing revenue 

requirement. 

b. Gas. The Parties acknowledge that Duke Energy Kentucky does 

not currently have a natural gas rate case planned during the scope of the Metering 

Upgrade deployment. In order to provide an opportunity for its natural gas customers to 

timely receive the anticipated levels of Operational Savings attributed to the natural gas 

portion of the Metering Upgrade proposal and for the Company to timely recover its 

deployment costs, the Parties agree that Duke Energy Kentucky will file , as a separate 

application for Commission review and consideration for approval, a proposal to 

establish a gas AMIJAMR deployment cost/benefit tracking mechanism. This separate 

application shall be filed within six months of the Commission approving the Company' s 

CPCN application in this proceeding. The tracking mechanism will be designed to 

enable, among other things, an opportunity for the Company to timely recover its costs of 

deployment (i.e., incremental O&M, return, depreciation. amortization of regulatory 

assets, and property taxes, net of the O&M savings) for the natural gas portion of the 

Metering Upgrade, the deferral of natural gas metering infrastructure of the regulatory 

asset established in this proceeding and will factor in the appropriate level of ongoing 

Operational Savings attributed to reductions in meter reacting and other O&M expense 
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that is allocable to natural gas metering operations and attributable to the Metering 

Upgrade as indicated in Confidential Attachment DLS-4. The gas tracking mechanism, 

which shall be modeled after the Company's Accelerated Service Line Replacement 

Rider (Rider ASRP), shall continue with annual adjustments and true-ups until the 

Company's next natural gas base rate case. The initial application shall include 

deployment costs and any Operational Savings incurred to date and a projection for the 

remainder of calendar year 2017 and calendar year 2018. Subsequent annual applications 

will true-up the actual costs from the previous year and adjust for recovery of the 

remainder of costs incurred during the year. The Gas AMI rider will cease on the day that 

new base rates, which will include the gas AMl costs and Operational Savings, will be 

effective. The Company will propose a smooth transition so as to ensure that costs will 

not be double recovered and Operational Savings credited are not double counted. The 

Attorney General agrees that it will support the establishment of the rider mechanism as 

contemplated in this Stipulation, but reserves the right to support or oppose other aspects 

of the filing that are yet to be established, such as rate design, return, etc. 

5. Customer Opt .. Out Program. The Parties agree that Duke Energy 

Kentucky shall implement an Electric AMI Opt-Out Program Tariff for residential 

customers to be effective at the time of initial AMl deployment. The Opt-Out Program 

Tariff, included as Appendix A to this Stipulation, includes recovery of fixed and 

ongoing costs of providing residential customers a voluntary Electric AMI Opt-Out 

Program. The costs that will initially be established under the rider are as follows: 

a. A one-time initial set-up fee of$100; and 

b. $25.00 per month ongoing charge for manual meter reading. 
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To assure customers have multiple opportunities to become aware of the Metering 

Upgrade project and installation of an AMI meter, Duke Energy Kentucky will include a 

bill insert for all electric customers notifying them of the Metering Upgrade program and 

the installation of an AMI meter within the next 18 months. Secondly, this will be 

followed up with a direct mail postcard via United States Postal Service to the billing 

address notifying the customer of the Metering Upgrade program and the installation of 

an AMI meter starting in the following two weeks period. Each of these written 

notifications will include Company contact infonnation regarding the Metering Upgrade 

and Opt-Out Program. And thirdly, on the day of the meter installation, the meter 

installation technician will attempt to make personal notification to customer if they are 

on site. 

Subject to Commission approval of this Opt-Out Program, and during the 

Metering Upgrade project deployment phase, if prior to the installation of an AMI meter 

at a customer' s premise, any existing residential electric customer elects to participate in 

the Opt-Out Program, Duke Energy Kentucky will not charge the one-time set-up fee, if 

the residential electric customer notifies the Company of such election before an AMI 

meter is installed under this Metering Upgrade. However, those residential customers 

electing to participate in th~ Residential Opt-Out Program will still be subject to the 

$25.00 per month ongoing charge. Following deployment completion, any residential 

customer who elects to participate in the Opt-Out Program will be assessed the one-time 

S 100 set-up fee in addition to the ongoing monthly charge. 

Any costs that are not fully recovered by the Opt-Out Program Tariff for 

providing the ongoing Opt-Out Program shall be eligible for recovery in Duke Energy 
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Kentucky's base rates. The Company reserves the right to update the Opt-Out Program 

Tariff in future electric base rate proceedings if levels of participation change or if 

actual costs differ from the estimated costs caused by customers electing the Opt-Out. 

Duke Energy Kentucky shall have the burden of proof for recove.ry of these costs and 

will support such costs with a detailed and itemized schedule. 

The Parties acknowledge that the provision of an Opt-Out Program was not 

included in the Company's application and thus is not reflected in the Company's cost

benefit analysis or deployment costs. The incremental non-recurring O&M costs for the 

information technology solution required to enable this Opt-Out Program is estimated to 

be an additional $140,000. The Parties agree that Duke Energy Kentucky should be 

permitted to defer these costs for future base rate recovery. The accounting for this 

deferral would be to create a Regulatory Asset Account 182.3 and to credit the relevant 

O&M expenses to be deferred. 

The Parties further acknowledge that the creation of the Opt-out Program will 

have an impact on the Company 's cost benefit analysis and the benefits projected. The 

Parties agree that such incremental costs shall not be considered as cost-over runs and 

that any savings that cannot be achieved as a result of the Opt-Out Program 

implementation shall be factored into any base rate case pro-forma adjustments discussed 

above. 

Additionally, the Company shall have the right to refuse or to terminate a 

customer's participation in the Residential Opt-Out Program in either of the following 

circumstances: 
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a. If providing such a service creates a safety hazard to consumers, their 

premises, the public or the electric utility's personnel or facilities; or 

b. If a customer does not allow the electric utility's employees or agents 

access to the meter at the customer' s premises for maintenance, 

connection/disconnection, or regular meter-reading. 

6. Residential Peak Time Rebate Pilot and Mandatory Residential 

DeQ!and-Bued Charges. 

a. No later than six months from completion of the Metering Upgrade 

Deployment, Duke Energy Kentucky commits to design and propose for Commission 

review and approval, a Residential Peak-Time Rebate Voluntary Pilot (PTR Pilot). The 

intent of the PTR Pilot will be to collect the information from voluntary participants 

needed to properly evaluate the potential addition of a Peak-Time Rebate program that 

could be made available to all eligible residential customers. The PTR design to be tested 

will provide an after-the-fact bill credit to participating residential customers who, after 

advance notice by the Company, are able to actually lower their energy consumption 

from that of a defined consumption baseline in response to, and during, defined pricing 

"events" throughout the year. The yet-to-be determined bill credit will be designed on a 

cents per kWh basis. Participating customers who do not lower their consumption during 

those periods will not earn the rebate credit. 

So to avoid any negative earnings impacts to Duke Energy Kentucky during the 

PTR Pilot period, the PTR Pilot shall be designed and approved as a complementary 

program to the Company' s existing energy efficiency and demand response portfolio of 

programs and shall be vetted through Duke Energy Kentucky's Residential Demand Side 
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Management (DSM) Collaborative process, of which the Attorney General is a member. 

Upon Collaborative approval, the PTR Pilot will be filed for Commission review and 

approval as part of one of the Company's annual DSM portfolio filings. Should the 

expiration of the six months from completion of the Metering Upgrade deployment not 

coincide in such a way that the Company can include the PTR Pilot as part of its annual 

DSM portfolio update filing currently made on or about August 15th, arulUally, the 

Company shall file for approval of the PTR Pilot as a separate application. 

Upon Commission approval, the incremental costs of developing, and operating 

the PTR Pilot, as weJI as any lost fixed revenues, shall be recoverable through Duke 

Energy Kentucky's annual Rider DSM adjustments so as to prevent any possible erosion 

of the Company's lost fixed revenues. The PTR Pilot shall be excluded from the shared 

savings incentive mechanism calculation computed in the annual Rider DSM. 

The initial PTR Pilot shall be conducted for a two-year period and will be limited 

to the first one thousand ( 1 ,000) eligible residential customers that enroll in th.e program 

for the opportunity to earn rebates by reducing usage during event periods. The PTR 

Pilot design phase shall also include a recommended marketing plan with annual caps on 

spending that will be presented to the DSM Collaborative. Duke Energy Kentucky shall 

market the program to all eligible residential customers for the duration of the program 

pilot until it is fuHy subscribed. Eligibility terms and conditions for the pilot will be 

determined during the pilot design phase. As part of the registration/application process 

for interested residential customers, the Company will include a self-identification that 

indicates whether a participating customer has a programmable thermostat. At the 

conclusion ofthe two-year pilot period, enrollment will be closed at the existing level and 
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no new customers will added so that Duke Energy Kentucky can have an independent 

evaluation, measurement and verification (EM& V) study perfonned to determine the 

cost-effectiveness and participation results of the PTR Pilot. 

Prior to the PTR pilot commencing, the independent third party EM& V evaluator 

selected shall provide a detailed presentation to Duke Energy Kentucky' s DSM 

Collaborative on the topics ofthe EM&V protocols and methodologies to be used as well 

as feedback related to the pilot design. After completion of the pilot, the evaluator will 

review the pilot results with the DSM Collaborative. In addition to these formal 

recommendations, the EM&V report will discuss, among other things, the following 

questions: 

o Did the chosen bill credit motivate behavior change? 
o Were customers properly identified for the bill credit and paid 

accordingly? 
o Was the marketing campaign successful? 
o Were customers effectively educated and motivated to use the program? 
o Did event notifications reach the customer such that they could effe-ctively 

respond to the event? 
o What reasonable enhancements, if any, could be made cost effectively to 

continue the PTR Program? 

Duke Energy Kentucky shall submit the results of the EM&V study to the 

Commission along with recommendations regarding the continuation of the PTR 

program, the cost effectiveness of the PTR, whether the PTR program participation 

limitation should be expanded to additional eligible residential customers and small 

commercial tariffs , whether any reasonable enhancements that should be made to the 

program for such expansion and cost-effectiveness, or whether it should simply be 

terminated. 
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b. Duke Energy Kentucky commits that, unless ordered by the Commission 

or otherwise required by Jaw, it will not implement a mandatory default residential charge 

based upon monthly kilowatt demand for at least six years following Commission 

approval of this Stipulation and Recommendation. This commitment does not foreclose 

.the Company from seeking approval of any voluntary demand-based rates. 

7. Customer Data. Duke Energy Kentucky commits to allow its customers 

to have access to their own usage infonnation as part of the Metering Upgrade through 

the Company' s web portal. Customers with AMI devices will have access to interval 

usage data that the customer will be able to download at regular intervals, which the 

customer is free to provide to third parties at the customer's discretion. Additionally, 

Duke Energy Kentucky agrees that at its sole discretion, such discretion not to be 

unreasonably withheld, it will provide non-customer specific usage data in aggregate 

form and within reasonable parameters in terms of frequency and format, upon request, to 

governmental and educational agencies provided such information is solely for 

educational or research purposes. Duke Energy Kentucky commits to continue 

developing additional products and to engage customers around their energy 

consumption. 

8. Annual and Semi-Annual Reporting: During deployment, and for three 

years follo\ving completion of deployment, Duke Energy Kentucky agrees to provide 

annual reporting to the Attorney General and the Commission regarding the development 

and implementation of products and services designed to engage Duke Energy 

Kentucky' s customers around energy consumption. This annual reporting shall include, 

but is not limited to, the development of Company portal enhancements, flexible billing 
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programs, and other payment programs. The Company commits to making a monthly 

usage alert program as described on page 10 of Company witness Weintraub 's testimony 

in this Case as soon as practicable following completion of deployment. . 

During deployment and continuing for one year from completion of deployment, 

Duke Energy Kentucky agrees to provide periodic reporting in six month increments 

regarding the progress of deployment. Th.is semi-annual reporting shall identify the costs 

incurred during deployment and as contained in and compared to the projected cost 

benefit analysis submitted in this case. Duke Energy Kentucky shall also report on 

various non-financial metrics of benefits that have been achieved during deployment, 

with context given in tenns of percentages of totals, including: 

o Number of electric meters installed; 

o Number of gas modules installed; 

o Number of grid routers installed; 

o Number of meter reading routes; 

o Failure rate of electric meters; 

o Remote routine electric and gas meter reads; 

o Remote electric meter disconnection (non-pay); 

o Remote connection (non-pay); and 

o Remote Read-in/Read-out 

The annual and semi-annual reporting described above shall be filed in written form in 

this case as part of the post case correspondence. 

9. Utility Reconnection Charges. Duke Energy Kentucky agrees that in its 

next base rate proceeding(s), the Company will include a revision to its reconnection 
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charges to reflect the then-current actual costs, reflecting the availability of the remote 

disconnection and reconnection technology for electric customers who have advanced 

meters and have not opted-out. 

10. Future Smart Grid Investments. Consistent with the Commission's 

April 13, 2006 Order in Case No. 2012-00428, Duke Energy Kentucky commits that for 

any future "major AMR or AMI meter investments, distribution grid investments for 

DA'' [Distribution Automation] or "SCADA or volt/var resources" that require a CPCN, 

the Company will include a detailed cost-benefit analysis similar to what was submitted 

in this case? 

II . CommiJsion ApproyaL The Parties to this Stipulation shall act in good 

faith and use their best efforts to recommend to the Commission that this Stipulation be 

accepted and approved. Each Party hereto waives all cross-examination of the witnesses 

of the other Party hereto except in support of the Stipulation or unless the Commission 

fails to adopt this Stipulation in its entirety. Each Party further stipulates and 

recommends that the Application, Exhibits, direct testimony, rebuttal testimony, 

pleadings and responses to data requests filed in this proceeding be admitted into the 

record. The Parties further agree and intend to support the reasonableness of this 

Stipulation before the Commission and to cause their counsel to do the same in this 

proceeding and in any appeal from the Commission's adoption and/or enforcement ofthis 

Stipulation. If the Commission issues an order adopting this Stipulation in its entirety, 

each of the Parties hereto agrees that it shall file neither an application for rehearing with 

'See In the Matter ofCoiiSideration of the lmplemenlation of Smart Grid and Smart Meter Technologies, 
CaseNo. 2012-00428(Ky.PSCAprill3,2016)at 11 and30. 
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the Commission, nor an appeal to the Franklin County Circuit Court with respect to such 

order. 

12. Effect ofNon-Aoproval. If the Commission does not accept and approve 

this Stipulation in its entirety or imposes any additional conditions or requirements upon 

the signatory Parties, then: 

a. Either Party may elect, in writing docketed in this proceeding, 

within ten days of such Commission Order, that this Stipulation shall be void and 

withdrawn by the Parties hereto from further consideration by the Commission and none 

of the Parties shall be bound by any of the provisions herein; 

b. Each Party shall have the right, within twenty days of the 

Commission' s order, to ftle an application for rehearing, including a notice of termination 

of and withdrawal from the Stipulation; and 

c. In the event of such termination and withdrawal of the Stipulation, 

neither the terms of this Stipulation nor any matters raised during the settlement 

negotiations shall be binding on any of the signatory Parties to this Stipulation or be 

construed against any of the signatory Parties. Should the Stipulation be voided or 

vacated for any reason after the Commission has approved the Stipulation and thereafter 

any implementation of the tenns of the Stipulation has been made, then the Parties shall 

be returned to the status quo existing at the time immediately prior to the execution of 

this Stipulation. 

12. Commission Jurisdiction. This Stipulation shall in no way be deemed to 

divest the Commission of jurisdiction under Chapter 278 of the Kentucky Revised 

Statutes. 
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13. Successors and Assigns. 1bis Stipulation shall inure to the benefit of 

and be binding upon the Parties hereto and their successors and assigns. 

14. Complete Agreement. 'Ibis Stipulation constitutes the complete 

agreement and understanding among the Parties hereto, and any and all oral statements, 

representations or agreements made priOT hereto or contained contemporaneously 

herewith shall be null and void and shall be deemed to have been merged into this 

Stipulation. 

15. Implementation of Stipulation. For the purpose of this Stipulation only, 

the terms are based upon the independent analysis of the Parties to reflect a just and 

reasonable resolution of the issues herein and are the product of compromise and 

negotiation. Notwithstanding anything contained in the Stipulation, the Parties recognize 

and agree that the effects, if any, of any future events upon the operating income of Duke 

Energy Kentucky are unknown and this Stipulation shall be implemented as written. 

16. Admissibility and Non-Precedential Effect. Neither the Stipulation nor 

any of the tenns shall be admissible in any court or Commission except insofar as such 

court or Col11l1llssion is addressing litigation arising out of the implementation of the 

terms herein or the approval of this Stipulation. This Stipulation shall not have any 

precedential value in this or any other jurisdiction. 

17. No Admissions. Making this Stipulation shall not be deemed in any 

respect to constitute an admission by any Party hereto that any compu1ation, formula, 

allegation, assertion or contention made by any other Party in these proceedings is true or 

valid. Nothing in this Stipulation shaH be used or construed for any purpose to imply, 
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suggest, or otherwise indicate that the results produced through the compromise reflected 

herein represent fuUy the objectives of a Party. 

18. Authorizations. The signatory Parties hereto warrant that they have 

informed, advised, and consulted with the respective Parties hereto in regard to the 

contents of the stipulation, and based upon the foregoing, are authorized to execute this 

Stipulation on behalf of the Parties hereto. 

19. Commission Approval. This Stipulation is subject to the acceptance of 

and approval by the Commission. 

20. Interpretation of Stipulation. This Stipulation is a product of 

negotiation among all Parties hereto, and no provision of this Stipulation shall be strictly 

construed in favor of or against any Party. 

21. Counterparts. This Stipulation may be executed in multiple counterpans. 

22. Future Proceedings. Nothing in this Stipulation shall preclude, prevent 

or prejudice any Party hereto from raising any argument/issue or challenging any 

adjustment in any future natural gas rate case proceeding of Duke Energy Kentucky. 
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IN WITNESS WHEREOF, this Stipulation has been agreed to effective this 

__ day of December 2016. By affixing their signatures below, the 

Wldersigned Parties respectfully request the Commiuion to issue its Order approving and 

adopting this Stipulation tM Parties henrto have hereunto affixed their signatures. 

DUKE ENERGY KENTUCKY, INC. 

~ -
1Ldl~ Associate General Counsel 

ATIORNEY GENERAL OF THE 
COMMONWEAL1H OF KENTUCKY 

By:~c&k 
Title: Assistant Attorney General, 

Office of Rate Intervention 

11 



Duke Energy Kentucky, Inc. 
4580 Olympic Blvd. 
Er1anger, Kentucky 41 0 18 

RIDERAMO 

Stipulation and Recommendation 
Appendix A 

KY.P S C. Electric No 2 
Original Sheet No. 7 4 
Page 1 of 1 

ADVANCED METER OPT .OUT (AMO)- RESIDENTlAL 

APPLICABILITY 
Applicable to residential customers served under Rate RS who request an electric meter that does not utilize radio 
frequency communications to transmit data provided that such a meter is available tor use by the Company. At the 
Company's option, meters to be read manually may be either an advanced meter with the radio frequency 
communication capability disabled or other norK:Ommunicating meter. The meter manufacturer and model chosen to 
service the customer's premise are at the discretion of the Company and are subject to change at the Company's 
option, at any time. Rider AMO is optional and Is available subject to the Terms and Conditions below. 

DEFINITION 
"Advanced meter" means any electric meter that meets the pertinent engineering standards using digital technology 
and is capable of providing tHo-way communications with the electric utility to provide usage and/or other technical 
data. 

CHARGES 
Residential customers who elect, at any time, to opt-out of the Company's advanced metering infrastructure (AMI} 
system shall pay a one-time fee of $100.00 and a recurring monthly fee of $25.00. During the Metering Upgrade 
project deployment phase, if prior to an advanced meter being installed at a customer premise, any existing residential 
electric customer that elects to participate in this opt-out program, Duke Energy Kentucky will not charge the one-time 
set-up fee, providing the residential electric customer notifies the Company of such election in advance of the advanced 
meter being installed. Those residential customers electing to participate In this residential opt-out program will be 
subject to the ongoing $25.00 per month ongoing charge. Following deployment completion, any residential customer 
who later elects to participate in the Opt-Out Program will be assessed the $100 set-up fee in addition to the ongoing 
monthly charge. 

TERMS AND CONDITIONS 
The Company shall have the right to refuse to provide advanced meter opt-out service in either of the following 
circumstances: 

(a) If the customer has a history of meter tampering or unauthorized use of electricity at the current or any prior 
lOcation 

(b) If such a service creates a safety hazard to consumers or their premises, the public, or the electric utility's 
personnel or facilities. 

(c) If a customer does not allow the electric utility's employees or agents access to the meter at the customer's 
premises for either maintenance, connection/disconnection, or meter-reading. 

SERVICE REGULATIONS 
The supplying of, and billing for, service and all conditions applying thereto, are subject to the jurisdiction of the 
Kentucky Public Service Commission, and to Company's Service Regulations currently in effect, as filed with the 
Kentucky Public Service Commission, as provided by law. 

Issued by authority of an Order by the Kentucky Public Service 
Commiyloo dated )()()()(XX in Case No. 2016-00152. 

Issued: December 6, 2016 
Effective: August 1, 2017 
Issued by James P. Henning, President lsi James P. Henning 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

KENTUCKY INDUSTRIAL UTILITY CUSTOMERS, 
INC. 

COMPLAINANT 

V. 

KENTUCKY UTILITIES COMPANY, LOUISVILLE 
GAS AND ELECTRIC COMPANY, KENTUCKY 
POWER COMPANY, AND DUKE ENERGY 
KENTUCKY, INC. 

DEFENDANTS 

ORDER 

) 
) 
) 
) 
) CASE NO. 2017-00477 
) 
) 
) 
) 
) 
) 
) 
) 

On December 21, 20 17, Kentucky Industrial Utility Customers, Inc. ("KIUC") filed 

a formal complaint, on behalf of 18 named customers, against Kentucky Util ities Company 

("KU"); Louisville Gas and Electric Company ("LG&E"), operating as an electric and gas 

utility; Kentucky Power Company ("Kentucky Power"); and Duke Energy Kentucky, Inc. 

("Duke Energy"). operating as an electric and gas utility; (collectively, "Defendants"), 

alleging that their respective rates are no longer fair, just, and reasonable due to the 

recent enactment of the Tax Cuts and Jobs Act reducing the federal corporate tax rate 

from 35 percent to 21 percent. The complaint states that the current rates of each of the 

Defendants were established by the Commission to include recovery of the 35 percent 

federal corporate tax rate on the equity portion of capital investments, but that as of 

January 1, 2018, that tax rate is reduced to 21 percent. In addition to requesting rate 



• 

reductions to reflect the lower tax rate, the complaint alleges that each of the Defendants 

has on its books deferred taxes which are now in excess of future liability and these 

excess deferred taxes need to be refunded to ratepayers over the remaining useful life of 

the property, estimated to be 20 years. In support of its complaint, KIUC filed an affidavit 

of a consulting accountant recommending revenue reductions for each of the Defendants 

based on its respective financial figures for the 12 months ended September 30, 2017. 

Based on a review of the complaint and being otherwise sufficiently advised, the 

Commission finds that KIUC has established a prima facie case that as of January 1, 

2018, the rates of each of the Defendants will no longer be fair, just, or reasonable. Rates 

must be set at a level to allow a utility to recover all of its reasonable expenses, including 

taxes, and to provide its shareholders an opportunity to earn a fair return on invested 

capital. Since ratepayers are required to pay through their rates the tax expenses of a 

utility, any reduction in tax rates must be timely passed through to ratepayers. Since the 

tax rate reduction is effective January 1, 2018, and the Commission's ratemaking 

authority is prospective in nature, each of the Defendants should record a deferred liability 

starting January 1, 2018, to reflect both the reduced federal corporate tax rate expense 

of 21 percent and the excess deferred accumulated income taxes to be returned to 

ratepayers over the next 20 years. 

While the exact amount of the tax savings and resulting rate reductions cannot be 

determined with precision at th is time, each of the Defendants should use its best estimate 

to determine the amount to be recorded as a deferred liability, subject to review and 

adjustment as part of this case . This is the same procedures followed by utilities in 

Kentucky when they seek approval of deferred assets before the final amounts are known 
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with certainty. Rate cases were recently concluded for KU and LG&E, and rate cases are 

now ongoing for Kentucky Power and Duke Energy. Thus, the issues to be addressed in 

th is complaint case are properly limited to the savings resulting from the January 1, 2018, 

tax reduction, the appropriate level of deferred liabilities to be recorded on an interim basis 

to reflect the reduced federal corporate tax rate, and the appropriate level of reductions 

in utility rates to reflect the reduced federal corporate tax rate. 

Finally, KU , LG&E, Kentucky Power, and Duke Energy are hereby notified that 

they have been individually named as Defendants in a formal complaint filed on 

December 21, 2017, a copy of which is attached as the Appendix to this Order. 

IT IS THEREFORE ORDERED that: 

1. Pursuant to 807 KAR 5:001 , Section 20, KU, LG&E, Kentucky Power, and 

Duke Energy shall satisfy the matters complained of or file a written answer to the 

complaint within ten days from the date of service of this Order. 

2. KU, LG&E, Kentucky Power, and Duke Energy shall commence recording 

deferred liabilities on their respective books for electric and gas service, as applicable, to 

reflect the reduction in the federal corporate tax rate to 21 percent and the associated 

savings in excess deferred taxes on an interim basis until uti lity rates are adjusted to 

reflect the federal tax savings. 

Should documents of any kind be filed with the Commission in the course of this 

proceeding, the documents shall also be served on al l parties of record. A party fi ling a 

paper con taining personal information shall, in accordance with 807 KAR 5:001 , Section 

4(10), encrypt or redact the paper so that personal information cannot be read. 
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By the Commission 

ENTERED 

DEC 2 7 2017 
KENTUCKY PUBLIC 

SERVICE COMMI~~ION 

Case No. 2017-00477 



APPENDIX 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 2017-00477 DATED DEC 2 7 2017 



BOEHM, KURTZ & LOWRY 

VIA OVERNIGHT MAlL 

Gwen R. Pinson, Executive Director 
Kentucky Public Service Commission 
2 11 Sower Boulevard 
Frankfort, Kentucky 40602 

ATIORNEYS AT LAW 
36 EAST SEVENTii STREET 

SUITE 151.0 
Cl NClNNATI, O HlO 45202 
TELEPHONE (513) 421·2255 

TELECOPlER (513} 421·2764 

December 20, 20 17 

RECEIVED 
DEC 2 1 2017 

PUBLIC SERVICE 
COMMISSION 

Re: Kentucky Indus trial Utility Customers, Inc., Complainant vs. Kentucky Utilities 
Company, Louisville Gas and Electric Company, Kentucky Power Company and Duke 
Energy Kentucky, Inc., Defendants, Case No. 20 17-00477 

Dear Ms. Pinson: 

Please find enclosed the original (unbound) and ten (10) copies of KENTUCKY INDUSTRIAL 
UTILlTY CUSTOMERS, INC's COMJ}LAINT AND PETITION FOR THE EST ABLLSHMENT OF A 
REGULATORY LLABTLlTY TO PROVIDE CONSUMERS A RATE REDUCTION BECAUSE OF TAX 
EXPENSE SAVINGS for filing in the above-referenced matter. 

By copy of this letter, a ll parties listed on the Certificate of Service have been served. Please place this 
document of file. 

MLKlt""' 
AllKh"""' 

cc: Certificate of Service 
Richard RafT. Esq. (via email) 
Quang Nyugcn, Esq. (via cma1l) 

Very Truly Yours 

?n c_/?r /d7t--
Michael L. Kurtz, Esq. 
Kurt J. Boehm, Esq. 
Jody Kyler Cohn, Esq. 
BOEHM, KURTZ & LOWRY 



CERTIFICATE OF SERVICE 

I hereby certify that a copy of the foregoing was served by electronic mail (when available) or by regular, 
U.S. mail, unless otherwise noted, this 20'h day of December, 201 7 to the following: 

?n-z. /.' tt:a~1 

Kendrick R. Riggs 
Stoll Keenon Ogden, PLLC 
2000 PNC Plaza 
500 W Jefferson Street 
Louisville, KY 40202-2828 

Allyson K. Sturgeon 
Senior Corporate Attorney 
LG&E and KU Energy LLC 
220 West Main Street 
Louisville, KY 40202 

Mark R. Overstreet 
Stites & Harbison 
421 West Main Street 
P. 0 . Box 634 
Frankfort, KY 40602 

Kenneth J. Gish, Jr. 
Stites & Harbison 
250 West Main Street, Suite 2300 
Lexington, KY 40507 

Hector Garcia 
American Electric Power Service Corp. 
I Riverside Plaza, 29'h Floor 
Columbus, Ohio 43215-237 

Amy B. Spiller 
Associate General Counsel 
Duke Energy Kentucky, Inc. 
139 East Fourth Street 
Cincinnati, OH 4520 I 

Michael L. Kurtz, Esq. 
Kurt J. Boehm, Esq. 
Jody Kyler Cohn, Esq. 

Rocco 0 D'Ascenzo 
Duke Energy Kentucky, Inc. 
139 East Fourth Street 
Cincinnati, OH 4520 I 

Rebecca W. Goodman, Esq. 
Lawrence W. Cook, Esq. 
Kent A. Chandler, Esq. 
Office of the Attorney General 
I 024 Capital Center, Suite 200 
Frankfort, KY 40601-8204 

Kentucky Utilities Company 
I Quality Street 
Lexington, K Y 40507 

Kentucky Power Company 
I Riverside Plaza 
Columbus, OH 43215-2372 

Louisville Gas and Electric 
220 West Main Street 
Louisville, KY 40202 

Duke Ener~ Kentucky, Inc. 
139 East 4' Street 
ATTN: Teri O'Neill EA025 
Cincinnati, OH 45202 



COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

KENTUCKY INDUSTRIAL UTILITY CUSTOMERS, INC. 

Complainant 
v. 

RECEIVED 
DEC 2 1 2017 

PUBLIC SERVICE 
COMMISSION 

Case No. 2017- 00477 
KENTUCKY UTILITIES COMPANY 

LOUISVILLE GAS AND ELECTRIC COMPANY 

KENTUCKY POWER COMPANY 

DUKE ENERGY KENTUCKY, INC. 

Defendants 

COMPLAINT AND PETITION FOR THE ESTABLISHMENT OF A 
REGULATORY LIABILITY TO PROVIDE CONSUMERS A RATE REDUCTION 

BECAUSE OF TAX EXPENSE SAVINGS 

INTRODUCTION 

Pursuant to KRS 278.260, KRS 278.270, KRS 278.040, KRS 278.030 and 807 KAR 5:001 

Section 20, Kentucky Industrial Utility Customers, Inc. ("KIUC" or "Complainant") submits this 

Compl.ai nt against Kentucky Utilities Company, Louisville Gas and Electric Company, Kentucky Power 

Company, and Duke Energy Kentucky, Inc. (collecti vely, "Defendants") to the Kentucky Public Service 

Commission ("Commission"). Complainant submits that because of the tax expen e savings that 



Defendant will almost certainly receive from the Tax Cuts and Job Act, 1 Defendant ' rates will no 

longer be fair, just, and reasonable beginning January 1, 2018.2 

Effective January 1, 2018, the Tax Cuts and Jobs Act will lower the maximum federal corporate 

income tax rate from 35% to 2 1%. This reduction in federal corporate income tax expense is not 

currently reflected in Defendants' tariff rates, including, but not limited to, their base rates, 

environmental surcharges, and demand-side management surcharges. Based upon per books financial 

information for the twelve months ending September 30, 2017, Complainant estimates that the rates of 

3 . 
the Defendant should be reduced by $209 million or more annually. Attachment A. The calculatiOns 

in Attachment A are supported by the Affidavit of Mr. Lane Kollen. 

Complainant petitions the Commi sion for an order: 1) requiring each Defendant to begin 

deferring as of January I, 2018 the revenue requ irement effect of all income tax expense savings 

resulting from the federal corporate income tax reduction , including the amortization of excess 

accumulated deferred income taxes, by recording those savings in a regulatory liability account; and 2) 

establi hing a process by which Defendant ' federal corporate income tax savings will be passed back to 

aJI retail customers. Although it will vary by utility, wee timate that the rate reduction ought by this 

Complaint wil l average 4%- 7%. ln support of its request, Complainant states as follow 

1 The bill's long title is "An Act to Provide for Reconciliation Pursua11t to Titles II and V of the Concurrent Resolution on 
the Budget for Fiscal Year 2018." 
2 The Tax Cuts and Jobs Act was passed by the both the United States Senate and House of Representatives on 
December 20, 2017. In a formal White House ceremony, President Trump confirmed his intent to sign the bill into 
law as soon as possible. But President Trump cannot presently sign the bill before the end of this year without 
triggering automatic spending cuts to Medicare and other spending categories under the so-called PAYGO law 
unless he receives a Congressional waiver. Therefore, the White House has stated that the formal signing by the 
President may not occur until early 2018. 

Because this issue and its expeditious resolution are of utmost importance to customers in Kentucky, KIUC has 
chosen to submit this Complaint now. Should the Commission determine that KJUC's Complaint does not 
establish a prima facie case because of this formality, then KIUC will amend this Complaint in accordance with 
807 KAR 5:001, Section 20(4){a). 

3 Kentucky Utilities Company and Louisville Gas & Electric Company received rate increases earlier this year. 
Kentucky Power Company and Duke Energy Kentucky, Inc. both have pending rate increases. The rate increases 
granted wilJ substantially increase annualized income and income tax expense compared to the per books 
expense for the twelve months ending September 30, 2017. This will increase the rate reductions shown in 
Attachment A. 
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BASES FOR THE COMMISSION'S JURISDICTION 

1. The Kentucky Public Service Commi ion ha juri diction and venue to hear tni complaint 

under KRS 278.260, KRS 278.270, KRS 278.040, KRS 278.030 and 807 KAR 5:00 I, Section 

20. 

PARTIES 

2. The Complainant is a non-profit Kentucky corporation. The member of Complainant who 

purcha e utility ervice from the Defendant are: AAK, USA K2, LLC, Air Liquide Industrial 

U.S. LP, Air Products and Chemical ·, Inc., Airgas, USA, LLC, AK Steel Corporation, Alliance 

Coal, LLC, Carbide lndu tries LLC, Catlettsburg Refining LLC, a sub idiary of Marathon 

Petroleum LP, Cemex, Clopay Plastic Product Co., Inc., Coming Incorporated, Dow Coming 

Corporation, Ford Motor Company, Ingevity, North American Stainle s, Schneider Electric 

USA, The Chemour Company and Toyota Motor Manufacturing, Kentucky, Inc. The corporate 

office address of the Complainant is a follow : 

36 Ea t Seventh Street, Suite 1510 
Cincinnati, OH 45202 

3. Counsel for Complainant is: 

Mjchael L. Kurtz, E q. 
Kurt J. Boehm, Esq. 
Jody Kyler Cohn, Esq. 
Boehm, Kurtz & Lowry 
36 East Seventh Street, Suite 1510 
Cincinnati, Ohio 45202 
Ph: 513.421.2255; Fax : 5 13.42 1.2764 
mJ..urtt.@BKLlawli rm.com 
kboehn@ B K Llawfi rm.com 
jkvlercohn @ B KLla'' firm.com 

4. Defendant Kentucky Uti litie Company is a utility a defined in KRS 278.010(3), and a 

ubsidiary of PPL Corporation, subject to the jurisdiction of the Public Service Commission. 

PPL Corporation's office addrc. s i a follow : 

2 N. Ninth Street 
Allentown, PA 18 101 - 1179 
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Kentucky Utilities Company's office addre s is: 

1 Quality Street 
Lexington, KY 40507 

5. Counsel for Defendant Kentucky Utilities Company is: 

Kendrick R. Riggs 
Stoll Keenan Ogden, PLLC 
2000 PNC Plaza, 500 W Jefferson Street 
Louisville, KY 40202-2828 

Allyson K. Sturgeon 
Senior Corporate Attorney 
LG&E and KU Energy LLC 
220 West Main Street 
Louisville, KY 40202 

6. Defendant Louisville Gas and Electric Company is a utility as defined in KRS 278.010(3), and a 

subsidiary of PPL Corporation, subject to the jurisdiction of the Public Service Commission. 

PPL Corporation 's office address is as fo llows: 

2 N. Ninth Street 
Allentown, PA 18101-1 179 
Louisville Gas and Electric's office address is: 

220 West Main Street 
Louisville, KY 40202 

7. Counsel for Defendant Louisvi lle Gas and Electric Company is: 

Kendrick R. Riggs 
Stoll Keenan Ogden, PLLC 
2000 PNC Plaza, 500 W Jefferson Street 
Louisville, KY 40202-2828 

AJiyson K. Sturgeon 
Senior Corporate Attorney 
LG&E and KU Energy LLC 
220 West Main Street 
Louisville, KY 40202 

8. Defendant Kentucky Power Company is a utility as defined in KRS 278.010(3), and a subsidiary 

of American Electric Power, subject to the j urisdiction of the Public Service Commission. 

American Electric Power's office address is as follows: 
• 4 . 



1 Riverside Plaza 
Columbus, OH 43215-2372 

Kentucky Power Company's office addre 1 : 

1 Riverside Plaza 
Columbus, OH 43215-2372 

9. Counsel for Defendant Kentucky Power Company is: 

Mark R. Overstreet 
Stites & Harbison 
421 West Main Street, P. 0 . Box 634 
Frankfort, KY 40602 

Kenneth J. Gish, Jr. 
Stites & Harbison 
250 West Main Street, Suite 2300 
Lexington, KY 40507 

Hector Garcia 
American Electric Power Service Corp. 
I Riverside Plaza, 29th Floor 
Columbus, Ohio 43215-237 

I 0. Defendant Duke Energy Kentucky, Inc. is a utility as defmed in KRS 278.01 0(3) subject to the 

jurisdiction of the Public Service Commission whose office address is as follows: 

139 East 4th Street 
ATIN: Teri O'Neill EA025 
Cincinnati, OH 45202 

11. Counsel for Defendant Duke Energy Kentucky, Inc. is: 

Amy B. Spiller, Associate General Counsel 
Duke Energy Kentucky, Inc. 
139 East Fourth Street 
Cincinnati, OH 4520 I 

Rocco 0 D'Ascenzo 
Duke Energy Kentucky, Inc. 
139 East Fourth Street 
Cincinnati, OH 45201 

• 5. 



BACKGROUND 

12. On December 20, 2017, the Tax Cuts and Job Act was passed by both the United State Senate 

and House of Representatives. 

13. President Trump has confirmed his intent to sign the bill into law either in late 2017 or early 

2018. 

14. The procedural formalities for a potential delay in signing were explained in footnote 2 of this 

Complaint. 

15. The Tax Cut and Jobs Act will lower the maximum federal corporate income tax rate from 35% 

to 21 % effective January I, 20 18. 

I 6. Defendants currently recover federal corporate income tax expenses at the 35% rate through 

tariff rates charged to the utility customers in their service territories, including, but not limited 

to, base rates, environmental surcharges, and demand-side management surcharges. 

17. The federal corporate income tax ex pen e currently recovered from utility customers through 

Defendants' tariff rates do not reflect the lower federal corporate income tax rate established 

under the Tax Cuts and Jobs Act that will be effective on January I, 2018. Complainant 

estimates that implementation of the new federal tax rate will lower the revenue requirements of 

the Defendants by $209 million or more annually. The estimated annual revenue requirement 

reduction for each of the Defendants is listed in Paragraph 33. Although it will vary by utility, 

we estimate that the rate reductions sought in this Complain£ wiU average 4 % - 7%. 

-6-



BASES FOR COMPLAINANT'S CLAIMS 

18. KRS 278.030(1) provides that Kentucky utilities "may demand, colle<-' f and receive fair, just and 

reasonable rates for the services rendered or to be rendered by it to any person. " 

19. Requiring Complainant's members in Defendants' service territories to pay the currently 

applicable tariff rates, which do not reflect income tax expense savings resulting from the 

lowered federal corporate income tax rate, would result in unfair, unjust, and unreasonable rates 

in violation of KRS 278.030( I). 

20. The cost savings resulting from the Tax Cuts and Jobs Act that are not currently reflected in 

Defendants' rates include both: l) lower income tax expense; and 2) an amortization of "excess" 

accumulated deferred income taxes ("ADIT"). 

21. Income tax expense is calculated in the ratemaking process by "grossing up" the equity 

component of the utility's rate of return for income taxes. This ensures that the utility has the 

opportunity to earn its after-tax authorized return on equity. For example, for a utility to earn an 

authorized 10% after-tax return on equity at the 35% federal tax rate, the utility will charge 

customers the pre-tax cost of 15.40% (10%/(1-.35). For a utility to earn an authorized 10% after

tax return on equity at the 21% federal tax rate, the utility needs to charge customers the pre-tax 

cost of 12.66% ( 10%/( l -.2 1 ). This example does not include the gross-up for state corporate 

income taxes. Because the federal income tax expense wi ll be reduced from 35% to 21%, 

Defendants' income tax expense will be reduced through a reduction in the equity gross-up. 

22. ADIT is the difference between the amount of tax recovered in rates and the amount of tax 

actually paid by the utility to the federal government. Because of accelerated and bonus 

depreciation, the amount of tax actually paid by the utility is generally less than the taxes 

recovered from ratepayers in the early years of a new asset's life. If the income tax rate remains 

the same in future years, then over time, the process is reversed and the cumulative tax recovered 
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from ratepayers (reflected in ADIT) and paid by the utility to the federal government is generaJly 

equal over the course of an asset's life. Meanwhile, ratepayers receive a return on this ADIT 

through a reduction to rate base until the utility pays these amounts to the federal government. If 

the income tax rate remains the same in future years, then the ADIT is never refunded to 

ratepayers because the tax is paid to the federal government. However, when the tax rate is 

lowered from 35% to 21 %, a portion of the ADIT will never be paid to the federal government 

and "excess" ADIT is created. Because the excess ADIT will never be paid to the federal 

government, it must be refunded to customers. 

23. In a February, 2013 report entitled "Comprehensive Tax Reform Priorities: Excess Deferred Tax 

Transition Issues," the Edison Electric institute agreed with Complainant's characterizati.on of 

the excess ADIT issue, stating·: "One of these transition issues is the treatment of so-called 

excess deferred taxes. Many companies may have excess deferred tax reserves after a f ederal 

income tax rate reduction because the change in law requires a recalculation of deferred tax 

liabilities. However, unlike other companies that would recognize excess deferred taxes as 

income, regulated shareholder-owned electric utilities are required to refund excess deferred 

taxes, related to asset depreciation, to their customers ... When a tax rate reduction creates excess 

deferred taxes, all companies must account for the excess. A non-regulated company generally 

would recognize the excess deferred taxes as income for financial statement pu1poses. However, 

an electric utility must refund the excess deferred taxes to ratepayers, requiring the recording of 

a regulatory liability." Attachment B. 
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24. The Commission bas previously acted expeditiously to lower utility rate in light of a federal 

4 
corporate income tax rate reduction, a it did in response to the Tax Reform Act of 1986. The 

Tax Reform Act of 1986 lowered the federal corporate income tax rate from 46% to 34%. 

25. In the Tax Reform Act of 1986 cases, the Commission held that it "does not view retaining the 

savings that result from tax reform as a proper way for a utility to improve its earnings. 

Likewise, if the Tax Reform Act should result in major cost increases, these costs should be 

5 
recognized in rates expeditiously. " 

26. The Commission also explajned that "[b]ecause the Tax Reform Act represents such a historic 

change in f ederal tax policy .. .. it was in the best interests of all concerned--utilities and 

ratepayers alike--to reflect these tax changes in each company's rates as expeditiously as 

6 
possible." 

4 In the Malter of the Effects of the Federal Tax Reform Act of 1986 on the Rates of Kentucky Utilities Company, Case No. 
9780 Oune 11, 1987); In the Matter of the Effects of tire Federal Tax Reform Act of1986 on the Rates of Louisville Gas and 
Electric Company, Case No. 9781 Oune 11, 1987); In the Matter of /Ire Effects of lire Federal Tax Reform Act of 1986 on the 
Rates of Kentucky Power Company, Case No. 9779 Oune 11, 1987); In the Malter of the Effects of /Ire Federal Tax Reform 
Act of 1986 on the Rates of Kentucky-American Water Company, Case No. 9815 Oune 11, 1987); In the Matter of the 
Effects of the Federal Tax Reform Act of 1986 on the Rates of Union Light, Heat and Power Compn11y - Electric, Case No. 
9782 Oune 11, 1987); In the Matter of the Effects of the Federal Tax Reform Act of 1986 on the Rates of Union Light, Heat 
and Power Company - Gas, Case No. 9788 Oune 11, 1987); In the Matter of the Effects of the Federal Tax Reform Act of 
1986 011 the Rates of Western Kenhtckt; Gas Company, Case No. 9789 Oune 11, 1987); In llze Matter of the Effects of the 
Federal Tax Reform Act of1986 on tire Rates of Delta Natural Gas Company, Case No. 9785 Oune 11, 1987); In the Matter 
of tire Effects of the Federal Tax Refonn Act of 1986 on tire Rates of South Central Bell Telephone Company, Case No. 9803 
Oune 11, 1987); In the Matter of the Effects of the Federal Tax Reform Act of 1986 on the Rates of Continental Telephone 
Company of Kenluckt;, Case No. 9799 Oune 11, 1987); In the Malter of the Effects of the Federal Tax Reform Act of 1986 
on tire Rates of ALL TEL Kentucky, Case No. 9796 Oune 11, 1987); In the Matter of tfre Effects of the Federal Tax Reform 
Act of 1986 on the Rates ofThacker-Grigsby Telephone Company, Inc. , Case No. 9804 Ow1e 11, 1987); In the Matter of the 
Effects of the Federal Tax Reform Act of 1986 on the Rates of Brandensorg Telephone Company, Inc., Case No. 9797 Oune 
11, 1987); In the Matter of the Effects of the Federal Tax Reform Act of 1986 on the Rates of Harold Telephone Company, 
Inc., Case No. 9801 Oune 11, 1987); In the Matter of tire Effects of tire Federal Tax Reform Act of 1986 011 the Rates of 
Leslie Cou11ly Telephone Company, Inc., Case No. 9802 Ow1e 11, 1987). 
5 /d. 
6Jd. 
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27. The Commission 's chosen resolution in the Tax Reform Act of 1986 cases was to make one-time 

adjustments lowering the revenue requirements of major utilities (those with revenues in excess 

7 
of $1 mill ion) by an amount in exces of $75 million. 

28. In 1986, Kentucky was not alone in taking action to reduce utility rates to reflect the lower tax 

expense. According to Regulatory Research Associate , "About 40 of the 50 jurisdictions then 

covered by RRA initiated generic proceedings to address the impacts of the lower tax rates ... " 

Attachment C. 

29. The Commission has also previously ordered utilities to defer certain rate components to be 

. 8 
considered for future recovery. 

30. Such Commission-ordered deferrals have included anticipated cost savings that could ultimately 

9 
be passed on to customers. 

3 1. The Commission has explained that deferral authority may be granted "when a utility has 

7 ld. 

incurred: (a) an extraordinary, nonrecurring expense which could not have reasonably been 

amicipated or included in the utility's planning; (b) an expense resulting from a statutory or 

administrative directive; (c) an expense in relation to an industry-sponsored initiative: or (d) an 

extraordinary or nonrecurring expense that over time will result in a saving that fully offsets the 

10 
cost." 

8 In tile Malter of the Applicatio11 of Big Rivers Electric Corporatio11 for an Adjustment of Rnles, Case No. 2012-00535 
(October 29, 2013); In the Malter of the Application of Big Rivers Electric Corporation for a General Adjustment in Rntes 
Supported by Fully Forecasted Test Period, Case No. 2013-00199 (April 25, 2014); In the Malter of the Application of 
Kentucky Power Company for an Order Approving Accounting Practices to Establish Regulatory Assets and Linbilities 
Related to tf1e Extraordinary Expenses Incurred by Kentucky Power Company in Connection with Two 2015 Major Stann 
Events, Case No. 2016-00180 (November 3, 2016}. 
9 In the Matter of the joint Application of PPL Corporation, E.ON AG, E.ON US Investments Corp., E.ON U.S. LLC, 
Louisville Gas and Eleclric Company, and Ke11fucky Utilities Compa11y for Approval of an Acquisition of Ownership and 
Control of Utilities, Case No. 2010-00204 (September 30, 2010}. 
IO In the Matter of tl1e Application of Kentucky Power Company for a11 Order Approving Accounting Practices to Establish 
Regulatory Assets and Liabilities Related to the Extraordinary Expenses Inwrred by Kentucky Power Company in 
Connection with Two 2015 Major Storm Events, Case No. 2016-00180 (November 3, 2016). 
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32. At least two of those criteria apply here. First, the reduction in federal corporate income tax 

rates resulting from the Tax Cuts and Jobs Act i "extraordinary," "nonrecurring, " and "could 

not have reasonably been anticipated or included in the utility 's planning. " Second, the tax 

savings stemming from the Tax Cut and Jobs Act result from a federal statutory directive. 

33. There is no legal constraint on the Commission ' s authority to act upon this Complaint. On the 

contrary, the Kentucky Supreme Court has expressly recognized the Conunission's authority to 

reflect single issues in rate so long a the end re ult i fair, ju t, and reasonable rates . ''In fact, 

ll'e find nothing in the statutes that ll'ollld fJ rohiiJit 'single-issue r(l(emaking'" Kentuckr Pub. 

Sen •. Conun 'n 1'. Com. ex ref. Colll l'll \', 32-l S.W.3d 373. 382 (Ky. 20 10). '· ... the plain language 

of KRS 278. 190 does 110t acwally require that the PSC proceed ll'ith a general rate m e or other 

particular process e1·e1-y time SOllie nell' mte or change in rares i requested." ld. at 378. ··While 

the power to approve the 1\M RP rider at issue 111ay not lu11•e been expressly granted hy statute 

he fore the enactment of K RS 2 78.509, II' e. nonetheless, con d ude that the P SC has the poiVer to 

a /loll' such a rider ha ed upon (I ) its plenary ratemaking authority deril•ed from KRS 278.030 

and KRS 278.0-10, ll'hich essentially require thm the PSC act to ensure thm rates are "fa il; just 

and reasonable" and (2) the absence of any statutes specifically requiring a particular procedure 

ll'hen determining if rates are f ail; j ust, and reasonable." Id. at 380-81. 

34. If the Commission were to deny Complainant's request for an immediate deferral of Defendants' 

federal corporate income tax expense saving , then customers would pay unfair, unjust, and 

unrea onab le rates for an extended period of time before Defendants' rates are altered to reflect 

the effect of the Tax Cut and Job Act. And because the Commission bars retroactive 

ratemaking under most circumstances, cu tomers may never be refunded for unfair, unjust, and 
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II 
unreasonable rates paid during that extended consideration period. This is the primary reason 

for bringing this matter to the attention of the Commission as soon as possible. 

35. Attachment A is a quantification of the probable tax savings to Defendants' customers. 

Attachment A is based upon per books accounting information for the twelve months ending 

September 30, 20 17. Attachment A includes an assumption that excess ADIT will be amortized 

over twenty years, which we believe is a reasonable proxy for the remaining useful lives of the 

utility's assets. Attachment A shows representative annual rate reductions as follows: 

Kentucky Utilities Company: 

LouisviUe Gas & Electric Company (gas and electric): 

Kentucky Power Company: 

Duke Energy Kentucky, Inc. (gas and electric): 

TOTAL 

$ 76,088,393 per year 

$ 90,690,505 per year 

$ 25,310,650 per year 

$ 17,053,495 per year 

$209,143,043 per year 

11 In the Matter of the Notice of Adjustment of the Rntes of Kenhtcky-American Water Company, Case No. 92-452 
(November 19, 1993). 
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REQUESTED RELIEF 

WHEREFORE, Complainant peti tion the Commi · ion for an order: 1) requiring each 

Defendant to begin deferring as of January 1, 201 8 the revenue requirement effect of all cost savings 

resul ting from the federal corporate income tax reduction, including the amortization of exces 

accumulated deferred income taxes, by recording those savings in a regul atory liability account; and 2) 

establi h ing a proce s by which Defendant ' regulatory liability for the deferred federal corporate 

income tax expense avings will be passed back to re tai l customer . Complainant requests that the 

Commission issue an ex pedited ruling in this matter on or befo re the January I , 201 8 effective date of 

new tax rates. 

December 20, 201 7 

Respectfull y submitted, 

Michael L. Kurtz, E q. 
Kurt J. Boebm, E q. 
Jody Kyl er Cohn, E q. 
BOE HM, KURTZ & LOWRY 
36 East Seventh Street, Suite 1510 
Cincinnati , Ohio 45202 
Ph: 51 3.42 1.2255; Fax: 51 3.42 1.2764 
M Kurtz@BKLiawfirm.com 
KBoehm @ BKLiawfi rm.com 
J Kylercohn@ BKLi awfi rm.com 

COUNSEL FOR KENTUCKY INDUSTRIAL 
UTILITY CUSTOMERS, INC. 
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STATE OF GEORGIA 
COUNTY OF FULTON 

AFFIDAVIT OF LANE KOLLEN 

Before me, the undersigned Notary Public in and for the County of Cobb, State of 

Georgia, personally came and appeared Lane Kallen, who was sworn by me and attested to the 

following facts: 

1. I am a Vice President and Principal of J. Kennedy and Associates, Inc. ("Kennedy and 

Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia. Kennedy and Associates is 

an economic consulting ftrm that provides expert analysis and testimony on issues involving rate 

regulated electric, gas, water and sewer utilities. I am a Certified Public Accountant, Certifted 

Management Accountant, and Chartered Global Management Accountant. 1 am a member of 

numerous professional organizations. 

2. I have testified before state and federal regulatory commissions and courts on hundreds 

of occasions on accounting, tax, ratemaking, planning, and other issues related to regulated 

electric and gas utilities. I have testified before the Kentucky Public Service Commission 

("Commission") on these issues in investor owned and cooperative utility base rate, 

environmental rate, fuel adjustment clause rate, and other proceedings, including proceedings 

involving the landmark 1986 federal tax legislation and tax rate reductions from 46% to 34%. 

3. I was retained by Kentucky Industrial Utility Customers, Inc. to advise it on the effects 

of tax legislation pending in the U.S. Congress for much ofthis year. 



4. The President recently signed into law the Tax Cuts and Jobs Act, which provides for a 

reduction in the federal corporate income tax rate from 35% to 2 1% effective January 1, 2018. 

The reduction in the income tax rate will result in significant tax expense savings for the 

investor owned utilities regulated by the Commission. These tax savings will increase the 

utilities' earned returns if they are allowed to retain the savings rather than deferring the savings 

starting January 1, 2018 and/or reducing rates on or after January 1, 2018. 

5. Federal income tax expense and the return on accumulated deferred income taxes 

("ADIT") are significant components of the revenue requirement for all investor owned utilities 

regulated by the Commission. Federal income tax expense will decline by 40%, all else equal. 

In addition, 40% of the ADIT will become "excess," meaning that it no longer will be paid to 

the federal government at some time in the future. As such, the excess ADIT must be amortized 

as an additional reduction to income tax expense and returned to customers as an additional 

reduction to the revenue requirement. 

6. I have prepared an estimate of the tax savings resulting from the federal corporate 

income tax rate reduction and the appropriate reduction in base and rider revenues for Kentucky 

Utilities Company, Louisville Gas & Electric Company, Kentucky Power Company, and Duke 

Energy Kentucky, the defendants named in the KIUC Complaint. I used per books public 

information filed by these utilities with the Federal Energy Regulatory Commission for the 

twelve months ending September 30, 2017. Counsel for KIUC has attached a summary of these 

estimates as Attachment A to the KIUC Complaint. 



7. The estimates of the tax savings are understated for Kentucky Utilities Company and 

Louisville Gas &Electric Company because the annualized effect of the rate increases that were 

authorized earlier this year are not yet reflected in the per books revenues and income tax 

expense during the twelve months ending September 30, 20 17. The estimate of tax savings is 

understated for Kentucky Power Company because the pending rate increase in Case No. 2017-

00179 was not yet implemented during the twelve months ending September 30, 2017. The 

estimate of tax savings is understated for DEK, if, in fact, the Commission authorizes a base rate 

increase and environmental surcharge in the pending Case No. 2017-00321 because no increases 

were implemented during the twelve months ending September 30, 2017. 

8. The appropriate rate reductions to reflect the tax savings, even though understated, are 

more than $200 million annually. 

9. Although the tax savings commence on January 1, 2018, they will not automaticaJly be 

deferred by the utilities as a regulatory liability and rates will not automatically be reduced. The 

Commission must direct the utilities to defer the revenue requirement effect of the savings until 

it can determine the necessary base and rider rate reductions and the disposition of the regulatory 

liabilities. 



AFFIDAVIT OF LANE KOLLEN 

The foregoing testimony is true to the best of my knowledge and belief. 

State of Georgia 

County of Fulton 

) 
) ss 
) 

Sworn to and subscribed before me on this 
l91h day of December 2017 

Lane KoLJen 

Notary Pubhc 
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30 MONTGOMER Y ST REET JERSEY CITY, NEW JERSEY 07302 (201) 433-5507 

REI1JLA TORY STUDY 
July 6, 1987 

TAX REFCRM ACT OF 1986-STATE-BY-STATE REPONSE 

The RRA Staff has reviewed actions taken by the util ity regulatory 
commissions in 49 states and the District of ColU'T'bia as a result of the Tax 
Reform Act of 1986 (TRA). In making t his review we attempted to determine 
whether studies had been conducted by the commissions and to what extent rate 
changes have been implemented or accounting for TRA impacts have been 
required. This study, completed .J ... Jly 2, 1987, is a follow-Lp to our initial 
study published February 14, 1987. In the course of this review, which is 
comprehensive but is not represented as all-encompassing, we determined that 
four states have tax adjustment mechanisms in place that impact one or more 
compani es. We also ascertained that several utilities have implemented or 
have been authorized specific rate changes or depreciation adjustments to 
counter-balance the irrpact of the TRA. In most general rate cases completed 
in recent months recognition was given to t he impact of the TRA, thereby 
eliminating the need for separate single-issue treatment. Verbal descriptions 
of the Coomission, Staff, or canpany actions taken in each state with regard 
to the TRA are contained in the paragraphs that follow. For additional 
information concerning developments in a particular state, please refer to the 
FOCUS NOTES references given within this report or to those contained in the 
July 6, 1987 Regulatory Focus Index . 

ALABAMA--The l argest uti lities in the state, Alabama Power, Alabama Gas, and 
South Central Bell Telephone, each has a Rate Stabilization and Equalization 
(RSE) provision 1n effect Whi ch provides for periodic adjustments to revenues 
based on the achievement of certain earned return on equity levels. 
Additionally, the tari ffs of the major energy utilities include adjustment 
provisions to allow for reflection in customer rates of changes in income tax 
rates. Any tax impacts not covered through the tax riders for the energy 
compani es are expected to be reflected through the RSE provisions. (For 
additional information concerning the RSE provisions of the companies see 
pages 3 throt.gh 5 of the Noverrber 1986 Alabama Annual Review.) The PS: has 
directed that a task force be established to review the potential impacts of 
t he TRA, with the probable impacts on the telephone companies expected to 
receive the closest attention since telephone rates do not now contain a tax 
rider. 

AAIZONA--The Staff of the Arizona Corporation Commission (ACC) is holding 
informal workshq1s with corrpanies to discuss the effects of the TRA. Arizona 
Public Service, Southwest Gas, and AT&T Communications have rate petitions 
pending before the ACC In \lltllch the corrpanles have reflected the revenue 
requirment irrpact of the TRA. 
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ARKANSAS--On August 28, 1986, the Arkansas Public Service Commission (PSC) 
approved Rate Rider M38 for Arkansas Power & Light (AP&L), a subsidiary of 
Middle South Utilities. lhe f'£58 Rider, as proposed by AP&L, and adopted by 
the PSC , was designed to reflect the estimated annual redu:::tion in AP&L 's 
revenue requirement as a result of then pending tax reform legislation. The 
M38 adjustment was based t.pon a 33% coxporate tax rate, effective January 1, 
1987, with any deviations from that tax rate or effective date to be reflected 
in a true-LP to be conducted in August 1987. The M38 Rider provides for AP&L 
to refund, over a four-year period, that portion of its accumulated deferred 
inccme tax balance which exceeds the balance required under revised tax rates, 
where not prohibited by law. Additionally, the PSC initiated a docket 
reauiring all jurisdictional utilities (except cooperatives) to file 
information and tariffs reflecting the impact of the TRA. Companies were 
asked to use a recent rate case test year or the data contained in the amual 
reports as filed with the PSC. lhe calculations were to reflect the corporate 
tax rate reduction from ~ to 34% and the refunding , over a two-year period, 
of the non-depreciation-related excess deferred income t axes. On May 20, 
1987, t he PSC ordered all utilities to file data reflect ing the impact of the 
TRA on their earned return, "utilizing unadjusted data" for calendar 1986, and 
giving recognition to a 34% tax rate. The PSC has not yet established a 
schedule for considering the impact on i ndivi dual companies and any rate 
action will be on a prospective basis. · 

CALIFORNIA--On November 14, 1986, the California Public Ut ilities Commission 
(PUC) initiated an investigation into the methods to be utilized by the 
state's major utilities to establish the proper l evel of tax expense for 
ratemaking puxposes . The Pl..C ordered the Public Staff Division (PSO) and the 
state's major utilities to review and analyze the regulatory implications of 
the TRA. In establishing the Order Instituting Investigation (OII), the PUC 
ordered t hat all rates in effect for these utilities ~s of January 1, 1967 be 
collected subject to refund pending a final Commi ssion decision in the Oil, 
with the investigation to be conducted through the workshop process. Hearings 
concluded June 10, 1987, and a final order i s to be issued later ih 1987. In 
its final order the PUC will determine "if and how rates for each utility 
shall be adjusted." As part of rate filings based on a calendar-1988 test 
year , Southern California Edison and General Telephone of California have 
recognized the effects of the TRA. In the Pacific Gas & Electric rate case 
decided in December 1986, the rate award was determined after giving 
recognition to roughly $85 million of TRA savings. 

COLORADO--The Colorado Public Utilities Commission (PUC) hired an outside 
consultant to prepare a questionnaire for utilities to use to provide 
information specifically identifying the effects of the TRA on their 
operations. The Staff wi ll make recommendations to the PUC based on d~ta 
gathered, after which the PUC will determine what specific action should be 
taken with regard to the TRA. 

CONNECTICUT--In September 1986, the Connecticut Department of Public Utility 
Cont rol (Cf'LC) initiated a proceeding to revie'¥ the finan~ial and operating 
results of the state's major investor-o'ftned utilities . Testimony filed in 
conjunction with this proceeding reflected each utility's best estimate of how 
the TAA would affect its revenue requirement. Based won the Department's 
conclusion in this docket, the DPUC determined that additional action was 
necessary ~garding, Connecticut Natural Gas (CNG), Southern New E{lland 
Telephone (SNET), United ilhmlnatin&a (UI), and Corrlectlclit light . 
Power (Cl&P). Southern connecticut s indicated t~t it planned to file a 
~application durlriQ 1987. Settlement agreements have been ~pproved for 
SNET, UI and CL&P ..nich give recoglition to the ifll)act of the TRA. Th~ i.Jrpact 
of the TRA was not isolated, but considered in the context of each coopany' s 
anticipated overall financial performance~ Following a DPUC review of the 

( 
I 
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earnirYJS of Cr-.K;, on .lJne 30, 1987 the Department cooclooed that no rate change 
was necessary . (See the .)Jly 2, 1987 issue of FOCUS ~TES.) The I)JU:: ordered 
utilities to elect one of three options regarding the treatment of 
contributions in aid of construction. A company can elect to: 1) charge 
additional tax-related expense to developers; 2) spread additional tax expense 
across-the-board to all customers; or 3) use a formula proffered by the 
Department. 

DELAWARE--The Commission incorporated its analyses of the impact of the TRA 
into its recently completed earnings investigation of Delmarva Power & Light 
and is doing so in its ongoing earnings investigation of Diamond State 
Telephone. In its April 14, 1987 order for DP&L the PSC utilized a 3~ 
blended corporate tax rate for 1987 and ordered use of a 34% tax rate as of 
January 1, 1988 which equates to a $4.4 million rate reduction as of that 
date. The Diamond State proceeding is pending and the company has reported 
that revenue deferrals have been recorded to reflect the estimated effect on 
revenue requirements for ratemaking purposes of lower tax rates effective in 
1987 due to the TRA. A final PSC decision is expected in this case during 
October 1987. 

DISTRICT OF COLUMBIA--On February 27, 1987, the PSC approved a joint 
petition calling for Potomac Electric Power (PEPCO) to reduce base electric 
rates by $18.2 million (3 .21). On Deceriber 23, 1986, PEPCO and t he District 
of COlumbia Office of People's Counsel (cPC) had filed a joint petition with 
the PSC seeking expedited PSC approval of an $18.2 million decrease in PEPCO's 
rates to reflect the 1mpact of the TRA . The rate decrease was effective 
retroactive to January 1, 1987. The PSC approved the settlement's proVision 
that neither PEPCO nor the OPC may apply for a further change 1n the company's 
rates prior to January 1, 1988. 

On April 1, 1987, the PSC approved a joint settlement petition calling for 
District of Columbia Natural Gas (DC~~), a division of and formerly known as 
Washlriijton Gas light, to reduce rates by approximately $0.4 million. On 
December 31, 1986, DCNG and the OPC filed a joint stipulation and agreement 
with the PSC providing for OCNG to institute this rate reduction to reflect 
the impact of the TRA on the company's rates. The rate decrease was 
implemented retroactive to January 1, 1987. 

In January 1987 the PSC instituted a TRA-related investigation for Chesapeake 
and Potomac Telephone (C&P), a subsidiary of Bell Atlantic. On February 11, 
1987 C&P, the OPC, and the Commission's Staff filed a joint stipulation and 
agreement with the PSC to institute a rate reduction of $3.3 million to 
reflect the impact of the TRA. The stipulation specifies that the rates be 
reduced retroactive to January 1, 1987 and that there be no further rate 
changes for CAP during 1987, Hearings have been held and a PSC decision is 
expected durirYJ July 1987. 

Fl.JRIDA--G-le of the Florida Public Service Corrmission' s (PSC) regulations, 
its Tax Savings Rule, provides that any earnings in excess of the mid-point of 
the last authorized return on equity range are required to be refunded to the 
extent these earnings are generated by changes in tax rates. In each rate 
case the PSC establishes the m.id-point of a 200 basis point return on equity 
range as the target equity return for the utility. For most major utilities 
the target return last established was between 14.5% and 1~. In recent 
months, various actions and settlements have provided that lower return levels 
be utilized for the measurement of any refund obligation under the Tax Savings 
Rule for calendar 1987. 

CX1 Novenber 4, 1966, the PSC approved a settlement agreement entered into 
between Florida Power Corporation (FPC) and the Florida Office of Public 
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COUnsel (OPC) which provided for FPC to institute a temporary rate reduction 
of approximately $54 million ror calendar-year 1987. FPC agreed to "credit 
the monthly rates charged its retail customers in the total ann~ amount of 
$54,000,000," with the provision that this reduction "contemplates savings 
from pending federal income tax revisions" based on a blended statutory tax 
rate of approximately ~ for 1987 versus the 1986 statutory rate of 46%. It 
was anticipated that the company's federal income tax requirement would be 
reduced by approximately $30 million in calendar-1987. The rates provided for 
in the settlement affect only 1987, and FPC's rates to become effective 
January 1, 1988, will be determined in a PSC-ordered rate proceeding which 
ccmnenced .l.Jly 1, 1987. (See the May 8, 1987 and .l.Jly 2, 1987 issues of FOCUS 
fi()TES.). 

On Decentler 16, 1986, the PS: approved a settlement agreement in the Southern 
Bell Tel~one (SBT) earnings investigation proceeding. In the settlement, 
5Bf, a s~ldlary of BellSouth, identified the tax benefits related to the TRA 
to be $54 million in calendar-1987 and applied this amount toward increased 
cap! tal recovery expense. 

On January 20, 1987, the PSC accepted the offers of Florida Power & Li~t, 
Gulf Power, and TDOla Electric that any rate refunds that might be req red as 
a result of the app !cation of the Tax Savings Rule should be calculated based 
upon a i3.6% return on equity rather than utilizing the previously authorized 
equity return levels established for each company. (For additional 
information see pages 1 and 2 of the January 23, 1987 issue of FOCUS NOTES.) 

On March 31, 1987, the PSC voted to require United Telephone of 
Florida, a subsidiary of United Telecom, to reduce its revenues by 
$7.2 million to reflect the 1987 irtpact of the TRA. Approximately 
$6.7 million of the total revenue requirement reduction will be accomplished 
through a reduction in the access charges which long distance companies pay to 
use the local telephone network. United was also ordered to make a one-time 
depreciation reserve adjustment of roughly $0.5 million. On April 7, 1987, 
the PSC approved terms of a General Telephone of Florida (GTF) proposal to 
pass along $12.8 million of TRA-related savings to customers. GTF, a 
subsidiary of GTE, had initially offered this TRA-related proposal earlier in 
the year. The proposal approved by the PSC includes a $10.4 million reduction 
in access charges, effective May 1, 1987, a $1.5 million reduction in zone or 
mileage charges and a $0.9 million one-time increase in depreciation 
expenses. On June 8, 1987, central Tel~hone company of Florida and the 
Office of Public Counsel filed a stipul~ion with the PSC providing for the 
settlement of questions regarding Centel's 1986, 1987 and 1988 earnings. The 
stipulation provides for a $19.1 million refund and a $15 mi!fipn prospective 
rate reduction on the part of Centel. If adopted by the PS:, the agreement 
would settle all open TRA qUestions. 

GECRGIA-On .J..ne 16, 1987, the Georgia Plblic Service Coomission (PS:) 
issued an accounting order with regard to the PSC's consideration of the TRA. 
The PSC determined that the change in the tax rate would result in an 
immediate reduction in utility revenue requirements and stated that the change 
in revefll¥ requirements resulting fran this reduction "should b~ identified 
and deferred on the books of each utility until the overall irtpact of the 
various changes resulting from the Act can be determined." Cons~uently, each 
utility was placed on notice that the federal income tax expense component of 
existing rates and c;:harges in effect on .l.Jly 1, 1987 "will b~ billed and 
collected on a provisional basis pending further investigation and disposition 
of this matter." lhe utilities are to place in a deferred account the 
"eStimated amual effect on revenue requlrement resul t!ng solely fron the 
reduction in tax expense because of the change in the federal coxporate tax 
rate from 46 percent to 34 percent," with such amol.X'lts to accumulate pending 
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final disposition of the matter by the PSC. Each utility must also file with 
the PSC by September 1, 1987, indicating the dollar irrpact of the TRA on the 
annual level of income tax expense included in its jurisdictional cost of 
service, based on a calendar-1986 test period. The companies were also 
instructed to "file proposals as to the manner in W"!ich these irrpacts of the 
(TRA] should be reflected in their operations for the years 1987 and 1988." 
The order states that "Consideration could be given to tariff changes, 
offsetting jurisdictional cost increases, and other pertinent facts and 
data. 11 On .l.Jne 25, 1987, the PSC voted to approve a stipulation entered into 
on June 17, 1987 by Atlanta Gas Light (AGL) and the parties to its rate case. 
The stipulation specifically provides that the effects of the TRA were taken 
into account in calculating the revenue requirement, and, therefore, AGL will 
not be subject to the provisions of the TRA accounting order issued by the PSC 
on June 16, 1987. 

HAWAII--On May 4, 1987, the PUC held hearings in its investigation regarding 
the net effect of the TRA on Hawaiian Electric Company's (HECO) 1987 rates. 
On January 21, 1987, HECO, together with Hawaiian Electric Industries' other 
utility subsidiaries, filed to voluntarily reduce base rates to reflect the 
irrpact of TRA changes on each cOOl) any's 1987 revenue requirement. The PLC 
st.bsequently accepted the COITlJany-proposed rate reductions of approximately 
$3.3 million for HECO, $1.2 million for Maui Electric (MECO), and $0.4 million 
for Hawaii Electric Light (HELCO). The rate reductions were made effective 
February 1, 1987. The company-proposed reductions for t.I:CO and HELCO 
reflected the full irrpact of the TRA-related savings; however, the rate 
reduction proposed and implemented, to date, for HECO reflected only about 5~ 
of the TRA-related annual revenue requirement reduction for the company. Due 
to the limited nature of the TRA-related savings to HECO's ratepayers, on 
February 6, 1987 the Comnission instituted a proceeding (Docket 5740) in \fltlich 
the ccmpany was ordered to "show cause" why its rates should not be reduced to 
reflect the full impact of the TRA-related savings, or, stated quantitatively, 
reduce rates-oy-an additional $3.3 million. On June 30, 1987 the PUC ordered 
HECO to reduce rates by an additional $1.7 million or roughly half of the 5~ 
additional TRA-related savings considered in the show cause proceeding. The 
new rates were effective July 1, 1987. On June 12, 1987, the PUC issued a 
"show cause" order to Hawaiian Telephone. The PLC ordered Hawaiian TeleP.hone, 
a subsidiary of GTE, "to show cause why its rates and charges should not ·be 
reduced to reflect the full effect of the Tax Reform Act of 1986 [TRA] for 
calendar year 1987." The PL.C stated that the investigation shall "be confined 
to the net effect" of the TRA on the ccxnpany's 1987 calendar year service 
rates. A prehearing conference was held on June 30, 1987 with final PUC 
action not likely for several months. In January 1987, the PUC had approved 
Hawaiian Telephone's request to amortize $5 million of central office 
depreciation in the calendar years, 1987 and 1988, effective January 1, 1987. 
The PUC noted "the proposed amortization is an initial step towards necessary 
resolution of the depreciation reserve irrbalance in this account." The 
increased depreciation charge was approved without a commensurate increase in 
customer service rates. 

ID~-On January 7, 1987, the Idaho Public Utilities Commission (PUC) 
ordered all utilities under its jurisdiction to file data comparing the 
utility's tax expense for 1986 under the old tax law with the utility's 
hypothetical tax expense for 1986 utilizing new tax rates. Con'panies showirg 
a decrease in tax expense were required to file tariffs designe~ to reflect 
the reduction to become effective July l, 1987. The PUC approved a 
$0.6 million decrease for Intermountain Gas. Conmlssion actions regarding 
Idaho Power, Utah Power & Light arid Washington Water Power are pending. In 
DeCeriber 1986, tfie PLC approved a plan forMountaln Bell Telephone to t...pgrade 
central offices with digital facilities. The commissiQn agreed that expected 
savings from tax reform could be appropriated to help fund the upgrade. 
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ILLINOis-on Decenber 31, 1986, the Chief AccOLI'ltant of the Rate Review 
Department of the Public Utilities Division of the Illinois Conlnerce 
Oommission (ICC) wrote to all the state's major utilities requesting them to 
file data and a rate rider with the ICC within 30 days in order for the 
COOmission "to ilrplement the ratemakirq effects of the new tax law on a timely 
basis." It was requested that "the rider state the percentage by which all 
utility rates must be reduced to reflect the use of a 4~ tax rate for 1987" 
based on each company's most recent rate order. This percentage reduction has 
been applied to all utility billings. However, customer bills have not been 
reduced. Instead, the amounts have been accrued in a deferred credit account, 
with an offsetting debit to revenue. This deferred credit accoll'lt will 
continue to accrue until a final ICC determination later in 1967 with regard 
to each Cafllany' s financial position. It was the Chief AccOU'ltant' s view that 
"if the COOITiission determines that current earnings when adjusted to reflect 
all aspects of the new tax law are excessive, refll'lds will then be made to 
custaners fran the deferred credit accot.nt." Although not specifically 
described, excess earnings were indicated to be earnings above the previously 
authorized return on equity level. Formal ICC action has not as yet been 
forthcaning with regard to ilrplementation of rate changes in contested cases, 
however, a nuTber of settlements have been considered. On May 19, 1967, the 
ICC approved a motion by Union Electric (UEP) to revise its Callaway 
rate-phase-in plan in order to reflect the savings to be derived fran the 
TRA. The coopany vollJ1tarily proposed the tariff reduction so as to reduce 
the rate impact on customers. Effective May 19, 1987, rates rose by 
$3.7 million (2.2%) rather than $11 .5 million (6.8%). The final step increase 
scheduled for May 19, 1968 will also be revised downward, in this instance 
from $12.5 million (6.7%) to $3.8 million (2.1%). On June 24, 1987, the ICC 
approved astipulation filed by Iowa-Illinois Gas & Electric (I-I) and other 
parties, which will produce a $13.8 million electric rate reduction related to 
the TRA and provide for certain other rate modifications. No change was 
required in gas rates. The electric reduction becames effective July 1, 1987, 
but was accompanied by a restructuring of the Louisa Phase-In Clause so that 
the final three phase-in amounts will be levelized over a six year period. 
Giving consideration to the base rate decrease of $13.8 million and the Louisa 
Phase-In increase of $6.6 million that became effective July 1, 1987, a net 
$7.2 million reduction occurred in customer rates on that date. (See the 
May 29, 1987 and -lJne 26, 1987 issues of FOCUS NOTES.) In a related matter, 
on January 27, 1987, the ICC ordered Northern Illinois Gas (NIGAS), a 
subsidiary of NICOR, to temporarily reduce base rates by approximately 
$7.4 million (1.~). The ICC concluded that the company was earning a 16.29% 
return on equity compared to its previously authorized 15.55% and, therefore, 
a $7.4 million rate reduction was necessary ''to ensure that the C0!'11'any's 
rates are not excessive." The ICC also ordered a general rate case for Nibl\S, 
'fttlich has not had a rate case since 1982. The rate case will examine, alorg 
with the usual issues, the effect of the TRA on the company's revenue 
requirement. A rate settlement proposal by Commonwealth Edison that is under 
consideration by the ICC gives effect to the Impacts of the TRA in 1987 and 
years following. 

INliANA--CXl .l.Jne 1, 1987, the Indiana Utility Regulatory Corrmission (l.RC) 
voted to approve, with only minor modifications, the Executive committee 
Report on tt-e TRA as filed with tte Conlnission on April 15, 1987. ·This 
proceeding was initiated on No~enj:ler 26, 1986, \tlen the URC appointed an 
Executive Corrmittee and provided for the establishnent of four ~ask forces to 
examine the effect of the TRA on utilities in Indiana. ()') ~ril 15, 1987, the 
Committee issued a report recommending that the utilities voluntarily file for 
rate reductions to reflect lo'fler tax costs occasioned by the passage of the 
TAA. The Executive Corrmittee wa~ comprised of representatives of the lRC 
Staff, the Utility Consumer Ooun~elor, and members of the various utility 
industry associations. The Committee unanimously recommended that the 
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investor-owned utilities be asked to voluntarily file rate reductions through 
the Coornission' s 3G-day filing procedure. These filings would be examined by 
the Staff and then approved or disapproved by the URC. Any utility not 
voluntarily filing would be subject to an investigation and hearings as to why 
its rates should not be reduced. Proposed rate changes are to be based on the 
utilities most recent cost-of-service studies. In order to avoid problems 
caused by a decrease in cash flow, the Committee recommended that the lower 
tax rates be phased in, with service rates proposed to be effective July 1, 
1987 to be premised upon a 38.5% tax rate. Rate changes to be made .January 1, 
1988 would be based upon a 37% tax rate, with the final adjustment, July 1, 
1988, to reflect a 34% rate. The COmmission noted that the initial step in 
the TRA phase-in plan provides for a rate reduction "some 4 112% less than the 
implementation of the 34% tax rate may alone produce. This generic proposal 
is clearly a compromise situation designed to be applicable to that vast 
number of utilities whose rates presently in effect have not been reviewed and 
adjusted for some time." The LRC stated that to achieve a high level of 
accuracy would have required case-by-case reviews of each utility. Such a 
procedure was found to be not in the public interest, with the Commission 
finding that "a more expedient procedure dealing with all such similarly 
situated utilities in a generic fashion is appropriate. It is such treatment 
that has been recomnended by the Executive Canmittee report." 

l(MA--On February 6, 1987, the Iowa Utilities Board (!La) adopted emergency 
rules, effective April 1, 1987. "The purpose of these rules is to recognize 
the substantial impact on the tax liability of rate-regulated investor-owned 
utilities as a result of the TRA and prevent unnecessary utility revenue 
shortfalls or windfalls." Additionally, the Il.l3 ordered the utilities to 
determine a revised revenue requirement and to design rates which reflect the 
adjusted revenue requirement. The IUB devised a formula, which was applied to 
1986 financial data and was designed to isolate the revenue requirement impact 
of the TRA. Legislation was subsequently adopted ratifying the Il.l3's 
authority to require tax-related rate adjustments effective July 1, 1987. 
However, the legislation provides that a company may delay implementation 
until September 30, 1987, "if sufficient bond or corporate llldertaking is 
approved." A company may then file a general rate proceeding. Filed tariff 
revisions indicate the following TRA-re1ated decreases: Iowa Electric Light & 
Power, $5.7 million; Iowa Public Service, $11.5 million; Iowa Power, 
$13.6 million; Interstate Power, $5.1 million; and Northwestern Bell 
Telephone, $12 million. Iowa Power has indicated its Intention to delay 
implementation until September 30, 1987. 

KANSAS--On March 18, 1987, the Kansas State Corporation Commission (KCC) 
ordered most of the state's major utilities, effective April 1, 1987, to begin 
placing the savings arising from the TRA into a separate account. The monies 
in that account will be subject to refund, pending a full review by the sec of 
the effect of the TRA on each utility's revenue requirements. The utilities 
were instructed to use a blended 38% tax rate for purposes of calculating the 
tax savings. A formal docket was also q:>ened by the sec to initiate such an 
investigation, Which is expected to be completed by the end of the year. The 
sec specifically authorized the Staff to investigate other cost-of-service 
items while conducting the TRA review. The order covers all of ~he state's 
major utilities except the following companies: Kansas Gas and Electric, which 
was allowed to retain tax savings in the rate stabilization p!an ·prevlously 
approved by the sec (refer to tile March 13, 1987 issue of FOCUS ~TES); KN 
Ene~y, which has a rate case pending; and I<R../Gas Service, W"tich vo~llltarlly 
til~ for a rate reduction that reflects the effect of the TRA. On March 31, 
1987 SOC approved electric and gas rate decreases totalling $18. 7 million for 
KPL/Gas Service. The rate decreases went into .effect April 7, 1987, and 
reflect electric and gas department TRA-related revenue requirement r~dUctions 
of $ll. 6 million and .$0. 9 million respectively. KPL estimates that additional 
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TRA savings for 1988 will approximate $10.8 million for electric operations 
and $1.8 million for tre. gas department. On .l.Jne 12, 1987, the SCC voted to 
adopt a rate stabilization plan for Kansas City Power & L~t (KCP&L) wnich 
incorporates, among other items, tre irrpact of the TM. &L will be 
required to reduce rates by $4 .3 million in 1987 and by $10 .4 million in 1988. 

I<ENll.O<Y-01 .l.Jne 11, 1987, the Kentucky Public Service Comission (PSC) 
issued orders with regard to the rate reductions to be required as a result of 
tre TAA. This proceeding was initiated on Oecent>er 11, 1986, at which time 
the PSC determined to isolate the effects of the TRA on the state's major 
utilities and concluded that it would not consider additional rate increase 
issues. Q:lmpany filings were required by January 26, 1987. Louisville Gas 
and Electric (LG&:E) filed exhibits indicating a revenue requirement redUction 
of $12. 1 million based on a 40% tax rate for 1987 and an annual revenue 
requirement reduction of $21.9 million based on an effective tax rate of 34% 
in calendar-1988. Additionally, LG&E petitioned the COITIIlissian to suspend 
implementation of any rate change until such time as the company filed its 
next general rate case. Kentucky Power (KP) filed data indicating a total tax 
reduction irrpact of $6.7 million. For kentucky Utilities (KU) the 1967 and 
1988 rate reduction amounts indicated were $9.8 million and $13 million, 
respectively. South Central Bell Telephone (SCBT) filed data reflecting a 
revenue requirement reduction of $7.9 million based on a 40% tax rate and a 
reduction of $19.3 million using a 34% rate. The PSC decided to require a 
one-time rate reduction on JJly 2, 1987, for each conpany, with the change 
calculated on the basis of a 34% tax rate, and determined that LG&E should 
reduce rates by $24.1 million effective July 2, 1987. KP, KU, and SCBT, were 
ordered to reduce rates by $6.9 million, $19.3 million, and $19.4 million, 
respectively. The PSC approved a TRA-related revenue adjustment for General 
Telephone of the South in conjl.flction with its · recently conclooed general rate 
case, arid CollJlt)la Gas of Kentu:::kt adjusted its rates .).sly 1, 1987, pursuant 
to a stipulation entered Into lnts last rate case. (See the June 19, 1987 
issue of FOCUS NOTES. ) . 

LOUISIANA--On December 2, 1966, the Louisiana Public Service Commission 
(PSC) approved a petition by Central Louisiana Electric Company (CLECO), filed 
the same day , proposing that Its electric rates be reduced by $11.5 million 
over the next two years. This filing was tendered by CLECO on December 2, 
1986 in order to pass along to customers the benefits of the TRA. The rate 
decrease for calendar-1987 is $5.3 million, with an additional decrease of 
$6.2 million to become effective in 1988. The average decrease In residential 
customers bills will be roughly 4% over the two years. The PSC authorized a 
rate increase for Louisiana Power & Li~t in February 1987, and in so doing 
gave recognition to the IiiiPacts of the RA. The TRA irrpacts will be 
considered in the presently pending Gulf States Utilities (GSU) rate case. 
For other utilities in the state the TRA lrrpacts will be considered on a 
case-by-case basis. No other specific actions have yet been initiated. 

~NE--On March 17, 1987, the Maine Public Utilities Commission (PUC) 
approved a stipulation in wnich New England Telephone (t£1) agreed to 
irrplement a $9.2 million permanent rate decrease. The stipulation, wtlich was 
entered into between NET, the PUC Staff, and the Public Advocate, also calls 
for a one-time $2 credit for each residential and business line. NET 
slbnitted the rate case filing in which the CCfll>any s~.pported the continuation 
of present rate levels. A PUC order had directed NET to file a rate case in 
order to provide an opportl.nity for the Pl.C to examine the company's 
jurisdictional earnings and the effects of the TRA. On March 3, 1987, Bangor 
Hydro-Electric (BHE) filed with the PUC for a two-step rate decrease totalling 
roughly $6.9 liiillion. The rate filing was ordered by the PLC In aider to 
examine the effects of the TAA. The first step, which tad< effect April 1, 
1987, was a $6.2 million (9. 7%) decrease, and the second-step, to be 

m\..u~bklla\\o1inn com.printed 112&'2017 



-9-

implemented on December 1, 1987, is rot..ghly a $0. 7 million decrease. The 
filing was based t.pon a 1~ return on common stock equity (44.8% of capital) 
and a 12.17% return on an average rate base for a test year ended December 31, 
1986. The 12% equity return used by BHE in the filing was agreed to in a 
stipulation between the coopany and the PLC Staff. On May 6, 1987, the PLC 
approved a stipulation between Central Maine Power (CMP), the PUC Staff, the 
Maine Public Advocate, and the Industrial Energy Consl.ll'lers' Groop that 
provided for a reduction in base rates of $9.1 million, effective May 1, 
1987. Almost all of the reduction was attributable to a lower, although 
rnspecified, cost of capital for the company. The increase is in addition to, 
and makes permanent, the $6.7 million rate reduction implemented on 
February 1, 1987, mostly to accot.nt for the effect on revenue requirements of 
the TRA. Another rate reduction is expected in January 1988 to adjust rates 
for the further reduction of the corporate tax rate under the TRA. Although 
no return on equity was specifically authorized, the approved stipulation 
provides that any CW earnings above a 12% return on average coomon equity 
during the next two years will be set aside to cover deferred costs and 
increased operating and maintenance expense in later years. 

MARYLAND--On January 2, 1987, the PSC adopted a stipulation calling for 
Delmarva Power & Li~t (DP&L) to reduce base rates by $3.3 million to reflect 
the impact of the T . The stipulation had been filed on December 31, 1986 by 
DP&L, the PSC Staff and the Office of Peopl e's Counsel (OPC). The stipulation 
occurred in the Phase II proceeding initiated by the PSC in its October 2, 
1986 order. That order accepted a settlement in DP&L's earnings level 
investigation which resulted in the implementation of a $5. 6 million base 
electric rate reduction. The January 2, 1987 PSC action, as set forth in the 
stipulation, directs DP&L to propose, by December 1, 1987, an additional base 
rate reduction to reflect the TRA's impact on the company's financial position 
on and after January 1, 1988. On March 3, 1987, Conowingo Power, a subsidiary 
of Aliladelphia Electric was authorized a $3.7 million rate Increase in its 
rate case which was initiated on September 5, 1986. The final order included 
the impact of the TRA on the company' s service rates and was based upon a 37% 
blended tax rate rather than the blended 40% rate used by the company. · 

On May 5, 1987 the PSC issued its decision in the earnings 
investigation of Baltimore Gas & Electric (BG&E), which it had initiated in 
.l.Jly 1986. The impact of the TM was i ncorporated into the proceeding. At 
the end of the case BG&E supported use of a 40% blended corporate tax rate, 
whereas the PSC utilized a 36% blended rate. The new service rates were 
ordered to be made effective by June 1, 1987. On May 12, 1987, the PSC issued 
its decision in the earnings investigation for Potomac Electric Power (PEPCO), 
which it had initiated in July 1986. The impact of the TRA was Incorporated 
into the proceediN;J. At the end of the case PEPCO supported a two-step 
approach to the tax rate changes resulting from passage of TRA. The company 
proposed that customer rates for 1987 be set based L4Jon a 4CB tax rate and 
that a second set of service rates reflecting a 34% tax rate take effect 
Jaruary 1, 1988 ( amountiNJ to a $4 .1 million rate decrease) . The DPC and the 
Staff each recommended use of a blended tax rate of 3~, which the Commission 
adopted, effective May 27, 1987. 

MASSACHUSETTs--On January 28, 1987, the Massachusetts Department of Public 
Utilities (OPU) ordered the state's utilities to file information computing 
the effect that the decrease in the federal corporate tax rate would have on 
their revenue requirements as of .l.Jly 1, 1987. The Department stated that 
"ltthile we recognize that resolving all of the ratemaking consequences of the 
new tax code is a complicated matter that may eventually have to be considered 
in more detail in the context of each company's next general rate p~eeding, 
it is actninistratively impossible for the Department to conduct a complete 
rate proceeding for every Massachusetts company before July 1, 1987. It is 
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for this reasm that we are voting to open this limited proceeding. 11 On 
.lme 1, 1987, the CPU ordered all electric, gas and telephone canpanies to 
reduce rates, effective July 1, 1987,to reflect the cut in the corporate tax 
rate from 46% to 34%. Rate schedules filed by various COfTl)anies reflect the 
following rate reductions: Boston Edison, $34 million; Cormlmwealth Electric, 
$3.7 million; Eastern Edison, $1.4 million; Massachusetts Electric, 
$16.8 million; Bay state Gas, $4.2 million; Soston Gas, $7.1 million; 
Comnonwealth Gas, $3 million; and New Ef!Jland Telepf'iile, $29.4 million. Rates 
approved by the CPU in Western Massachusetts Electric's general rate case 
decided June 30, 1987 reflect the irrpact of the TPA • 

MICHIGAN--On October 28, 1986, the Michigan Public Service Commission (PSC) 
opened an official docket to receive information with regard to the impact of 
the TRA on the state's utilities. In this docket the PSC required that all 
investor-owned, state-regulated companies submit information on how each would 
be affected by the TRA. lhe action came on the PSC' s own motion, and was a 
follow-t.p of a September 3, 1986 mefOOrandun from the PSC' s Director of 
Technical Services to each jurisdictional utility. That memo requested each 
company to submit to the PSC, 30 days after the signing of the new tax law, 
data to show the effect of the new law on utility rates. On December 17, 
1986, the PSC ordered the state's electric, gas and telephone utilities to 
file data by February 17, 1987, indicating the impact of the TRA on their 1986 
test year operations. The PSC noted t hat the lower federal tax rates will 
mean increased profits for most utilities and may make possible a downward 
adjustment of present rates. The utilities were ordered to file the 
documentation showing the net effects of the new tax law on their rates and to 
show cause why their rates should not be reduced to reflect the lower taxes. 
Settlements were encouraged for TRA items only and as indicated below many 
were reached. A separate docket was established for each utility, and in 
instances where settlements were not achieved contested rate proceedings were 
conducted in which interested parties were permitted to address the effects of 
the tax bill on the prospective utility rates . 

On May 27, 1987, the PSC approved a settlement agreement that 
provided for Michigan Consolidated Gas (MichCon) to make refunds and reduce 
rates so as to reduce customer charges by $61.1 million during the 12-month 
period beginning June 1, 1987. The settlement had been entered into on 
April 28, 1987 by MichOon, a subsidiary of Primark, and the parties to several 
pending matters before the PSC. The settlement provided for $21.9 million of 
refunds and a $39.2 million rate reduction to be implemented June 1, 1987. 
The reduction is comprised of a $16.2 million annualized rate reduction 
resulting from the benefits of the TRA and a $23 million rate cut flowing from 
a temporary reduction resolving issues in a show cause proceeding with regard 
to alleged excess earnings. The $21.9 million of refunds will consist of the 
flow throu;Jh of $9. 9 million of excess deferred taxes arising from the TRA and 
$12 million associated with the settlement of a gas cost issue related to 
years 1986 through 1988. The reductions and refmds are expected to total 
$61.1 million over the 12 months ending May 31, 1988, however, the total 
ratepayer benefit will approximate $64.1 million over 15 months because the 
TRA-related rate reduction will continue through August 1988. If new rates 
are not in effect by August 1988, the TRA rate reduction will be revised from 
$16.2 million to $21.5 million annually, and this level of rate reduction will 
be made permanent. 

Also on May 27, 1987, the P~ approved a settlement agreement that 
provided for Michifan Bell (MB), a subsidiary of Ameritech, to reduce its 
rates by $79.6 mil Ion effective July l, 1987, to reflect the impact of the 
TRA. The parties to the TRA pr<?Ceeding for MB reached agre~ent and a 
stipulation was filed with the PSC on April 13, 1987. The settlement is 
silent on all regulatory issues except the dollar value of the impact of the 
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TRA. The company agrees that the annual revenue value of $79.6 million will 
be applied as a direct flow-through to customers coomencing .l.Jly 1, 1987. A 
$40 million reduction will be reflected through a negative surcharge to basic 
exchange rates for residence and business customers, a $20 million annual 
reduction will be made in interLATA access charges through the Michigan 
Transition Mechanism (MTM), a $17.2 million reduction to intraLATA message 
toll service rates will be accomplished, and a $2.4 million intraLATA WATS 
reduction will be implemented. AT&T Corrrnunications of Michigan (ATICCM) 
agreed to flow through to its customers the TRA benefits resulting from the 
reduction of the MTM. For A TIC a.! the TRA reduction approximated 
$17.6 million. On June 9, 1987 the PSC approved a settlement that provided 
for GTE-MTO to reduce rates by $10.4 million annually to reflect the !~act of 
the TRA. (See the June 19, 1987 issue of FOCUS NOTES.) Contested proceedings 
are in progress with regard to both the electric and gas rate levels for 
Consumers Power (see the June 19, 1987 issue of FOCUS NOTES) and for the 
electric rates of Detroit Edison. 

MDK.SoTA--The Minnesota Public utilities Conmission (PUC) initiated a 
rulemaking proceeding requiring the state's utilities to file recomputed 1986 
data utilizing the 34% tax rate scheduled to become effective July 1, 1987. 
The PUC has issued rulings regarding the TRA for, Northern States Power (Gas), 
People's Gas, and Otter Tail Power in recently decided rate cases. For 
Northern State's Power, the PUC adOpted a gas rate increase with step 
reductions effective July 1, 1987 and January 1, 1988 to reflect the effects 
of the TRA. (For further details please refer to the Minnesota Final Report 
dated February 20, 1987.) The effect of the TRA will be considered in the 
currently pending rate case for Minnesota Power. For the electric division of 
Northern States Power, the TRA effect was considered in conjunction with a 
proceeding in which NSP sought rate base inclusion of Sheree 3, which is 
coming on line later in 1987. (For further details please refer to page 3 of 
the May 22, 1987 issue of FOCUS NOTES.) For the remaining CallJanies, the PLC 
has developed a procedure designed to reflect the effects of the TRA in 
rates. The companies can either file tariffs by July 29, 1987, reflecting the 
TRA, utilizing a PUC developed formula, or attempt to reach a stipulated 
agree~rent with the Department of Public Service and the State Attorney General 
by late October 1987. Rates under the latter option would be made subject to 
refund subsequent to July 1, 1987. 

MISSISSIPPI--The i~Jllact of the TRA is, for the most part, being dealt with 
on a case-by-case basis. Mississippi Power & Light (MP&L), Mississippi Power 
and the gas distribution c~anies have Income ta.x riders in place Which are 
adjusted routinely to reflect tax law changes; however, the anticipated 
effects of tax law changes were incorporated into W&L 's rates when the second 
step of the Grand Gulf phase-in was approved by the Mississippi Public Service 
Conmission (PSC). The PSC opened a docket for Sooth Central Bell (SCB) for 
the specific purpose of investigating the impact of the TRA. On April 23, 
1987 the PSC order~d see to reduce rates by approximately $10.3 million to 
reflect the tax rate change and changes in SC8' s net operating income. 

MISSOl.RI--On November 3, 1986, the Missouri Public Service Commission (PSC) 
established an Investigatory docket to receive information from utility 
conpanies as to how they will be affected by the TRA. The utilities were 
required to file information regarding their revenue requir~nt based on 
calendar-1985 data under the old tax law and the new tax law. Similar data 
based ~on c~endar-1986 results was also required. On Janua;Y 30, 1987, the 
PSC ordered the Staff t o set up informal meetings with the parties for the 
purpose of negotiating settlements regarding rate reductions to reflect the 
effect of the Tf!A. Negotiated settlements have been reached b~tween specific 
companies and other interested parties. Rate reductios have been approved for 
St. Joseph Light & Power, Laclede Gas and General Teleprone. In these 
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instances the rate changes are also reflective of other modifications to the 
individual company's cost of service. Modifications to Union Electric's (UE) 
and Kansas City Power & Light's (KCP&L) phase-in plans were awroved by the 
PSC. OE 1 s revenue requirement for tt-e third step increase was reduced by 
approximately $33 million, with equivalent revenue requirement reductions to 
be reflected in tt-e subsequent phase-in steps. KCP&L' s second step increase 
was reduced from $19.2 million to $7.7 million. Third through seventh year 
phase-in increases will be reduced from 3.5% to 2.2%. 

MONTANA--In November 1986 the Montana Public Service Commission (PSC) issued 
an Order to Show Cause requiring each Montana public utility to submit data, 
by February 1, 1987, reflecting the impact of the TRA. The PSC is currently 
considering a generic docket (Docket No. 86-1162) based on the data submitted 
by the 14 largest companies in the state. The purpose of this case is to 
determine whether the effects of the TRA warrant rate adjustments for these 
corrpanies. 

NEBRASKA--No action has been taken by either the Nebraska Public Service 
COmmission or by the utilities with respect to the impact of the TRA. 

t-EVADA--In October 1986 the Nevada Public Service Conmission (PSC) opened a 
generic docket to establish new rules and policies concerning the TRA. A 
prehearing conference was held February 3, 1987, and a workshop involving all 
i nterested parties took place in April 1987. Hearif1gs will be held concerning 
all items not resolved by the April workshop. The PSC is expected to issue 
its new rules and policies in the fall of 1987. No rate changes related to 
the TAA are expected to be implemented prior to 1988, ard it is uncertain at 
this time whether the changes will take place in the context of a general rate 
case or a limited-issue case . 

NEW HAMPSHIRE--On December 1, 1986, the New Hampshire Public Utilities 
COmmission issued an order directing the state's public utilities to file, by 
February 1, 1987, data concerning the effect on each company of the TRA. For 
Public Service Company of New Hampshire the revenue requirement reduction 
flowing from the TRA was considered in the context of the company's rate case 
that was decided on June 29, 1987. Since New ESlland Tele~rone has no rate 
case pending , the impact of the TRA will be cons dered In he company's 
depreciation represcription proceeding, which is expected to be decided in the 
near future. 

NEW JERSEY--On October 10, 1986, the New Jersey Board of Public Utilities 
(BPU) directed the Staff to conduct a review of utility company obligations 
under the TRA and to determine whether customer rates could be reduced without 
detriment to company services. On January 6, 1987, the EPU issued an order 
directing that the effects of the TRA "should be deferred t.pon the utilities' 
books ard records efr"ective January 1, 1987, so as to preserve its effects and 
ultimately pass along fully the likely reduction in revenue requirement to 
ratepayers." lhe c0f'l1)anies' were required to sl.bm.it data showing detailed 
calculations of the TRA upon their revenue requirement. 

On December 22, 1986, the EPU issued an order allowing New .):!rsey 
Bell Telephone (N.ET) to accelerate the aroortization of its dep'reciatlon 
reserve deficiency, effective January l, 1987, with the deficiency to be 
amortized over a 3.5-year per~od ve~sus a 15-year period. N~T PIQPOsed that 
the 8PU require a rate reduction July 1, 1987, only of the net difference 
betwee~ recognized ~venue requirement increases · a~sociated~th increased 
deprec.iation and the reductions associated with the TRA. lhe EPU largel,y 
adq>ted ~he company's ptoposal, but voted to give fu~her con$ideration to the 
precise amo~t of revenue reduction to become eff-ective July 1_, 1987, 
initially estimated at $33.7 million annually. On May 21, 1987, the BPU 
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adopted a stipulation that had been signed by the 8PU Staff, the New Jersey 
Department of Public Advocate, and NJBT, concerning the disposition of the 
savings flowing from the TRA. Of the $88 •. 4 million of TRA savings, 
$40.2 million will be used by NJBT to accelerate its recovery of the 
depreciation reserve deficiency, while the remaining $48.2 million will flow 
through to customers in the form of a rate reduction. On December 18, 1986, 
the BPU approved a $23.3 million rate reduction proposal sl.bmitted by Jersey 
Central Power & Light to reflect the 1987 irrpact of the TRA. Elizabethtown 
Gas currently has a proceeding before the BPU in which it seeks a m. 5 mil~ion rate increase. As part of the proceeding the corrpany gives 
recognition to the provisions of the TRA. On .O.nil 16, 1987 South Jersey Gas 
(SJG), a subsidiary of South Jersey Industries, filed for a $16 million (8%) 
gas rate increase which reflects the 1988 effects of the TRA. In the recent 
Public Service Electric & Gas (PSE&G) electric rate case, the BPU gave 
consideration to the tn million 1987 rate reduction irrpact of the TRA. The 
1988 impacts of the TRA will be considered for PSE&G's electric operations 
along with other rate changes to become effective January 1, 1988. Effective 
June 12, 1987; Rockland Electric (RE), a subsidiary of Orange & Rockland 
Utilities, implemented a $0.7 million rate decrease to reflect the 1987 
effects fo the TRA. Effective January 1, 1988, RE will reduce rates by 
$1.5 million for 1988 TRA savings. This action occurred in the company's 
levelized energy adjustment clause filing before the BPU. On June 30, 1987, 
New Jerset Natural Gas a subsidiary of New jersey Resources, filed for a 
$27.4 mil Ion (llt) permanent rate increase which reflects the effects of the 
TRA. 

NEW MEXI~-The Staff of the New Mexico Public Service Commission (PSC) 
filed a petition, asking the Commission to require each jurisdictional utility 
to file an updated cost-of-service based upon a recent test year, including 
the impacts of t he TRA. On December 31, 1986, the PSC ruled that it would not 
docket the case, but issued a formal letter requesting that each company file 
the information sought by the Staff by March 30, 1987. The New Mexico State 
Corporation Commission (SCC) requested information from the state's telephone 
Corfllanies regarding the impact of the TRA, but no sec action has been 
forthccxning • 

NEW YORK--On January 28, 1987 the New York Public Service Commission (PSC) 
voted to have each of the state's utilities defer the savings attributable to 
the TRA as of January 1, 1987. The PSC ruled that the changes resulting from 
the TRA would be considered in the next rate case for each company. National 
Fuel Gas Distribution (NFGD) became the first New York company to receive rate 
treatment related to the TRA. On January 14, 1987, ·the PSC adopted a 
settlement agreement for NFGD that was based on a calculation of the current 
revenue requirement effect of the TRA through March 31, 1988. In a March 13, 
1987 rate decision for Niagara Mohawk Power, the PSC reflected the impact of 
the TRA in the revenue requirement adopted. Recent rate decisions for Central 
Hudson Gas & Electric and Rochester Gas & Electric also reflected the effects 
of the TRA. Rending rate cases for [~ Islarid L~hting and New York State 
Electric & Gas will reflect tax reform mpacts. ~r most of the remaining 
companies, the PSC initiated comprehensive rate plans to consider such issues 
as tax reform and rate of return. On March 18, 1987, the PSC approved a 
settlement agreement regarding the revenue requirement of Consolidated 
Edison. As a result, Con Ed reduced its electric rates by $132.5 million and 
will provide for rate stability for three years. Savings attributable to the 
TRA are ~fleeted in this rate reduction. On April 8, 1987, the PSC adopted a 
comprehensive rate plan for New York Telephone eompany, a subsidiary of 
NYNEX. The rate plan provid~s for a $100 ml1llon permanent rate reduction to 
become effective in August 1987. On July 2, 1987, the PSC adOpted a 
comprehensive rate plan for b~ange & Rockla~ Utilities which c~lls for a rate 
reduction of approximately $8 ml!!lon, partly to reflect tax reform. Tax 
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reform is among the issues that are reflected in this rate reduction. Similar 
cases have been initiated for AT&T CoomLf'lications of New York, ALLTEL of New 
York, Continental Telephone of New York, and the gas dePartments of central 
ROOSon Gas & Electric arid Consolidated Edison. 

NORTH CAROLINA--On October 23, 1986, the North Carolina utilities 
COOITiission (f'.CLC) ordered the initiation of an investigation to determine the 
effects of the TRA on the obligations of each utility company under its 
jurisdiction. The f'.l:LC ordered each utility to determine the dollar irrpact of 
the tax law change and to file such with the Commission no later than 
Novent>er :30, 1986. In addition, the f'.l:LC order placed the affected utilities 
on notice that the federal income tax expense component of all existing rates 
and charges, effective January 1, 1987, will be billed and collected on a 
provisional rate basis pending further investigation and disposition of this 
matter. In December 1986, DIJ<e Power filed with the N:LC recOfllTIE!nding an 
approximate $48 million TRA-related rate reduction. The N:LC st.bsequently 
accepted Duke's proposal and made the rate reduction effective as of 
January 1, 1987. On May 12, 1987, the t-tlC ordered all utilities sl.bject to 
its October 1986 order to file a statement of the amount by which accumulated 
deferred income taxes exceed accrued taxes due to the lower tax rates included 
in the TRA. The canpanies were directed to show calculations and workpapers 
reflecting the excess deferred tax amount subject to flowback restrictios and 
those not subject to flowback restrictions. The requisite data and comments 
were filed by the companies during June 1987 and N:LC action is pending. On 
.l.Jne 29, 1987, the Commission approved ATICCJ.1' s proposal to reduce interLATA 
toll rates by approximately $8.8 million effective July 1, 1987. 
Approximately $1.4 million of the approved rate reduction reflects a flow 
through of TRA-related tax savings. Several other utilities have filed 
proposed TRA-related tax reductions, however the Commission has not yet issued 
orders in these cases. carolina Power & Light has included the TRA' s ilrpacts 
in its pending rate case arid a Commission decision is expected in that case 
during August 1987. All the TRA-re1ated filings, including Duke's, are to be 
examined by the NCUC, with decisions likely later in the year. In all 
likelihood, the treatment of deferred tax balances will be an issue in the 
Commission's study, and further investigation may be undertaken in the future 
with regard to the tax rate reductions scheduled to take effect January 1, 
1988. 

~TI-l DPKOTA--On December :30, 1986 the North Dakota Public Service 
Commission (PSC) issued an order directing the utilities to file information 
on the TRA and its effect on revenue requirements. The companies were also 
asked to submit proposals regarding rate changes occasioned by the TRA. Based 
on the submitted information, the PSC determined, in orders issued on .)Jne 16, 
1987, that the TRA will not cause Great Plains Natural Gas, Inter-Community 
Te~hone and Montana-Dakota Utilities to realize excesSive earnings from 
No Dakota operations arid that the Investigation of TRA impacts for these 
CC>fll)anies should be closed. Also, on .l.Jne 16, 1987 the PSC ordered refunds 
totalling $1.5 million in 1987 and $3.1 million in 1988 for Otter Tail Power 
Co~any, in the form of "Tax Reform Act Credits" on customers' monthly bills. 
RefundS were also ordered for Northern States Power Company in the amounts of 
$0.2 million for 1987 and $0.4 million for 1988. 

OHIO--On November 12, 1986, the Chairman of the Ohio PUblic Utilities 
Cormdssion (Pl.£) requested that each company sutxnit an estimate of the effects 
of the TRA by December 31, 1986, and that each utility sutmit a proposal 
recarrnending an appropriate methodology to dispose of the tax issue. All of 
the major Ohio utilities have responded to the Chairman's request, and the 
responses have included proposals to reduce rates to reflect the tax savings 
as well as proposals to retain the tax savings in order to postpone the filing 
of future rate cases. Two companies, Mmongahela Power and East Ohio Gas, 
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received rate recognition of the TRA in rate cases decided in December 1986. 
CK'l January 13, 1987, the PUC adopted Colurbia Gas' proposal to reduce rates by 
$6.7 million, and on February 10, 1987, the PUC approved Ohio Power's proposal 
to reduce rates by $7.1 million. On April 28, 1987, Ohio Edison, the Ohio 
Consumers' Counsel, and the Staff of the PUC signed an agreement which, if 
adopted by the PUC, would permit OEC to increase its rates by approximately 
$152 million (1~). TRA benefits are reflected in this stipulation. On 
June 9, 1987, the PUC approved a two-year rate plan that had been filed by 
Cincinnati Bell Telephone. The canpany will institute a temporary, two-year 
credit on customer access lines amounting to a revenue decrease of roughly 
$2.4 million. This rate reduction reflects savings attributable to the TRA as 
well as the company's proposal to accelerate amortization of its depreciation 
reserve deficiency and to accelerate the retirement of the Station Connection 
AccolJ'lt. Also, on June 9, 1987, the PUC agreed with a proposal by Ohio Bell 
Telephone, a subsidiary of Ameritech, to utilize TRA savings to offset tne 
effects of reduced toll and carrier access charges, reduced intraLATA toll 
rates, and increased depreciation rates. On June 16, 1987, the PUC approved a 
request by Dayton Power & Light to reduce its electric and gas rates by a net 
of $10.4 million (2%). The company's proposal included a $14.6 million rate 
reduction required by the TRA, with this decrease offset by $4.2 million for 
increased expenses related to conservation programs. TRA benefits are issues 
in the pending rate cases for Cleveland Electric Illuminating and Toledo 
Edison, both subsidiaries of Centerior Energy COrporation. 

OKLAHOMA--On October 23, 1986 the Staff of the Oklahoma Corporation 
COmmission (OCC) filed an application seeking ace approval to commence an 
investigation of the state's largest investor-owned utilities to determine if 
rate decreases should be required as a result of changes in federal tax laws. 
The Staff held a technical conference with the state's utilities to establish 
a time schedule for audits of company records and public hearings. The 
companies named in the Staff's application included Iahire District Electric, 
Oklahoma Gas & Electric (OG&E), Public Service of Ok oma (PSO), SoUthwestern 
PUblic service, Arkansas-Louisiana Gas, Arkansas-Oklahoma Gas, Lone Star Gas, 
KPL/Gas Service, Oklahoma Natural Gas (ONG), General Telephone of the 
Southwest, and Southwestern Bell Telephone (SWBT). On December ~1, 1986, a 
rate reduction of $0.1 million was ordered for Empire District Electric in 
conjunction with the company's biennial review and to reflect the impact of 
the TRA. On June 26, 1987 the ace approved a $32.8 million rate reduction for 
OG&E and a $1.9 million rate decrease for ONG to reflect the impact of the 
TRA. Commission action regarding SWBT, General Telephone, Arkansas Louisiana 
Gas, and KPL/Gas Service has been postponed, but Whatever rate determinations 
are subsequently made will be effective from July lt 1987. PSO's rates will 
also ~e reviewed at a later date. Lone Star has a rate case pending before 
the D:mnission. 

CREGON--In early 1987 the Oregon Public Utility Cormlissioner (PUC) informed 
the state's utilities that the disposition of the savings from the TRA would 
be considered in the context of an open docket, if one was available. For 
those utilities without an open docket, the PUC requested that information be 
filed indicating the effect of the TRA in 1987. On May 7, 1987, the PUC 
approved a stipulation for PacifiCb(P which included a $14 million revenue 
reduction due to the flow thiouQh o savings related to the TRA. Portland 
General Electric's currently pending general rate case was expanded to Include 
tte effects of the TRA • General Telephone of the Northwest, Idaho Power, and 
Northwest Natural Gas each have cases pending Which specifically deal with tax 
reform. 

~VANIA--CK'l December 18, 1986, the Pennsylvania PUblic Utility 
Oommission (PUC) issued a ruling requiring the state's large utilities to 
establish temporary rates effective January 1, 1987, pending final PUC action 
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with regard to any rate changes ultimately occasioned by passage of the TRA. 
Those utilities that had previously settled rate cases that accounted for the 
TRA impacts, or that had rate cases in progress in which the impacts of the 
Act would be considered, were to be accorded different treatment. The PUC 
declined to adopt a proposal that had been offered by the Office of Consumer 
Advocate that the Commission establish a negative federal tax adjustment 
surcharge. On December 18, 19861 the PLC largely approved the request by 
Pennsylvania Power & Light (PP&LJ to place the impact of three proposed rate 
changes Into effect simultaneously on January 1, 1987, one of the changes 
being the $47 million impact of the TRA. Major utilities in the state with 
rate cases in progress were to have the effects of the TRA considered in their 
rate proceedings. On January 30, 1987 the PLC approved settlement petitions 
providing for TRA rate reductions for Metropolitan Edison and Pennsylvania 
Electric, both subsidiaries of GPU. These rate reductions were negotiated as 
provided for in settlement rate orders for both companies issued on 
November 25, 1986. The rate reductions negotiated for 1987 are based on 
estimated blended tax rate of 40% for this year, with next year's reductions 
assuming a further corporate tax rate reduction to 34%. (See page 3 of the 
February 6, 1987 issue of FOCUS NOTES for additional detail.) 

On April 9, 1987, the PUC acted on a petition for rehearing by 
Duquesne Li~ht and voted to rehear one tax issue and to reverse one tax 
rUling. Th s reversal had the effect of revising a previously ordered rate 
reduction from $18.5 million to $15.8 million. The item reversed was related 
to the tax treatment of capitalized overheads. Duquesne had previously 
treated certain of these expenditures as deductible expenses for inc01re tax 
purposes, but it is now required by the TRA to capitalize such amounts. An 
issue with approximately $5 million of revenue impact has been set for 
rehearing. The PUC initially required that no recognition be given to taxes 
attributable to the unbilled revenue provisions of the TRA. The Commission 
has subsequently granted rate recognition of this tax impact to other 
utilities. The PUC rejected a plea for a stay and denied reconsideration of 
other issues, including the imposition of a 34% effective tax rate from 
March 10, 1987 forward. On April 9, 1987, Duquesne appealed the PUC action to 
the Coornonwealth Court of Pennsylvania, including in its appeal the use of a 
34% tax rate, the PUC's reliance on a 13.5% return on equity, the in-service 
criteria established, and certain other matters. On .)Jne 2, 1987, the 
Cormlonwealth Court of Pennsylvania granted EXJU a stay of the March 10, 1987, 
PUC order, requiring a revi~ed rate reduction of $15.8 million. The Court 
ruling came in response to DQU's May 1, 1987 petition for a stay pending 
review of the PUC order. The Court found that the COil"pany had met the 
standards for a stay and therefore it was granted. (See the June 5, 1987 
issue of FOCUS NOTES.) 

On April 16, 1987, the PUC authorized Philadelphia Electric (PE) and 
Bell Telephone of Pennsylvania (BTP), a subsidiary of Bell Atlantic, to 
lrrplement 1987 TM rate reductions in the amounts requested. PE had pr~osed 
no change in gas rates, and this proposal was adopted. The c~any had 
proposed a $32.2 million reduction in revenue requirement to .reflect the 
impact of the TRA in 1~87, and requested that this be applied to the 
uncollected revenue portion of the phase-in plan established fqr the 
Limerick 1 nuclear plant. While this specific request was denied, the PUC 
ad~ted the carpany-proposed amolJ1t of $32.2 million as the 1987 rate refund, 
and required this amol.flt to be returned to customers over the remainder of the 
year. 

On June 4, 1987, the PUC adapted a Staff recommendation that 76 of 
the state's larger utilities be ordered to reduce rates by ~arly $54 ml:llion 
to reflect reductions in their taxes as a result of the TRA. Fifteen state 
utilities had already implemented TRA rate reductions, and certain others will 
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have the TRA benefits considered in rate cases that are currently awaiting PUC 
action. The two utilities most substantially affected by the June 4, 1987 
action are West Penn Power (WPP) and Equitable Gas. WPP was ordered to 
implement an Interim 2.27% rate reduction, estimated to reduce rates by over 
$20 million, effective July 1, 1987. Equitable Gas was ordered to reduce 
rates by 2.12%, or about $7 million, on the same date. The cOOl)anies required 
to reduce rates were permitted to elect to make the new lower rates permanent, 
or to file complaints against sueh rates. 

RHODE ISLAND--During the first week of February 1987, the Division of Public 
Utilities· (CPU) of the Rhode Island Public Utilities Commission (PLC) sent 
letters to utilities requesting cost-of-service, rate base, and return data 
for calendar-1986, and also asked for information on the imp~ct of the TRA on 
revenue requirements . A January 12, 1987 rate decision for Blackstore Valley 
Electric Corrpan~ (BVE) ircluded the effect of the TAA . BVE was also ordered 
to file a secon set of tariffs that will reflect the further lowering of the 
tax rate in 1988 under the TRA. The secondary tariffs will be i!J1)1ernented 
when the additional tax rate reduction takes effect. On May 29, 1987, the PLC 
approved a stipulation agreement between New England Telephone (NET), the OPU1 the Rhode Island Attorney General, and the' Rhode Island Const.rners Cotncil that 
will reduce rates approximately $5.3 million. The reduction was attributable 
to the tax rate reductions in the TRA and the Rhode Island Gross Receipts Tax, 
FCC separations changes, depreciation represcription, inside wire 
deregulation, changes in the Uniform System of Accounts, and a reduction in 
NET's overall rate of return to 11.36%. 

SOUTH CAROLINA--In July 1986 the South Carolina Public Service Commission 
(PSC) directed utilities to file data on "the impact of federal tax changes as 
applied to the corrpany's 1985 operations" within 60 days after Congress and 
the President acted on tax reform legislation. As well, the PSC had 
separately directed the Staff to investigate the cost of common equity for the 
major utilities in the state and determined that if the Staff 's cost of equity 
determinations are available by the time the tax-irrpact reports are filed, the 
PSC would be in a position to formulate its position and make any decisions on 
the basis of the knowl edge provided from both reports. On December 16, 1986, 
the PSC voted to order Duke Power to lower its base electric rates by 
approximately $20.2 million (2.3%) effective .January 1, 1987 to reflect the 
.isrpact of the TAA. On December 12, 1986, Duke had filed data with the PSC 
indicating that it would experience approximately $20.2 million of savings due 
to the TRA. The PSC indicated its intention to continue to investigate the 
impact of the tax bill on Duke and to ensure that the company's custOmers 
receive the full benefits of any tax savings. On January 14, 1987, the PS: 
directed South Carolina Electric & Gas (SCE&G) to reduce retail electric rates 
by approximately $25.5 m1llion (3t) to reflect anticipated savings from the 
TRA. In December 1986 SCE&G had filed its report setting forth its estimated 
tax savings under the TRA. The Conmission voted unanill)Ously to pass the full 
savings through to customers. The PSC instructed its Staff to continue its 
analysis of SCE&G's tax savings report and to notify the Commi~sion if any 
further rate ~djustments should be made, especially in 1988 or thereafter. 
C~rolina Power & Light filed a full rate case in February 1987 which incll.des 
the Ifil)act of the TRA. A PSC decision is expected in this case during August 
1987. The Commission's investigations into the TPA irrpacts on other utilities 
are ongoing, with decisions 'not expected ll1til the latter half of 1987. 

sa..mi DAKOTA--The Scuth Dakota Public Utilities Cormtission (PLC) has 
formally opened a generic docket to examine the effects or the TRA and the 
current earnings of South Dakota utilities. The PUC is still in the process 
of gathering data. While it was thought that changes in rates could be 
expected before the middle of 1987, none have occurred to date. 
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TENNESSEE--on December 30, 1986, the Tennessee Public Service 
Commission (PSC) voted for an $11.8 million revenue requirement reduction for 
South Central Bell Tel~ (SCBT) to reflect the financial impact of the 
TPA. Roughly half of reduction was authorized to be accounted for through 
the recording of higher depreciation charges, with the other half caning from 
redt£tions in rates. The Coomission accounted for the TRA in a recently 
finalized rate case for General Tel~hone Co~ant of the South, and also 
incorporated the impact of the TRA In a Unit~ C ties Gas rate case completed 
in February 1987. In all three of these completed cases the PSC allowed the 
use of a blended corporate tax rate for 1987 service rates, with the 
understanding that as of January 1, 1988, service rates for these three 
companies will reflect a 34% corporate tax rate. On December 30, 1966, in a 
separate order, the PSC voted to initiate a generic hearing to investigate the 
impact of the TRA on all other utilities within the state. Initially, the 
utilities were required to file their responses by the end of January; 
however, the PSC changed the response deadline time to .)Jne 1987. On .l.me 30, 
1987 the PSC voted approval of most of the companies proposals while requiring 
additional data from several small utilities. The Commission approved the 
flow through of TRA-related savings for both AT&T Communications and for 
United Intermountain Telephone. Final Corrrnisslon orders are expected to be 
Issued In the near future. 

TEXAS--The Texas Public Utility Commission (PUC) Staff sent letters to all 
utilities requesting comments as to the general and specific effects of the 
TRA on the companies, their tax liabilities and their cash flow. A task force 
consisting of Staff members is responsible for gathering the information and 
nBking recoovnendations to the PUC, with any PUC action to be taken to occur 
during the second half of 1987. 

UTP.H--The Utah Public Service Commission (PSC) informally requested 
information fran the major utilities in the state regarding the TRA. No 
further action has been taken 

VERMONT--On January 9, 1987, the Vermont Public Service Board (PSB) sent 
letters to the state's utilities requesting that the companies file with the 
PSB estimates of the effects of the TRA for 1987 ard 1988. The letter 
required responses to be filed by January 30, 1987, and all of the major 
Vermont utilities have submitted their estimates. For Central Vermont Public 
Service, the PSB disposed of the issue in the company's general rate case, 
;;<t'\lch was decided January 2, 1987. On March 11, 1987, the PSB issued an order 
providing for a $3.5 million (4.5%) rate reduction as requested by Green 
MOLntain Power ( GW). Gt.P initiated the case February 24, 1987, when it f !led 
for a $3.5 million rate reduct~on, with roughly $2.4 million of this amount to 
flow from the savings attributable to the TRA utilizing a 40t blended rate. 
As for New England Telephone (t£T), on January 6, 1987 the Department of 
Public service ana the coopany agreed on a new regulatory framework that will 
provide for the stabilization of basic telephone rates, with most other 
services partially or totally deregulated. The plan provides for an immediate 
revenue requirement reduction of $5.4 million, which reflects, among other 
items, the TRA. The State Legislature has passed a bill that allows the PSB 
to deregulate certain services. 

VIRGINIA--On February 4, 1987, the Virginia State Corporation Commission 
(SOC) informed the utilities in its jurisdiction that due pr~marily to the 
impetus of ~he TRA, investigations of the financial conditions of large ! 
electric and telephone COflllanies could soon be l.lldertaken. During 1987 the 
Comnission Staff, as directed by the sec in late 1986, has been receiving data 
fran the utilities with regard to estimates of the TRA' s impact. Continental 
Telephone Company responded with a proposal to reduce rates by approximately 
$3.3 .irillllon Which the sec sli:lsequently accepted. On February 12, 1987 
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Chesapeake & Potomac Telephone (C&P) filed with the SCC to institute a 
$15 million rate reduction to reflect the impact of the TRA. C&P's filing was 
accepted by the Coomission in March 1987 and the proposed rate reduction was 
effective July 1, 1987 as an across the board reduction. On March 3, 1987, 
the sec sent letters to the utilities within its jurisdiction directing each 
to defer all savings related to the TRA, effective January 1, 1967. On 
MaiCh 6, 1987, the sec sent orders to the investor-owned electric utilities 
under its jurisdiction directing each to file an "expanded" annual 
informational filing (AIF) based upon a calendar-1986 test period and a 
hypothetical rate year beginning September 1, 1987. The AIF is normally used 
as a "make-whole" procedure for the utilities in the state. The SCC's stated 
reason for such filings was as follows, "Because of this Commission's 
awareness of vast improvements in the national and local economies and changes 
in the federal tax laws, the Commission has determined that a more detailed 
Commission awareness of the financial condition of the investor-owned electric 
utilities is necessary at the present time than will be provided by our review 
of the standard Annual Informational Filings required of these utilities." 
The expanded AIF's essentially allow the Commission to determine whether or 
not it should initiate a general rate case for the utility . In light of these 
expanded AIF filings, the sec subsequently modified its TRA-re1ated 
instructions and directed that the utilities not be required to defer savings 
related to the tax bill. All CCX!l>anies are to continue to monitor the irrpact 
of the tax changes and supply such information in their expanded AIF filings. 
The status of each expanded AIF is as follows: A~alachian Power, a 
subsidiary of American Electric Power, was requir~ to file data by July 6, 
1987. Oelmarva Power & Light filed its AIF on April 10, 1987 supporting an 
approximate $0.8 million rate reduction which the sec subsequently approved on 
an interim basis. Final Commission action is pending. Potomac Edison filed 
the necessary data and sec action is pending . In an order issued on APril 16, 
1987, the sec established a schedule for Vi rginia Electric & Power's 
"expanded" AIF case which required company testimony to be filed by June 1, 
1987 and hearings to commence September 14, 1987. On April 9, 1987, the sec 
had severed several issues proposed in the company's fuel review filing and 
directed that these be considered in an "expanded" Aif proceeding. (See page 
6 of the April 24, 1987 issue of FOCUS NOlES.) 

WASHINGTON--The Washington Utilities & Transportation Commission (WUTC) 
required each of the state's utilities to file data by December 31, 1986 
estimating the effects on cost of service resulting from the TRA. On 
March 19, 1987, the WUTC approved a $2.8 million rate decrease for PacifiOorp 
to recognize the 1987 effects of the TRA . The rate decrease took into account 
the accrued tax savings, with interest, from January 1, 1987, to March 19, 
1987. On April 17, 1987, Pacific Northwest Bell (PNB) and other parties 
signed an agreement regarding the company's revenue requirement. PNB agreed 
to reduce its rates by $51.4 million, to reflect, in part, savings related to 
the TRA. (Refer to page 3 of the May 1, 1987 issue of FOCUS NOTES.) On 
April 23, 1987, the WUTC ordered rate reductions, effective July 1, 1967, for 
three cOfll)anies: PU~t Sound Power & Light--$19.2 million; Washi~ton Natural 
Gas--$2 .9 million; a , General TelephOi'ie of the Northwest-$4 .4 m!Ilon. The 
rate reductions for these companies reflect a 34% tax rate. 

WEST VIRGINIA--IXl Jaruary 20, 1987, the West Virginia PUblic Service 
Conlnission (P~) issued an order directing utilities within the state to file 
written statements estimating the potential impact of the TRA on their 
operations. These respcnses were due by March 16, 1987 and hearings were held 
during April 1987. Conmission action is now pending. On .l.Jne 24, 1987, the 
PS::: issued an order approving ~alachian Power Coopany' s (APCO) proposal to 
reduce rates by approximately .8 million. O¥Sco, a subsid~ary of American 
Electric Power, initiated this filing on May 28, 1987 in opdei to reflect in 
customer rates the impact of the TRA, changes in West Virginia state tax 
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laws., and approximately $15.6 million of lower fuel costs ~ich would not 
otherwise be reflected in rates until October 1987 (after PSC determination of 
the cafl)any' s appropriate "expanded net energy cost factor" (Et£C). (See 
page 6 of the .:Une 5, 1987 issue of FOCUS NOTES.) During hearings the 
Commission Staff had proposed that the PSC conditionally approve APCO's 
proposal, "subject to a notice requirement and certain specific 
recoovnendations." The Cormlission decided it should waive the notice 
requirements and approve the filing and conclooed that "an expedited 
disposition will enable APCO's West Virginia customers to immediately receive 
the benefits of the rate reduction." The PSC clarified in its order that 
"APCO also recognizes that the exact amolJ'lt of its EJ£C level effective 
October 1, 1987, will be reviewed and determined by the Conrnission" in a 
separate docket. The lower rates were effective .l.Jly 1, 1987. 

WISCGISIN--lhe Wisconsin Public Service COITfllission (PSC) requires the 
state's 12 largest utilities to file forecasted financial data each year, and 
the effects of the TRA have been or will be dealt with in each of these annual 
reviews on an individual CCX'Jl)any basis. Coolpanies not undergoing annual 
reviews were required to submit data by April 1, 1987 to show the impact of 
the TRA on their operations and then to file new rates effective .l.Jly 1, 1987 
reflecting that impact. 

WYOMING--The PSC has informally requested information from utilities 
regarding the effect of the TRA. The irrplications of the TRA for ratemaking 
purposes will be handled on a case-by-case basis as part of each company's 
next rate case . 
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ESTIMATED REVENUE REQUIREMENT EFFECTS OF FEDERAL INCOME TAX RATE REDUCTlON FROM 35" TO 21" ON KENTUCKY ELECTRIC UTIUTIES• 

Kentucky POW<I Kentutky Utilities I.Dulsvtlle Gos and Dul<eEnoiJ'( 
Oau Source: 2016 FERC form 1s and 3rd Q.t.r 2017 FERC Form 3Qs: Comf!!!lfll Comea~ CQ ElKttkl.lf •• Kent~" ·•• 

ftDtRAllNCOME TAX RATt ASSUMmONS 

New Ftder-.JincomeTu Rate 21" 2"' 21" 21" 
Old federal lneotne Tu Rue 35" 35" 35" 35" 
Perctnt~e Reduction In Federal Income Tax Rate ~ ~ 4001 -

REDUCTION IN FEDtRAllNCOMt TAX EXPENSE 
Current Income Tax Expense 3,665,047 (35,720,271) (2.350.008) (13,605,989) 

oererred tncome Tax U;pcmse ·Debit 91.174,070 361,341.480 315,294,906 120.20l,8l5 

Def«red Income Tu EJcpense <rtdit ~.048.558) (239,m,3921 (187,485,676! !89.849.ll65! 

ToGt Fedenl Income Tax U:penw •ns" 15,790,559 85,845,817 125,459,22.2 16,747,n1 

Fed~ Income T•• Upenst @21" 9,474,335 51,507,490 7S,27S.S33 10,048,6&3 

Redu<tlon In Fedenl Income lox E><pen>e to 21" (6,l16,ll4) (34,338,327) cso. 183.689) (6,699,108) 

Gloss-lip Factor lhinc21" Fede~l Rate L27 1.27 L27 1.27 

Reduction ln AtunW Revenue Aequfrei"''MU1t (7,995,2.20) 143,46&,236! (U.S2l,657 ) (1,479.A4) 

REDUCTION IN DEF INCOME TAX EXP DUE TO AMORT OF EXCESS ADrT 

A<<t 190(Auel) 52,424,245 258,240,706 210,421,679 31,647,540 
A<ct 281 (Uabmty) (56,2U.nt) (330,074) 
A«t 282 (~bilityj (409.970.123) (1..380,616,565) (J.U1.471,l72) (335,656,481) 
AcC1 213 (Uobolotvl (170.200.898) (166, 199.333) I151.Cl39.898! (34,318.626! 

Tot>IAOIT fl'3S" (683,959,497) (1,288,575,192) (1,073,090,491) (338,657,641) 

Tot>~ ADIT @121" (4~0,375,698) (m,14S,U.S) (643,854,295) (203,194,585) 

&cess AOtT Due to ft:denl ~te: Chanae (273.sll, 799) (515,430,077) (429,236,196) (135,463,056) 

Estlmattd Amoniution Period (Y~an) 20 20 20 20 

N<&•IM Deferred lnccme Till< E.q>ense (Am«tl<Otlon) (13,679,190) (2S,nJ.504) (2J.46U10) (6,m,15Jl 

Gross--Up F~or Usin& 21" Federal R;ate 1.27 1.27 1.27 1.27 

RtductJon in Annual Revenue Requirement (17 ,315,430) (31.6 22.157) (27 ,166,141) (1,573,6U) 

TOTAL REDUCTION IN ANNUAL REVENUE REQUIREMENT (15,310,650) (76,081,393) (90,690,505) (17,0S3,U S) 

(1.) k~ntvdcyPower Comp.ny r.JitHare expected toincn~ In eMty2018 resuttfne from the Commission's pendiocdedslon In Case No. 2017...00119.. ~telnause not preformed. 
(2) KtnNdy Ut>lo~ts Company r•tts incrused durlna2017 due to the Commission's June 21. 2017 final O<der in C.S. No. 2016-00370. Rate Jnause not profO<med. 
(3) loutMIIe Gu and Elu:trk ntes Ina eased dt.mna 2017 due to lhe CommiuJon's June 22.. 2017 fin~ or-der In case No. 2016-00371. Rate lnc:re.ue not proform~. 

(4) Duke Enercv Kentucky1s request for a b.aslc rue lnae;ue Is pe_ncfinc In Case No. 2017.0032L No rate inae.Jse Is auumed or proformed. 

QJantifiadons based on lhe twetve months mded ~tembet 30, 2017 daQ. Qulntifiations wiD cNnce som!WNtlf calendar vur 2017 d.au 1:s used. Quantit'tatJons Jndude 
effects on rkHts. but do not include effects on the. coru of uMStnlssion servk:H purchased pursuM~t to cost·Wsed Qriffs. 
t.ouisvtlle GJ~.s and Eftctric lndud6 both eiKttlc and p.s effects. EJectric Ulihty share of net utilityopefatin& Income (FERC Form land 30. PC US, lint 26) (201S, 82.56%) 
(2016,13.01") (3 a..,.., Ended September 30, 2017. 85.7201) 
Dlll<e Ket>wdylndudes both elettri<•od pselfecu. flectri<Uiilitysl\>re ofnetutilltyopenona- (2016 FERC Fo<m 1 and 3Q. pallS. Ane 26) (2016, 76.8901) 

(3 O.><ttn Ended Sepremb.,. 30,2017, 81.9901) 

To~J Ken~ 

243.843.369 

146,306,021 

(97 ,537 ,348) 

(123,464,997) 

(3,184,182,8211 

(1,010,569,693) 

(1.353, 713.128) 

(67,685,656) 

(85,671,046) 

(109,141,043) 
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ESTIMATED EFFECTS ON EARNINGS (NOT REVENUE REQUIREMENTS) 

OF FEDERAL INCOME TAX RATE REDUCTION FROM 35% TO 21% ON KENTUCKY ELECTRIC UTIUTIES• 

Kentucky Power Kentucky Utilities Louisvi lle Gas and Duke Enercv 

Data Source: 2016 FERC Form ls and 3rd Qtr 2017 FERC Form 305 Comp;onylll Company Ill Electric Cl) • • Ke.n1udcy..., ••• 

FEDERAL INCOME TAX RATE ASSUMPTIONS 
New FederallncomeTax Rate 21% 21% 21% 21% 
Old Federal Income Tax Rate 35" 35% 35% 35" 
Percentage Reduction in Federal Income Tax Rate 40% 40% 40% 40" 

REDUCTION IN FEDERAL INCOME TAX EXPENSE 
Current Income Tax Expense 3,665,047 (35,720,271) (2,350,008) (13,605,989) 
Deferred Income Tax Expense -Debit 91,174,070 361,341.480 315,294,906 120,202,825 
Deferred Income Tax Expense -<:red it (79,048,558) (239,n5,392) (187,485,676) (89,849,065) 
Total Federal Income Tax Expense @35" 15,790,559 85,845,817 125,459,222 16,747,771 

Increase In Eamfngs Due to Reductlon In Income Ta.x Expense 6,316,224 34,338,327 50,183,689 6,699,108.40 

REDUCTION IN DEF INCOME TAX EXP DUE TO AMORT OF EXCESS AD IT 
Acct 190 (Asset) 52,424,245 258,240,706 210,421,679 31,647,540 
Acct 281 (Uabirtty) (56,212,721) (330,074) 
Acct 282 (Liabirrty) (409,970,123) (1,380,616,565) (1,131,472,272) (335,656,481) 
Acct 283' !Liability) (270,200,898) (166,199,333) !152,039,898) (34,318,626) 
Total AD IT @35% (683,959,497) (1,288,575,192) (1,073,090,491) (338,657,641) 

Excess AOfT Due to Federal Rate Change (273,583,799) (515,430,077) (429,236,196) (135,463,056) 

Amortization Period (Years} 20 20 20 20 

Increase in famines Due to Amort of Excess ADIT 13,679,190 25,771,504 21,461,810 6,n3,1S3 

INCREASE IN ANNUAl. EARNINGS 19,995,414 60,109,831 71,645,499 13,472,261 

(1} Kentucky Power Company rates are expected to Increase In early 2018 resulting from the Commission's pending decision in Case No. 201 Hl0179. Rate increase not proformed. 
(2} Kentucky Utilities Company rates increased during 2017 du~ to the Commission's June 22. 2017 final order In Clse No. 2016-00370. Rate Increase not proformed. 
(3) louisville Gas and Electrk rates Increased during 2017 due to the Commission's June 22, 2017 final order In Clse No. 2016-00371. Rate increase not proformed. 
(4} Duke Energy Kentucky's request for a basic rate increase is pending in Case No. 2017-00321. No rate Increase Is assumed or proformed. 

Quantifications based on the twelve months ended September 30, 2017 data. QuantificaUons wiU cha nge somewhat If calendar year 2017 data Is used. Quantifications Include 
effects on riders, but do not indude effects on the costs of tnnsmlssion services purcha.sed pursuant to co.st~based artffs. 
louisville Gas and Electrk indudes both electric and gas effects. Electric Utility share of net utility operating Income (FERC Form land 3Q. pg 115, line 26) (2015, 82.56"} 
(2016,83.01%) (3 Quarters Ended September 30, 2017, 85.72%} 
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Total Kentucky 

243,843,369 

97,537,348 

(3,384,282,821) 

(1.353,713,U8) 

67,685,656 

165,223,004 



ESTIMATED EARNINGS EFFECTS OF FEDERAL INCOME TAX RATE REDUCTION FROM 35% TO 21%* 

Kentucky Power Kentucky Utilities Louisville Gas and Duke EneriY 
Data Source: 2016 FERC Form ls and 3rd Qtr 2017 FERC Form 3Qs Comp1nyt1l Company(l) Electric Cl) • • Kentucky ,._, ••• 

EARNINGS 
Net Income (Three Quarters Ended September 30, 2017 Form 3Q page 117) 19,949,397 194,721,259 162,267,661 27,096,0S1 

Net Income (2016 Form l page 117) 50,210,335 265,627,602 203,173,880 42,583,938 
Net Income (Three Quarters Ended September 30, 2016 Form 3Q page 117) 40,174,861 207,892,946 159,364,604 34,870,116 
Net Income 4th Quarter 2016 10,035,474 57,734,656 43,809,276 7,713,822 

Net Income (12 Months Ended September 30, 2017) 29,984,871 252,455,915 206,076,937 34,809,873 

COMMON EQUITY 
Common Stock Issues (201) 50,450,000 308,139,978 425,170,424 8,779,995 
Premium on Capital Stock (207) 18,838,946 
Other Paid· In Capital (208·211) 526,135,279 2,616,446,834 1,682,167,368 148,655,189 
Capital Stock Expense (214) (321,289) (835,889) 
Retained Earnings (215, 215.1, 216) 86,870,006 423,902,076 382,339,314 287,837,418 
Accumulated other Comprehensive Income (219) (1,290,989) 
Total Common Equity 662,164,296 3,348,167,599 2,488,841,217 464,111,548 

EAR NED RETURN ON EQUITY 

famed Return on September 30, 2017 Common Equity Per Books 4.53% 7.54% 8.28% 7.50% 

Increase In Earnings Due to Reduction in Federal Income Tax Rate 19,995,414 60,109,831 71,645,499 13,472,261 

Earned Return Adjusted (or Reduction in Federal Income Tax Rate 7.55% 9.34% 11.16% 10.40% 

(1) Kentucky Power Company rates are expected to increase in early 2018 resulting from the Commission's pending decision in Case No. 201HJ0179. Rate Increase Is not proformed. 
(2) Kentucky Utilities Company rates Increased during 2017 due to the Commission's June 22, 2017 final order In Case No. 2016-00370. Rate Increase is not proformed. 
(3) louisville Gas and Electric rates Increased during 2017 due to the Commission's June 22. 2017 final order In Case No. 2016-00371. Rote Increase Is not proformed. 
(4) Duke Energy Kentucky's requests for a base rate increase and environmental surcharge are pencfong In Case No. 2017..()()321. No rate increase Is assumed or pro formed. 

Quant ifications based on the twelve months ended September 30, 2017 data. Quantifications will change somewhat if calendar year 2017 data is used. Quantifications include 
effects on riders. but do not include effects on the costs of transmission services purchased purS-uant to cost~based tariffs. 
Louisville Gas and Electric includes both electric and gas effects. Electric Utility share of net utility operating Income (FERC Form land 30. pg 115, line 26) (2015, 82.56%) 
(2016,83.01%) (3 Quarters Ended September 30,2017, 85.72%) 

• • • Duke Kentucky Includes bot h electric and gas effecu. Electric Util ity share or net utility operating income (2016 FERC Form l and 30. pgll5, line 26) (2016, 76.89") 
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Total Kentucky 

404,034,368 

561,595,755 
442,302,527 

523,327,596 

79.2,540,397 
18,838,946 

4,973,404,670 
(1,157,178) 

1,180,948,814 
(1,290,989) 

6,963,284,660 

7.52% 

16S,223,004 

9.89% 
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Comprehensive Tax Reform Priorities: 
Excess Deferred Tax Transition Issues 
Shareholder-owned electric utilities support the goals of tax reform to simplify the U.S. tax code, broaden the 
tax base, and reduce rates. Reducing federal income tax rates for heavily regulated shareholder-owned 
electric utiUties, however, will create a number of transition issues that Congress should address in any tax 
reform legislation. 

One of these transition issues is the treatment of so-called excess deferred taxes. Many companies may have 
excess deferred tax reserves after a federal income tax rate reduction because the change in the law requires a 
recalculation of deferred tax liabilities. However, unlike other companies that would recognize excess 
deferred taxes as income, regulated shareholder-owned electric utilities are required to refund excess 
deferred taxes, related to asset depreciation, to their customers. 

Electric uti lities support a fair and equitable distribution of excess deferred taxes across their customer base. 
To meet this goal, any tax refonn legislation should include a provision to require state public utility 
commissions (PUCs) to refund excess deferred taxes, related to asset depreciation, over the remaining lives 
of the assets being depreciated. 

Understanding Deferred Taxes And Excess Deferred Taxes 

A deferred tax liability-or a deferred tax- is the amount of taxes currently saved by a company that will be 
repaid in the future due to a temporary timing difference between the "book" treatment of an asset on a 
company's financial records and the tax treatment based on [ntemal Revenue Code rules. 

The most common example of a deferred tax occurs when a company claims accelerated tax depreciation for 
an asset. (For an electric uti lity, an asset could be a power plant or large power transformer, for example.) 
Accelerated depreciation means that a company will record more depreciation in the first few years of an 
asset's life and less depreciation in the later years, relative to book or regulatory depreciation. While this 
approach results in a timing difference, cumulative tax and book depreciation generally are equal over the 
course of an asset's life. 

Following is a basic example of how deferred taxes work: 

• Assume the tax depreciation of an asset is $20.00 in the year the asset is placed in service. 

• If the book depreciation of the asset is S I 0.00 that year, there is a $10.00 temporary difference 
between the tax depreciation and the book depreciation. 

• The $10.00 temporary di fference creates a current tax savings of $3.50 ($ 10.00 taxed at the curre nt 
35 percent federal income tax rate) and a future (deferred) tax liability in the same amount. This 
future liability is recorded in a reserve on the balance sheet and generally is titled "Accumulated 
Deferred Income Taxes." 

Excess deferred taxes arise as the result of an income lax rate reduction . If the federal income tax rate is 
reduced from 35 percent to 25 percent, for example, the amount of de ferred taxes that would be needed to 



Comprehensive Tax Reform Priorities: Excess Deferred Tax Transition Issues 

pay the future obligation to the federal government would decrease by approximately 28 percem (10 percent 
divided by 35 percent). 

Using the accelerated depreciation example, the $3.50 of deferred taxes would be reduced to $2.50 ($1 0.00 
of future income taxed at the 25 percent tax rate). For a company with an accumulated deferred income tax 
liability, the tax rate reduction is equivalent to the federal government reducing a portion of future tax 
liabilities. This reduction is known as the excess deferred taxes which, in this the example, would be $1.00 
($3.50 minus $2.50). 

How Electric Utilities Manage Excess Deferred Taxes 

Because shareholder-owned electric utilities are heavily regulated by state PUCs, these utilities must handle 
excess deferred taxes differently than other businesses. A state PUC sets the rates that a regulated electric 
utility may charge its customers for electricity service. The PUC allows the utility to recover its "cost of 
service" and also gives the utility an opportunity to earn a reasonable rate of return on its invested capital 
(i.e., its "rate base"). Among the items included in cost of service are fuel costs, operations and maintenance 
costs, depreciation expense, and income tax expense. 

l f an electric utility accelerates the depreciation of an asset, the IRS requires utilities to follow specific 
accounting rules, called normalization, that follow this process: 

• Collect the deferred taxes from current customers; 

• Use the deferred taxes to reduce the rate base; and 

• Return the deferred taxes to future customers. 

When a tax rate reduction creates excess deferred taxes, all companies must account for the excess. A non
regulated company generally would recognize the excess deferred taxes as income for financial statement 
purposes. However, an electric uti lity must refund the excess deferred taxes to ratepayers, requiring the 
recording of a regulatory liability. 

The challenging issue facing electric utilities is the timing of the payments to customers. Generally, if the 
excess deferred taxes are returned to the customers immediately, the utility's cash flow is sharply reduced. In 
addition, an immediate payment disproportionately benefits current customers-who receive the entire 
refund- and unfa irly penalizes future customers, who pay for the cost of long-lived utility assets over their 
remaining useful lives and who may not receive any of tbe refund. 

When Congress last reduced corporate tax rates in the Tax Reform Act of 1986, lawmakers resolved this 
issue by enacting a provision that would require state PUCs to refund the excess deferred taxes related to 
depreciation over the remaining lives of the assets. Congress should include a similar provision in any tax 
reform legislation that reduces the federal income tax rate. This would allow all customers who pay for the 
cost ofutility assets over their useful lives to share in the return of the excess deferred taxes. 

February 2013 

Edison Electric 
Institute 
www.eei.org 

Edison Electric Institute [HI) is the association of U.S. shareholder-owned electJic companies. Our 
members serve 95% of the ultimate customers in the shareholder-owned segment of the industry. and 
represent approximately 70% of the U.S. electric power industry. We also have as AffiUate members more 
than 80 International electric companies, and more than ZOO industry suppliers and related organizations 
as Associate Members. 
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Wednesday, January 25, 2017 1:43PM ET RRA 

The past sheds light on how utility regulators may 
address tax changes 

By Lillian Federico 

Over the last several weeks. speculation has run rampant with respect to which of newly-inaugurated President Donald Trump's campaign 
positions will actually be implemented as national policy. Based on post-election pronouncements by Trump and House Republicans, there 
appears to be a consensus that an initiative to lower the corporate tax rate will come to fruition. Trump proposes to tower the corporate tax rate 
to 15%, and others have expressed support for a decrease in the tax rate to 20%, from the current 35%. 

While the details of that change are far from certain, and there may or may not be other tax taw changes that serve to offset or increase the 
associated reduction in utilities' ultimate tax liabilities. one thing is certain: regulators will want to see any resultant net tax expense reduction 
flow to ratepayers However, when and how this will occur is likely to vary from state to stale. 

Some thoughts on the l ikely impact of a tower tax rate 

Below are some initial thoughts on how a lower corporate tax rate might impact utility ratemaking. 

Curreni!Test year expense- Simplistically, a lower tax rate would mean tower tax expense that would need to be reflected In utility rate cases 
prospectively. In addition, the revenue conversion factor used to gross up targeted net operating income to detenmine the revenue requirement 
in a rate case would be reduced, thus lowering the overall revenue requiremenL Depending on how soon after the new tax taw becomes 
effective a utility has a rate case, there could be some refund exposure relative to existing rates reflecting the higher rate, depending on what 
approach the state regulatory commissions take, e.g., if commissions require all or the tax portion of utility revenue requirements to be 
collected subject to refund until a penmanent solution is developed. 

Depreciation - The tower corporate tax rate would, all else being equal, reduce the cash flow benefit of accelerated/bonus depreciation for tax 
purposes. which may or may not reduce the tendency of utility holding companies to take advantage of this favorable tax treatmenl Assuming 
that there is a pull-back in reliance on accelerated depreciation, the build-up of accumulated deferred tax balances would slow. Since 
accumulated deferred tax balances are either used as an offset to rate base, or included in utility capital structures as zero-cost capital-both 
of which tend to reduce the overall revenue requirement-the prospective reduction in deferred tax balances, would at least partially offset the 
impact of the lower tax rates on revenue requirements. 

Existing accumulated deferred lax balances -It is uncertain whether a reduction in the corporate tax rate would require a re-valuation of the 
existing deferred tax balances, but this could be the case since the philosophy behind the current treatment is designed to reflect the 
fluctuations in tax expense as a timing difference. In other works, all else being equal, if you looked at taxes on an asset-specific basis, the 
utility is paying lower taxes in the years where it is recognizing accelerated depreciation. i.e .. recognizing a higher depreciation expense level 
than would be the case under a straight-line depreciation method, due to accelerated depreciation. but would pay higher taxes in tater years 
once the asset is fully depreciated and there is theoretically no depreciation expense left to recognize. 

Consolidated tax adjustments- A handful of states utilize consolidated tax adjustments in the context of setting rates for the utilities that are 
part of holding companies that file consolidated tax returns. The 1dea behind a consolidated tax adjustment, also referred to as an "actual-taxes 
-paid" methodology for determining the amount of tax expense to be reflected In a utility's revenue requirement, is essentially to capture for 
ratepayers the benefits associated with losses on non-utility operations. (For a more detailed discussion of this issue, refer to the Top1cal 
Special Report CONSOLIDATED TAX ADJUSTMENTS (a.k..a. Regulatory Confiscation?). The philosophical pros and cons of consolidated tax 
adjustments notwithstanding, their impact would be reduced if the corporate tax rate were reduced. 

Will history repeat itself? 

It has been 30 years since the Tax Refonm Act of 1986 lowered corporate income tax rates to the current 34% from the previous 40%- the 
corporate tax rate increased to 35% during fonmer President Bill Clintons' administration- and much about the framework of the industry and 
the state of the economy has changed since then. 

• AI that time, many utilities were stand-alone, vertically integrated, entities and were not part of holding companies. not to mention that foreign 
ownership was virtually non-existent In addition, mergers and consolidations have markedly reduced the number of players, at least in the 
traditional power and gas utility space. 

• The prior corporate tax reduction predated the introduction of electric wholesale and retail competition, and utilities were a more 
homogeneous group overall. 

• The U.S. was coming to the end of the generation construction boom and capital spending was trending downward, while today capital 
spending is trending upward, and is focused largely on "non-revenue· producing" investments in infrastructure, i.e .. investments that are not 
meant to meet demand growth or expand their service territories/acquire new customers. 

• Demand growth white slowing, was robust by today's standards, and the related growth in revenue allowed utilities to stay out of the rate case 
arena to fund new investment and/or offset increases In expenses 

• The use of riders and other mechanisms to expedite the recognition of changes in costs and capital investment were much less prevalent 
than they are today. 

These changes in the economy and the industry may alter the impact that a change in corporate tax rates will have on a given company and, 
as a result. regulators' responses may not be unlfonm. Even so. a look at how regulators addressed the issue in the past m1ght be instructive. 

https://www.snl.com/lnteract:iveX/article.aspx?id=39 17848 1 &Printable= } 1126/2017 
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l ooking at two reports published in 1987 by Regulatory Research Associates. which is now an offering of S&P Global Market Intelligence. 
en6tled The Tax Reform Act of 1986---A State by State Response . one published in February and a foiiOY<I up published in June. four of the 50 
jurisdiCtions then covered by RRA had tax adJUStment mechanisms in place for one or more companies in each jurisdiction that would allow for 
a more-or-less current recognition of the change in corporate tax rates As reported by RRA in an August 2016 report entrtled AdJUStment 
Clauses-A Stat&by-State Overview, about 20 of the 53 jurisd1cbons nOY<I covered by RRA has some mechanism in place to flow through to 
ratepayers changes in "certain taxes and fees.· 'Mlile these mechanisms are primarily related to municipal taxes and franchise fees. they do 
provide some precedent for the use of limited-issue mechanisms to address tax changes. Hence. these or mechanisms l1ke them could 
potentially serve as vehicles for addressmg at least the ongoing expense portion of the revenue requirement Impact of a reduction in tax rates 

In addition, the 1987 report noted that in certain states where formula rate plans. and/or earnings sharing mechanisms are 1n place. the Impact 
of the change in corporate tax rates would flow through those mechan1sms in due course. Examples of such states include Alabama, 
Louisiana. and Mississippi, where most. if not ail. all of the investor-owned electric and gas utilities are subject to formula rate plans, Texas, 
where many of the local gas distribution companies have implemented annual rate review mechanisms for at least a portion of their service 
territories, and also New Vorl< where many of the companies are subject to multi-year rate plans that include earnings sharing provisions, to 
name just a few. (Refer to the Alternative Regulation sections of RRA's state Commission Profiles for additional information on each state.) 

About 40 of the 50 jurisdictions then covered by RRA initiated genenc proceedmgs to address the impacts of the lower tax rates, 22 took action 
on a case-by-case basis, regardless of whether a generic proceeding had bean conducted, 11 instituted rate cuts to reflect the lower tax rate or 
were ordered to do so on an issue-specific basis, and five jurisdictions declared rates to ba temporary/subject to refund or required the utilities 
to set up a deferral account to capture tax expense difference, pend1ng some type of proceeding addressing rates on an issue-specific or 
general basis 

At least one u!lhty commission has already taken action in antiopabon of a tax reduction. In a rate case decision for United Illuminating Co 
issued on Dec. 14, 2016, the Connecticut CT Public Utilities Regulatory Authority stated: "If income tax rates change in the future, which 
materially impacts the revenue requirement BIIOY<Ied herein, the Authonty may reopen this proceeding • 

For • complete, :searchable listing of RRA's In-depth resurch and analys is please go to the Research Ubrary. Arizona Corporatlon 
Commission 

Copyright Q 2017. S&P Global Marl<et lnletligence 
Usage of this product IS governed by the license Agreement 

S&P Global Marl<et lntelf,gence, 55 Water Street, New York. NY 10041 
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30 MONTGOMERY STREET JERSEY CITY, NEW JERSEY 07~2 (201) 433-5507 

R:GU...ATffiY 51UDY 
February 14, 1987 

TAX R£FDRM ACT OF 1986--STATE-BY-STATE RESPONSE 

During the week of February 9, 1987 the RRA Staff surveyed utility 
regulatory agencies in 49 states and the Dis trict of Columbia with regard to 
any Commission, Staff, or utility company actions taken as a result of the Tax 
Reform Act of 1986 (TRA) . ln conducting t he survey one of our primary goals 
was to determine whether studies had been initiated and/or data requests 
filed. In the course of the survey, which is comprehensive, uut i s not 
represented as all-encompassing, we determined that four states have tax 
adjustment mechanisms in place that impact one or more c~npanies. We also 
ascertained that several utilities have implemented specific rate changes, or 
depreciation adjustments, to counter-balance the i mpact of the TRA, or have 
been authorized to do so. In some general rate cases completed in recent 
rront hs, recognition was given to the impact of tr.e TRA. Verbal descriptions 
of the Commission, Staff, or company act i ons ta~en in each state with regard 
to the TRA are contained in the paragraphs that follow . For additional 
information concerning developments in a particular state, please contact the 
RRA analyst responsible for regulatory coverage of that jurisdiction. While 
the data gathered does not lend itself t o clear tabular summarization, we have 
coopiled a summary table, which is presented on page 16. In ttus table we 
present a rough canpendiun of sane aspects of the treatment, to date, of TRA 
savings on a state-by-state basis. 

ALABAMA--The largest utilities in the state, Alab~na Power, Alabama Gas, and 
South Central Bell Telephone, each has a Rate Stabilization and Equalization 
(RSE} provision in effect which provides for periodic adjustments to revenues 
based on the achievement of certain earned return on equity levels. 
Additionally, the tariffs of the major energy utilities include adjustment 
provisions to allow for reflection in customer rates of changes in income tax 
rates . Any tax impacts not covered through the tax riders for the energy 
companies are expected to be reflected through the R!:£ provisions. (For 
additional infonnation concerning the RSE provisions of the companies see 
pages 3 through 5 of the l'bvember 1986 Alabama Annual Review.) The PSC has 
directed that a task force ue established to review the potential impacts of 
the TRA, with the prd:lable .irrpacts on, the telephone canpanies expected to 
receive the closest attention since telephone rates do not now contain a tax 
rider. 

AR!Z(J.U\-The Staff of the Arizona Corporation Canmission (ACC) is holding a 
series of informal workshops with companies to discuss the effects of the 
TAA . No pronouncements have been made or action taken by the ACC. The major 
co~rn seems to be over the TRA' s effect on water companies, especially with 

(Summary table appears on page 16. ) 
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regard to the treatment of ccntributions in aid of ccnstruction. ll1 lJecemoer 19, 
1986, Arizcna Public Service, a subsidiary of AZP Group, filed revisions to its 
Palo Verde 2 rate case. The company's revised filing fully reflects an ( 
anticipated $80 millicn revenue reduction impact of the TAA. 

ARKANSAS--On August 28, 1986, the Arkansas Public Service Commission (PSC) 
approved Rate Rider M38 for Arkansas Power & Light (AP&L), a subsidiary of Middle 
Sruth Utilities. The M38 Rider 1 as proposed by NJ&L, and aoopted by the PS:, was 
designed to reflect the estimated annual reduction in AP&L's revenue requirement 
~s a result of then pending tax reform legislation. The ~U8 adjustment was baseu 
upon a 33% corporate tax rate, effective January 1, 1937, with any deviations 
fr()Tl that tax rate or effective date to be reFlected in a true-up to be ccnd.Jcted 
in ALJ9..1s t 1987. The M38 Rider provides for PP&L to refund 1 over a four-year 
period, that portion of its accumulated deferred income tax balance which exceeds 
the balance required under revised tax rates, wnere not pronioited by law. 
Additionally, the PSC initiated an informational oocket requiring all 
jurisdictional utilities (except cooperatives) to file information that would 
indicate \that, if any , tax savings are anticipated as a result of the TRA and t o 
file informational tariffs to reflect the an ticipated impact. Companies were 
asked to use a recent rate case test year or the data cmtained in the annual 
rePJrts as filed with the PSC . Tne calculations are to reflect the corporate tax 
rate redJctim fran 46% to 34% and the refunding, over a two-year period, of the 
non-depreciation-related excess deferreu inco~e taxes. Companies may include 
COITJTlents regarding exteruating circumstances tl1at they oelieve mitiga te the need 
for rate reductions. While the initii3l filing deadline was Feoruary 10, 19d7 , 
extension3 have been granted in some ins tances . ~Jo schedule has been establi~1ed 
for Commission action. 

CALIFOONIA--On November 14, 1986 , the California Public Utilities Coovnission 
(PUC) initiated an investigati on into the methods to be utilized by the state's 
major utilities to establish the proper level of tax expense for ratemaking 
purposes. The PUC ordered the Public Staff Division (PSO) and the state's najor 
utilities to review and analyze the regulatory implications of the TRA. In 
establishing the Order Instituting I nvestigation (Oil) , the PUC ordered that all 
:e:=s i~ effect for these utilities as of January 1, 1987 be collected subject to 
r:!fund pe1ding a final Coomission decisio:-. in tne Oil . The investigation will be 
conducted thrOJgh the workshop process . Hearings are expected to cofl1l'ence in 
March 1987, with the final order to be issued by mid-1987. In its final order 
the PLC will detennine "if and how rates for each utility snall be adjusted ." As 
part of a DecerTber 26 , 1986 rate filing cased on a ca1endar-1988 test year, 
Southern California Edison (SCE ) has given recognition to the effects of the 
TRA. SCE has indicated that the THA will have a cumulative effect of reducing 
t he 1988 revenue requirement by approximately $250 million . In the Pacific Gas & 
Electric rate case decided in December 1986, the rate award was determined after 
giv1ng recognition to roughly $85 million of TRA savings. 

CCLilWXl--The Colorado Public Utilities CO!Miission (PUC) has sent letters to 
all utilities requesting information as to the effects of the TRA and of FAS3 87 
(pensicr~ accounting) on operations. The PUC Staff is also meetihg formally witt1 
some utilities to discuss the general effects of the TAA . The PUC plans to nire 
an outside consultant to prepare a questionnaire for utilities to use to provide ' 
information to the PUC oy July 1, 1987, that will specifically identify the 
effects of the TRA on their operations. The Staff and the consultant will both 
submit reports and recanmendations to the PUC based on data gathered, after which 
the PUC may take speci fie actioo with regard to the TRA. ' 

I.IMI-II.IIUII 111 · ···pl•,ulwr l'i/1,,, U• · t:Uill\ec ticut Department of F\.olic Utility 
•-•Jr•Lml (u~t£ ) initiated a proceeding to review the financial and operating 
re>ults of the state • s major investor-owned utilities. T~tiroony filed in 
r.C)()junctiCYl wit h this proceeding reflected each utility ' s best estl111qte of ,hO'rl 

' 
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the TRA would affect its revenue requirement. Based upa1 the Department 1 s 
conclusion in this docket, the IYLC detennined that additiooal action was 
necessary in several specific instances. Further action will be required with 
regard to Connecticut Natural Gas, Sruthern New E'!Jland Telephme, l.hited 
Illuninating, and Coonecticut Light & Power. Southern CO'Y)ecticut Gas 15 
planning to file a rate application during the first quarter of 1987. The impact 
of the TRA will not be isolated, but will be coosidered in the context of each 
company's anticipated overall financial performance. (Additional detail 
coocerning the CPLC 1 s conclusions in the financial and Op:!raticnal review is 
presented .. on page 1 of the January 16, 1987 issue of FOCUS NOTES) The OPLC 
ordered utilities to elect one of three options regarding the treatment of 
contributions in aid of construction. A company can elect to: 1) charge 
additional tax-related expense to developers; 2) spread additional tax expense 
across-the-board to all customers; or 3) use a fonnula proffered by the 
Department. 

IE..AWAfE--The PSC is examini'!l the .impacts of the TRA as part of separate 
earnings investigations initiated by the Commission in 1986 for Delmarva Power & 
U~t and Diaroond State Telephone. A decision in tte Delmarva case is expected 
'Ii1""APrll 1987 and hearirYJs in the Diamond State case are scheduled for .:Mle 1987. 

DISTRICT Of COLUMBIA--In December 1966, Potomac Electric Power (PEPCO) and 
District of COllJTtlia Natural Gas (OCNG), together with the Office of Pe(l)le's 
counsel (OPC), filed a joint stipulation and agreement with the PSC providing for 
the ~anies to institute rate decreases to reflect the inpact of the TRA. 
PEPCO's filing proposed an $18.2 million rate decrease to be effective as of 
January 1, 1987, and specified that the PSC not entertain any petition to change 
rates that would affect PEPCO' s authorized revenue level. OCNG filed to 
institute a rate reduction of slightly less than $0.5 million. The PSC held 
hearings for OCNG's petition on February s, 1987 and has scheduled hearings for 
PEPCO oo February 18, 1987. A final PSC decision is expected in each of these 
cases dJring March 1987. In January 1987 the PSC instituted a TRA-related 
investigatioo for Chesapeake and Potomac Telephone (C&P). 01 Februuy 10, 1987 
C&P, the CPC, and the Coomission's Staff filed a joint stipulation and agreement 
with the PSC to institute a rate reducticn of $3.3 million to reflect the inpact 
of the TR.A. C&P 1 s filif"YJ specifies that the Conwnission not institute any further 
rate change during 1987. 

FUJUDA--One of the Florida Public Service Coovnission' s (PSC) regJlations is 
its Tax Savi'!JS Rule, ~ich provides that any earnifrJs in excess of the mid-point 
of the last authorized return on equity range are required to be refunded to tte 
extent these earnings are generated by changes in tax rates. In each rate case 
the PSC establishes the mid-point of a 200 basis point return on equity ra[l'Je as. 
the target equity return for the utility. For most major utilities the target 
return last established was between 14.5% and 16%. 1-bwever, various actions and 
settlements have provided that lower return levels be utilized for the 
measurement of any refund obligation under the Tax Savings Rule for calendar 1987. 

On Noverrber 4, 1986, the PSC approved a settlement agreement entered into between 
Florida Power Corporation (FPC) and the Florida Office of Public Counsel (£PC) 
which provided for FPC to institute a temporary rate reduction of approximately 
$54 million for calendar-year 1987. FPC agreed to "credit the moothly .rates 
charged its retail c:ustarers in the total amual aroolnt of $54,000,000," with tte 
provision that this reduction "contemplates savings fran pending federal income 
tax revisions" based oo a blended statutory tax rate of approximately 40% for 

\ 1987 versus the 1986 statutory rate of 46%. It was anticipated that the 
CCJ'If)any 's federal income tax requirement would be reduced by approximately 
$30 million in calendar-1987. Since the rates provided for in the settlement 
affect only 1987, FPC's rates will revert to 1986 levels effective January 1, 
1986, barring s~ further regulatory action. 
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On December 16, 1986, the PSC approved a settlement agreement in the Southern 
Bell Telephc.n :~ ' S3T) earni'lgc; investigation proceeding. In the settlement, SBT , 
a slbsidiary of Bell~outh, idrntifir:d t hP. tax benefits related to tl'le TRA to be 
$54 mi llioo in calendar-1987 ana uppliea u· is a.ncu:~ t tow.arJ increased capital 
recovery expense. 

•an December 16, 1986 , the PSC first considered the request by the Staff that the 
Corrmission initiate an investigatioo in to the effects the TRA oo the revenue 
requirements of the regulated utilities, but the PSC did not require revenues to 

'be collected sUbject to refund. However, the Commission indicated that the 
docket would be changed from investigatory to a shaw cause proceeding, and all 
parties (except those that had previously settled) , were encouraged to work 
towards settling contested issues in an expeditious manner. On January 20, 1987, 
the PSC accepted the offers of Florida Power & Light, Gulf Power, and Tanl>a 
Electric that any rate refunds that might be required as a result of the 
applicatioo of the Tax Savi.rgs Rule Should be calculated based LPOn a 13.~ 
return on equity rather than utilizing the previously authorized equity return 
levels established for each company . (For additional information see pages 1 and 
2 of the January 23 , 1987 issue of FOCUS NOTE~.) Settlement talks are continui:1g 
between the parties with regard to the appropriate action, if any, to be taken 
with regard to General Telephone Co11~ny of Florida, Central Telephone of 
Florida, and United Telephone of Flor1da . 

~IA--The Georgia Plblic Service C01m1iss ion (PSC ) has not neld or ordered. a 
generic proceeding with respect t o the TRA, nowevc:r, the hiring of a consultant 
to review and make recommendations on nandling of tne THA is probable. With 
Georgia Power and Atlanta Gas Light e xpected to file rate cases in l9B7t TRA 
issues are expected to be consldened as part of these proceedings . 

HAWAII--On January 21, 1987, Hawaiian Electric Industries announced that its 
subsidiaries had filed with the Hawaii Puolic Utilities Commission (PUC) to 
reduce rates by a total of approximately $4. 9 millioo oo a system-wide Qclsis. 
The rate reduction proposed is composed of the follaw11g base rate reductions; 
$3.3 million for Hawaiian Electric, $1. 2 millicn for t-taui Electric and 
$0.4 million for Hawaii Electric Light. All the c0111pa1ies are sUI;lsidiatles of 
Hawaiian Electric Inci.Jstries. The proposed rate red.Jctions reflect the i.rlpact of 
tt~ TRA as well as higher sales and lower debt costs. The filings are based on 
the rates of return last authorized by the PUC for each company and are proposed . 
to become effective February l, 1987 . A PUC response .is now pending. No such . 
actioo regardirg the TRA has been undertaken by Hawaiian Telephooe. 

IDAHO--On January 7, l9d7 , the Idaho Public Utilities Commission (PUC) ordered 
all utilities under its jurisdiction to file data comparing the utility's t ax 
expense for 1986 under t he old tax law with the utility '.s hypothetical tax 
expense for 1986 utilizing new tax rates . These filings are. to be slbmitted by 
t-iarch 31, 1987. Companies showing a decrease in tax e>(pense are required to file 
tariffs designed to reflect the reduction, and revised tariffs will become 
eff.e.~..,t~ ve July 1, 1987 . 

.. ' (' ( l , •; r \. t ..,~,. l 

•' 

lll~~-On December 31, 1986,' tne Chief Accountant of the Rate Review 
Depart~!fn\ ·~o(ttl~ f.~;l.ic UtUities~ Qi!~ i~i.~·. of trl~.;t1I~Q~~~. ~9~~p~ .. C~J:s.s.~.~ 
(I_f~) t"t:r~te. ~9 .alt, t tr~ ~tate's major u~,1lltl~s r~~~st.Wg r~~ ·. to ~~l~.' q,~~~.~fl.tl .~. · 
rcfte uQ~r ,with' tre· ~cc witnin· 30 days in ·order fqr the t~issia\ :•to ~l~ent ·· 
the r~~l$'~; ~tr~,!=ts ' q'f i:'t~e new ~~x· law cin ~ t 'iinftly da,sf5: ·~ . ,It.' Vi?~::i:~~~s~ed··· .. 
that ''the ~,ip,er sta~e :t~~ percehfa'ge by lllfl~ch all u,t~~~>.' ~~at~s.~stJS-re ~t~~.9;k1 · ~. 

~to reflect the use of a 4b% tax rate for 1987" based oii each 'company's most' · · ' · • 
t-ece':'~ -E$~~:"o~i'c!e~: · · "!hi~ ~rc.~taqe reCi..Jctibii, wo~lci' tie -~W.-!-i.e,c;i .'~P ~'i\~·;u¥-~.IftY.:· · ~\-:~ 
:.il~v'lqs , .:'1~er:.\ ;c.u?t~er b~~s :~~uld nqt ~.e .;r~d~~9.- . ;.t[i~-t;epc1_,' ·~~ ,.a!OCN.n,t ~: '., :.;'. 
wu•Jl.d 'tle "'a~c!~aed 1n a tlef'err~d crec1lt q~cQm.t •. ·~\t~ . at) ptf~~t~t,Jt.q ,'de~~n"t '.~: .,1 · '~ :,. /1 tevenue . Th1s deferred c recllt account would contin~"to 'accrue un"ffl \:a\· ·f~nal •IC~ 
~et<:rminatioo with regard to each ccrrpany's financial position. It was the Chief' 
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AccOUltant' s view that "if the Conmission determines that rurrent eamirgs when 
adjusted to reflect all aspects of the new tax law are excessive, refunds will 
then be made to rustaners fran the deferred credit accolJlt." Althrugh not 
~ecifically described, excess earnings were indicated to be earnings above the 
previously authorized return on equity level. No formal ICC action has as yet 
been forthcoming with regard to implerrentation of any rate changes. On 
January 27, 1987, the ICC ordered l'brthern Illinois Gas (NIGI\S), a slbsidiary of 
NICeR, to temr;x>rarily reduce base rates by approximately $7.4 million (1.9%). 
The ICC concluded that the canpany was earning a 16.29% return on equity coopared 
to its preyiously authorized 15.55% and, therefore, a $7.4 million rate red.Jction 
was necessary "to ensure that the Coopany's rates are not excessive." The ICC 
also ordered a general rate case for NIGAS, which has not had a rate case since 
1982. The rate case will examine, along with the usual issues, the effect of tte 
TRA on the company's revenue requirarent. The recent rate settlement proposal by 
Cmlnonwealth Edisoo gives effect to the impacts of the TRA in 1987 and years 
follOwing. 

INDIANA--On November 26, 1986, the Indiana Public Service Commission (PSC) 
appointed an Executive Coomittee and provided for the establishnent of frur task 
forces to examine the effect that the TRA will have on utilities in Indiana. 
lhis investigaticn will help the pg; develop lJliform proced.Jres in making any 
necessary charges in accounting treatrrent or adjustrrents to rates as a result of 
the new law. The Coomittee, chaired by the PSC Utilities Director 
Robert Glazier, apr;x>inted four separate task forces representing the telephCX"Ie, 
electric, gas, and water and sewer ind.Jstries. The task forces are to report by 
March 16, 1987. A comprehensive report reconvnending a speci fie course of action 
should be filed by the Executive Committee by April 1, 1987. On December 2, 
1986, Northern Indiana Ptblic Service anno,mced it was reducing the requested 
rate increase amolJlt in its pending rate case by $59.4 million to adjust for the 
i.mp:ict of the TRA. Indiana and Michigan Electric Company also has a rate case in 
progress, and on Octctler 15, 1986, the c011pany lowered its requested rate 
increase aroount to give rerog1ition to the effects of the TRA. 

IOWA-On Octcber 24, 1986, the Iowa Utilities 8oard (IUS) ordered the state's 
large utility companies to reJl)rt on the expected impact of tre TRA. The 
investor-a.omed utilities were ordered to sLbmit the following inforrraticn: 
1) Estimated change in current income tax payments, deferred federal tax 
accruals, and revenue requi.remmts; 2) Anticipated effect of eliminating the 
investlrent tax credit; 3) The overall effect on the ccxnpany of tax reform, 
including estimates of 'lltlen the effects will occur; and 4) A plan for 
distribution of the bmefi t or detrirrent between stocl41olders and ratepayers. On 
February 6, 1987, the IUB adopted energency rules, effective April 1, 1987. "The 
purpose of these rules is to recog1ize the slbstantial impact on tre tax 
liability of rate-regulated investor-owned utilities as a result of the Tax 
Reform Act of 1986 and prevent umecessary utility revenue shortfalls or 
windfalls." The IUB has ordered the utilities to determine a revised revenue 
requirement and to design rates 'lltlich reflect the adjusted revenue requirement. 
The revised tariffs must be filed by May 1, 1987, and are expected to becane 
effective .lJly 1, 1987. The Il.B devised a formula, which is to be applied to 
1986 financial data and will isolate the revenue requirement inpact of the new 
tax law. Canrrents on the rulemaking are to be filed by March 17, 1987. 

~SAS--The Staff of the Kansas State Corporaticn Carmission is ccnc:i.cting an 
investigation into the TRA 's imp:ict on each of tte state's utilities. ,.Each 
utility has been asked to stbmit an analysis of the TRA oo its operaticns for the 
1987 to 1991 time period. When the Staff's investigation has been completed, a 
report will be prepared for the Coomissic:ners. It has not yet been detennined 
W"lether rate adjustments, if any, will be considered in a generic docket or 
W"lether each utility will be treated on a case-by-case basis. 

mkurtz'€b1Jiu\\-firm com.primcd 1126/2017 



RRA -6-

KENTLO<Y--On Dece!Tber ll, 1986, the Ke1tucky Public Service Ccmnission (PSC) 
initiated a proceeding t o r eview the effects of ti-e TRA on the state's 
investor-owned utilities with revenues in excess of $1 million. The Commission 
intends to isolate the e ffects of the TRA and not consider ac:Xiitional rate case 
issues. The PSC indicated that it intends to reflect the revenue effects of the 
TRA in consumer rates as expeditiously as possible--whether savings or additional 
costs are identified. The Commission stated that it "does not view retaining the 
savings that result from tax reform as a proper way for a utility to improve its 
earnings. Likewise, if the Tax Reform Act should result in major cost increases, 
these costs should be recog1ized in rates expeditiously ." While testimony from 
the affected utilities was originally due by January 26, 1987, some companies 
11ave been granted filing extensions. The PSC will review the impact of the TRA 
on General Telephone of the South's revenue requirement in conjunction with its 
pend1ng general rate case. 

LOUISIANA--On December 2, 1986, the Louisiana Public Service Commission (PSC) 
approved a petition by Central Louisiana Electric Company (CLECD), filed the same 
day, proposing that its electric rates be reduced by $11.5 million over the next 
two years. This filing was tendered by CLECO on Decentler 2, 1986 in order to 
~ass along to ·customers the benefits of the TRA. The rate decrease for 
calendar-1987 is $5.3 million, with an additional decrease of S6.2 million to 
become effective in 1988. The average decrease in r esidential customers bills 
will be roughly 4% over the two years. The PSC recently authorized a rate 
increase for Louisiana Power & Light (LP&L). In ~staolishing LP&L's rates the 
PSC gave recogn1t1on to t he impact s of t he TRA. For other utilities in the state 
tile TRA impacts will be considered on a case-by-case basis . No other specific 
actions have yet been initiated . 

MAU£-The Maine Pt..Olic Utili ties COOllllissioo (PLC) has issued a Procedural Rule 
for the purpose of obtaini ng from utilities information regarding the TRA, cost 
of capital, and other revenue r equirement ddta. Other than the two instances 
noted below, the PLC intends to informally discuss with each CCJ!l)any whether any 
rate changes will be implemented as a result of the new data. On February 2, 
1987, New England Telephone (NET) submitted a rate case filing in which the 
company supported the continuation of present rate levels. A PU:: order issued on 
November 26 , 1986 direct ed NET to fil e a rate case in order to provide an 
opportunity for the PUC to examine the company's jurisdictional earnings and tt~ 
effects of the new tax law. NET's f i ling includes rate of return data, but the 
company did not reqLEs t a change in the ll. 21% rate of return last authorized in 
a case concluded in 1983 . (The company calculates that the overall return last 
authorized equates to abou t a 13% ret urn on equity currently.) According to NET, 
tne filed data suppart current r at e levels because the effects of the ne~ tax law 
changes and other known and measurable changes are offset by increased capital 
recovery expenses incurred because of depreciation represcription. Bangor 
Hydro-Electric has been directed to file a rate case by February 23, 1986, and 
the T RA impacts are expected to be reviewed in that case. 

MARYL~-0n January 2, 1987, the PSC aaopted a stipulation calling for 
Delmarva Power & Light (DP&L) to reduce base rates by $3 .3 million (2 .3%) to 
reflect the impact of the TRA. The stip.Jlation had been filed on December 31, 
1986 by DP&L, the PSC Staff and the Office of People's Col.l1sel. The stipulaticn 
occurred in the Phase II proceeding initiated by tre PSC in its October 2, 1986 
order. That order accepted a settlement in OP&L's earnirgs level investigatioo 
1'/nich resulted in the implementation of a $5.6 million (5.2%) base electric rate 
reduction. The January 2, 1987 PSC action, as set forth in tl"le stipulation, 
directs DP&L to propose, by December 1, 1987, an additional base rate reductio1 
to reflect the TRA' s impact on the CCJ!l)any 's financial position on and_ after 
January l, 1988. 
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On Novell"ber 10, 1986, Potanac Electric Power (PEPCO) filed testimcny in a 
P~iflitiated earnings investigation, w1.th the testimmy su~rting a 
$23.2 millim (3.5%) rate increase. As the PSC had directed, PEPCO's filirg 
provides for the impact of the TRA. 1-eari~s are scheduled to conclude in this 
case 1n the spri~ of 1987, with a PSC decisicn likely by Jt..ne 1987. Also en 
Noverrt>er 10, 1986, Baltimore Gas and Electric (BG&E) filed testimony in a 
PSC-initiated earnings investigation, without proposing any dollar amounts of 
rate cha~. Though no tariffs were speci fled, BG&E' s position inCXlrporates the 
impact of the TRA, as directed by the PSC. 1-earings are scheduled to corclude in 
this case .J.n the spring of 1987, with a PSC decision likely by June 1987. In 
January 1987, the Commissioo sent letters directing the remaining utilities in 
the state to file data reflecting the estimated financial impact of the TRA. The 
utilities are to file their responses ci.Jring February 1987. The Ccmnission' s 
Staff shall review the responses and determine if any further steps need to be 
takm for the utilities involved. 

MASSACtlJSETT5--01 January 28, 1987, the Massach.Jsetts Department of Public 
Utilities (£1lU) ordered the state's utilities to file informatioo cooputi~ the 
effect that the decrease in the federal corporate tax rate will have on their 
revenue requirema-1ts as of July 1, 1987. Each company is beill;l required to 
submit a method to implement adjustments in its rates to reflect any reduction in 
revenue requirema-1ts resultill;l fran the change in the anporate tax rate. The 
utilities are to stbmit their financial plans , with supporting docunentation, to 
the DPU by February 27, 1987. Depending upon the DPU's findings following a 
Department review of the companies' fi~ings, rate cases to more fully investigate 
the revenue r~uirema-1ts of individual coopanies may be initiated. The 
Department noted that while the total impact resulting from all of the c~es in 
the federal tax law affecting utilities will have to be coosidered in detail, 
present utility rates are based on a higher tax rate, and therefore it is 
appropriate to coosider an immediate adjustment to utility rates to pass through 
to ratepayers any benefits derived from the decrease in the federal corporate tax 
rate. The Department stated that "llrhile we recognize that resolving all of the 
ratemaking consequences of the new tax code is a complicated matter that may 
eventually have to be considered in more detail in the cmtext of each carpany' s 
next general rate proceeding, it is adninistratively imPJSSible for the 
Department to cood.Jct a carplete rate proceeding for every Massachusetts crnpany 
before July 1, 1987 . It is f or this reasoo that we are voting to open this 
limited proceedill;l. 11 

Western Massachusetts Electric' s (WMECO) currently pending rate request reflects 
the impact of the TRA oo WMECO' s revenue requirement based Lpon a blended tax 
rate of 39. 5%. MCO is a subsidiary of Northeast Utilities. New Ergland 
Telephone (NET), a subsidiary of NYNEX, incorporated the effect of the TRA in the 
revenue requirement data filed with the DPU on January 5, 1987 in conjunctioo 
with the cost-of-service docket in whicn the Department is reviewing NET's 
ear nin;;J s. 

MICHIGAH--01 October 28, 1986, the Michigan Plblic Service Convni.ssion (PSC) 
opened an official dx:ket to receive information with regard to the inpact of the 
TRA oo the state• s utilities. In this docket the PSC required that all 
investor-owned, state-re~lated carpanies slbmit informaticn oo how each would be 
affected by the TRA. The action came on the PSC's own motion, and was a 
follow-up of a Septerrt>er 3, 1986 meroorandlJTl fran the PSC' s Director of Tectnical 
Services to each jurisdictional utility. That memo requested each corapany to 
slbmit to the PSC, 30 days after the signing of the new tax law, data to show the 
effect of the new law on utility rates. On December 17, 1986, the PSC ordered 
the state's electric, gas and telephCX1e utilities to file data by February 17, 
1987, indicating the impact of the TAA on their 1986 test year operations. The 
PSC noted that the lower federal tax rates will mean increased profits for most 
utilities and may make possible a do\llflward adjustment of present rates. The 
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utilities were ordered to file the docunentation showirg the net effects of the 
new tax law on their rates and to show cause why their rates should not be 
red.Jced to reflect the lo~er taxes. l'll1ile it appears that settlements will be 
encouraged for TM items only, a separate docket will oe established for each 
utility, and in instances where settlements are not achieved a contested rate 
proceeding will be corrrrenced in which interested parties will be permitted to 
address the effects of the tax bill on the prospective utility rates. Rate 
revisions for most utilities are liKely to becone effective July 1, 1987; 
however, the effective dates of any rate changes will be decided on a 
case-by-case basis. 

MINNESOTA--The Minnesota Public Utilities Commission (PUC) initiated a 
rulem<i<ing proceeding requiring the state ' s utilities to file recooputed 1986 
data utilizing the 34% tax rate that will oecome effective July 1, 1987. In 
addition, the Pl.£ is intendirg to introduce a bill to the state legl.slature which 
would effectively make all utility rates in the state interim rates, subject to 
refrnd, July 1, 1987. The PUC has already issued rulings regarding the TRA for 
two companies, Northern States Power (Gas) and People's Gas, in recently decided 
rate cases. The effect of the TRA will be considered In Otter Tail Power's 
currently pending rate case and in ~~innesota Power's fortrc001ing rate proceeding, 
~ich is likely to be filed in l~ay l987. The effects of the TAA for the 
remaining companies will be considered generically, although the PUC has yet to 
determine an appropriate methodology. For the electric division of Northern 
States Power, the TM effects will likely be considered in conjunction with a 
yet-to-be-filed proceeding to reflect the rate base inclusion of Sherco 3, which 
is coming on line later in 1987. 

MISSISSIPPI--The impact of the THA is, for the most part, being dealt with on a 
case-by-case basis. Mississippi Power & Light ( r.fl&L) and the gas distribution 
companies have income tax riders in place which are adjusted routinely to reflect 
tax law changes; howeve r, the ant icipated ef fects of tax law changes were 
incorporated into MP&L' s rates when the second step of the Grand Gulf phase-in 
was approved by the l~ ississippi Public Service Commission (PSC). Discussions are 
underway to determine how the revenue impact of the TAA can be factored into 
Mississippi Power' s (t.f> ) Performance Evaluatioo Plan (PEP). The PEP is used ~ 
the PSC t o evaluate MP' s f inancial and operational perfortnance and to review the 
reasonableness of the company' s ra tes quarterly. The PSC opened a docket for 
South Central Bell (SCB) for the specific purpose of investigating the impact of 
the TRA. Based upon the analysis of the data filed by SCB, rate adjustments are 
expected to be made. The PSC has not detennined whetrer the rate adjustrrents 
will be across-the-board , to particular services, or to ·access charges. 

MISSOlRI--01 November 3 , 1986, t he Missouri Public Service Coolrnission (PSC) 
established an investigatory docket to receive information from utility companies 
as to how they will be affected by the TRA. The utilities were required to file 
infonnaticn regarding thei r revenue requirement based on calendar-1985 data rnder 
the current tax law and the new tax law by December 15, 1986. Similar data based 
upcn calaldar-1986 results must be filed with the PSC by March 2 , 1987 .• 
Furthennore, each company was askoo to file comments a!Xjressittg procedural 
alternatives for reoognizing the effects of the TM. The carpanies generally 
indicated that they did not contemplate filing tariffs to imple;~nt rate 
red.Jctions in the near future. On January 30, 1987, the PSC ordered the Staff to 
set up informal meetings with the parties for the purpose of neg::>tiating 
settlements regarding rate red.Jctions to reflect the effect 6f the TM. If a 
negotiated settlement is not reached between a specific company ano the other 
03rties, the Staff is expec ted to file a formal complaint seeking ·a rate 
:eduction, thereby paving the way for a full rate review. On February 12, 1987, 
t ne PSC approved a $5 million rate red.Jction followirg a stipulation between St. 
Josepn Light & Power, the Pltllic Counsel and the Staff . App~xill)ately -
$2.4 million of the recl.Jcticn is related to the TRA. . 
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~TJIW\--In Noverrber 1986 the Mmtana Public Service Corrmission (PSC) issued an 
Order to Show cause requiring each Mmtana pLtJlic utility to submit data, on 
February 1, 1987, reflecting the impact of the TRA. Most of the state's 
utilities filed the required data by February 1, 1987, but some of the smaller 
utilities were granted ex tensions. The PSC has not tci<en any action on the data 
submitted trus far. In those instances where a company has a rate case pending 
before the PSC, the effect of the TRA will be treated within the context of that 
rate case. Where no rate case is pending, the issue will be handled on a 
case-by-case basis. Each utility not currently before the PSC, is expected to 
file a limited issue proceeding, incorporating the effects of the TAA as well as 
updated test period items. Intervenors will be free to propose the e~ansion of 
the scope of any proceeding to include the examination of the allowed rate of 
return. 

~--No action has been taken by either the PSC or by the utilities with 
respect t o the impacts of the TRA. 

NEVADA--In October 1986 the Nevada Puolic Service Commiss i on (PSC) opened a 
generic cbcket to establish new rules and policies concerning the TRA, but has 
not yet required the state's utilities to file data reflecting the impact of the 
TRA. A prehearing conference was held February 3, 1987, and a ~rkshop involvi~ 
all interested parties will take place during the first two weeks of April 1987. 
~arings will be held in JlJ1e 1987 cmcerning all items not resblved by the April 
workshop. The PSC is expected t o issue its new rules and policies in the fall of 
1987. l~o rate changes related to the T RA are expected to be inplemented prior to 
1988, and it is uncertain at this tirre whether the changes will t ake place in the 
cmtext of a general rate case or a limited-issue case. 

~W HAMJSHIRE-On December 1, 1986, the New Hampshire Public Utilities 
Coomission (PUC) issued an order directing the ~tate's plblic utilities to file, 
by February 1, 1987, data concerning the effect on each c001pany of the TAA. 
While some of the smaller utilities in the state were granted extensions, the two 
largest utilities , Public Service canpany of New HampS'lire (P~H) and New Er!Jland 
Telephone (NEf ) , slbmitted thei r data by the appointed deadline. For PStfi the 
revent..e requirement reduction expected to flow from the TAA ·will be considered in 
the ccntext of the conpany' s a.srrmtly pmding rate case. While NET rurrmtly 
has no rate case pending, the impact of the TAA is expected to be considered in 
the company's depreciation represcription proceeding , which is to oe dec.ided in 
April 1987. 

NEW JERSEY-The New Jersey Board of PLtJlic Utilities (BPU) has takm a series 
of actions with regard to the TAA. On Octcber 10, 1986, EFU President Barbara 
Curran directed the Board Staff to conduct a review of utility company 
obligations Lnder the new TRA and to determine W'lether ~stooer rates cwld be 
reduced without detrirrent to company services. She stated that the tax reform 
legislation allows a significant reduction in corporate tax rates and might 
"possibly warrant Board action to insure that utility companies reduce their 
rates to reflect this reciJctirn in operating costs," and noted that the 
legislation reduces certain tax benefits for canpanies unrertaKing building 
programs. She specifically requested that the review be I.J"ldertaken to determine 
if rates could be reduced "without affecting the ability of these companies to 
raise flJ1ds for necessary capital .improvement programs" and noted that it would 
be ''important as well to take care that this is not dme at tte expense of their 
services." On Decenber 10, i986, the lFU voted to allow New .:ersey Bell 
Telephcite (NJBT), a subsidiary of i3ell Atlantic, to accelerate the amortization 
of Its depreciation reserve deficiency, effective January 1, 1987, with the 
deficiency to be arrort.ized over a 3. 5-year period versus a 15-year period. NJBT 
calculated that the effect of the TRA would be to r educe its revenue requirement 
1>f $37 million in 1987 and $82.6 million thereafter, and the company prop::~sed 
that the EPU require a rate red.Jction July 1, 1987 only of the net difference 
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betwem recognized revenue requirement increases associated with increased 
depreciatioo and the reductions associated with the THA. Tne 8PU largely adopted 
NJBT's proposal, but voted to give further coosideratioo to the precise anotnt of 
revenue reduction to become effective July 1, 1987, initially estimated at 
$33.7 millim annually. 

an DecartJer 18, 1986, the l:PU approved the $23.3 millioo rate redJctioo prqlOsal 
that had bem slbni.tted by ~rsey Cmtral Power & Ught (JCP&L) oo NOvenrer 24, 
1986. XP&L, a stt>sidiary of GPU, had requested effectuation of the 
$23.3 millioo (1.~) rate rut en January 1, 1987, to reflect the 1987 i.npact of 
ttE TRA. A similar decrease will be prop:> sed to recog1ize further tax rate 
changes scheduled to becane effective January 1, 1968. The rate proposal, and 
IFU action, make no rev isicn in the COfl1)any 1 s presmtly established rate of 
return. The rate change approved by the £PU provides that 1988 rates will be 
adjusted for further tax rate charlJes and to reflect any corrections or revisions 
that Congress makes to the tax law d.Jring 1987. Elizcbethtown Gas rurre1tly has 
a proceeding before the IFll in ~ich it seeks a $21.5 milllon rate increase. As 
part of the proceeding the ~any gives recognition to the provisicils of the 
TflA. In the recent Plblic Service Electric & Gas (PS:&G) electric rate case the 
EPlJ gave cmsideration to the 5'77 million 1987 rate red.Jction i.npacts of the TRA 
W'len calrulating the Electric Department revenue increase requirement. The 1988 
impacts of the TRA will be considered for P~&G' s electric operatioos along with 
other rate charges to becare effective Jaruary 1, 1988. 

£XI ..:Bnuary 6, 1987 the ERJ issued an o:rOOr directing that the effects of the TAA 
"shruld be deferred l.J!Xln the utilities ' oooks and records effective Jaruary 1, 
1987, so as to preserve its effect and ultimately pass along fully the likely 
red.Jction in revenue requirerrent to ratepayers." This directive, which awlies 
to all ~anies not covered by earlier settlemmts, ..-as issued to "permit the 
Board full latitude for review aro disp:>sition of full recognition of the tax 
savirgs to ratepayers ." The carpanies1 have been required to slbnit c:Bta shoWirg 
detailed calrulations of the TRA UjX)n their reven~ requirerent oy comparing the 
last EPU awroved test year data Ulder the old and the new tax laws. The 
utilities were also directed to st.bmit tariff desi!Jl pro~sals. The Ttl\ tax 
deferral impacts are to continue Ultil the effective date of the first base rate, 
fuel clause or Phase 11 proceeding for each company ruring 1987. If no rate 
change is anticipated or plamed wring calendar-1987 the utilities affected are 
to have the 1987 effects of the TRA reflected in rates no later than March 31, 
1987. All investor-owned utilities with 1966 annual reven.~es equal to or greater 
than $2 million are covered by the order. 

t£W t£X1~-The Staff of the New Mexico Ptblic Service Coornissioo (PSC) filed a 
petition, asking the Coomi.ssion to require each jurisdictional utility to file an 
u~ted cost-of-service based upoo a recent test ye~r, including t~ inlJacts of 
the TRA. On Decerrber 31, 1986, the PSC ruled that it would not docket the case, 
but issued a fonnal letter requesting that each C011J3nY file the infonnatim 
sought by the Staff oy March 30, 1987. The New Mexico State Corporatioo 
Conrnissioo has not initiated any actioo regardirq the TRA. 

t£W YOOK--01 Novaroer 13, 1986, the New York Pt.blic Service Ccmnission (PSC) 
aoopted the Staff 1 s recarmendaticn that the Coomission seek comnents rran 
interested parties regarding the Staff Is pro~sed accounting and ratemakirYJ 
procedures related to the TRA. The Staff proposed that "the lower tax expense be 
preserved for ratepayers and that it not enhance the earn~s of t~ State's 
utilities .••• We reccmnend that the utilities defer th'e 1n1:>act of TRA-86 llltil the 
benefits can be passed on to custaners in a rate proceeding .... Th_e roost effective 
mechanism for capturiNJ the benefits of the new tax laws for ratepayers is to 
i'"litially prescribe deferred accrunting for the impact of tax charges. The 
cnaf;lgeS can oe inlllemented in the first rate increase (including .'~c~ or third 
s tage filings) St.bseql.2nt to the charges. This will provide s~ measl.rre of rate 
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stability for the near term . 11 On Oecerrber 10, 1986, in response to the 
Convnission' s above-noted solicitation for comments, the Consumer Protection Hoard 
(OJB) filed a petition for 11 terrporary rate reci.JctiO'ls to reflect Tax Reform Act 
savings and cost of capital decreases." The CPS stated that it was 11 firmly owosed 
to Staff's general proposal for deferral accolllting. Instead, we recomnend pr001pt 
temporary rate reductions to reflect the TRA savings as well as the recent sharp 
decline in the utilities' cost of capital, a factor that Staff's proposal does not 
address." 

On January 28, 1987 the PSC voted to have each of the state's utilities defer the 
savings attributable to the TRA as of January 11 1987. The PSC ruled that the 
changes resulting from the TRA would be considered in the next rate case for each 
compcny. National Fuel Gas Distribution (r-FGD) became the first New York cat;>any 
to receive rate treatrrent related to the TPA. On January 14, 1987, the PSC adopted 
a settlement agreement for l'f'G&D that was based on a calculation of the rurrent 
revenue requirement effect of the TAA through March 31, 1988, with the exception of 
the effects resulting from uncollectable accounts, contributions in aid of 
construction, and unbilled revenue. On January 81 1987, the PSC initiated a 
proceeding to consider a canprehensi ve rate plan for New York Telephooe (NYT ). Tre 
plan, which calls for a $50 million rate reduction in AugJst 1987 and extends a 
rate increase moratoril.Jll until January 1990, is to be financed by 1 among other 
itans 1 a return reduction and cost savings from the TM. On February 10, 1987, the 
PSC directed Consolidated Edism to show cause why its electric rates should not be 
reduced imnediately by $165 million, with approximately $53 million of the 
red.Jcticn flowi~ fran anticipated lower tax expense l..l1der the TRA. The PSC 
actions for NYT and Con Ed stem from the fact that these companies do not have a 
pending rate case and apparently have no plans to file a rate petition in the near 
future. 

NORTH CAROLINA--On October 23, 1906, the North Carolina Utilities Commission 
ordered initiation of an investigation to determine the effects of the TRA co the 
obligations of each of the utility companies under its jurisdiction. The NCUC 
ordered each utility to determine the dollar impact of the tax law change and to 
file such with the Commission no later than November 30, 1986. The NCUC stated 
that certain provisions cootained in this wide-rangi~ tax reform will, upon 
implementation, significantly reduce the effective tax rate of most, if not all, 
investor-owned public utilities engaged in providing electric, telecommunications, 
and natural gas distribution services in North Carolina. In addition, the NCUC 
order placed the affected utilities on notice that the federal income tax expense 
canponent of all existing rates and charges, effective January 1, 1987, will be 
billed and collected on a provisional rate basis pendi~ further investigation and 
disposition of this matter. In December 19861 Duke Power filed with the NCUC 
recorrrnending an approximate $48 million THA-related rate reduction. The l~OC 
st.bsequently accepted Duke's proposal and made the rate reduction effective as of 
January 1, 1987. Several other utilities have filed proposed TRA-related tax 
reductions, however the Coomission has not yet issued orders in tt-ese cases . 

. carolina PoYter & Light has included the TRA' s ilrpacts in its pend~ rate case. 
All the TAA-related filings, including DlJ<e5, are to be examilled by the NGLC with 
decisions likely later in the year. In all likelihood, the treatment of deferred 
taxes balarces will be an issue in the Commissioo' s study 1 and further 
investigation may be undertaken in the future with regard to the tax rate 
reductions scheduled to take effect January 1, 1988. 

NORTH DAKOTA--The North Dakota Public Service Commission (PSC) has issued an 
order directing the utilities to file information on the T~ and its effect on 
revenue requirements. The cCJ!l)anies were also asked to submit proposals regardirg 
rate charges occasioned by the TRA. The PSC will thel infonnally deal with each 
conpany ~en deciding '~~hat, if anything, will be done to rates. · A January 27, 1987 
rate decision for Montana-Dakota Utilities reflected the effect of the TRA. 
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ll-UO-On Noverrber 12, 1986, the Dlairman of the Ohio Public Utilities 
Corrmission (PLC) sent a letter to all of the rnajor utilities in the state 
requesting that each canpany sLbmit an estimate of the effects of the TAA tJy 
Decerrber 31, 1986. In ac:X:lition, the Chairman reqLested that each utility submit 
a proposal recorrmending an al)propriate methodology to dispose of the tax issue. 
Each of the major Ohio utilities have responded to the Cnainnan' s request, and 
the responses have included proposals to redUce rates to reflect the tax savings 
as well as pror:nsa1s to retain the tax sav .ings in order to postpone the filing of 
future rate cases. Two canpanies, r-lonongahela Power and East Ohio Gas, have 
already received rate recognition of the TRA in rate cases decided in December 
1986. The PUC will be issuing independent respooses to the remaining utilities 
on this issue. In fact, two utilities have already received PUC action on their 
respective TRA proposals. On January 13, 19(37, the PLC adopted COluriJia Gas' 
proposal to reduce rates by $6.7 million and on February 10, 1987, the PUC 
approved Ohio Power's proposal to reciJce rates by $7.1 million. Each of these 
companies w1ll file a report to the PLC at the end of 1987 estimating the effects 
of the TRA for 1988. 

OKLAHOMA--On October 23, 1986 the Staff of the Oklahoma Corporation C~ssion 
(CCC) filed an application seeking ace approval to commence an investigation of 
the state's 12 largest investor-owned utilities t o determine if rate decreases 
should be required as a result of changes in federal tax laws. The Staff 
proposed that the Commission order a technica l conference to e~tablish a time 
schedule for audits of company records and public hearings. The companies named 
in the Staff's application included: Empire District Electric, Oklahoma Gas & 
Electric (~E) Public Service of Oklanoma (PSO), Southwestern Plblic service, 
Arkansas-Lwisiana Gas, Arkansas-Oklahoma Gas , Lone Star Gas, KPL/Gas Serv1ce, 
Oklcnoma Natural Gas (ON'J), General Telephone of the southwest, and Southwestern 
Bell Telephone (S~T). The occ has not acted on the s taff's application; 
however, the information sought by the Staff has been provided ~y the utilities. 
Based upon data which incorporated a 40% blended tax rate, the Staff detennined 
no immediate rate action was necessary. The Staff is now asking for information 
regarding the impact of a 34% corporate tax rate. The Staff is abOJt to begin 
expedited audits of ONG and PSO. Mini-rate case proceedirgs are expected to be 
conducted following the audits. The impact of the TRA, as well as the appro
priate allowed rate of return will be reviewed. The Staff intends to conduct 
audits of ffi&E- and SWBT as well. on Octooer 22, 1986, OO&E petitioned the OCC 
f~r a $50.2 million rate reduction with approximately $32.8 million to become 
effective J.Jly 1, 1987 to reflect the impact of the lAA. On OecerriJer 31, 1986, a 
rate red.Jction of $0.1 million was ordered for Empire District Electric in 
conjunction with the company ' s biennial review and to reflect the impact of the 
TRA. 

OREOON--In early 1987 the Ore{)Jn Public Utility Commissiooer (PLC) informed the 
state's utilities that the disposition of the savings from the TRA would be 
considered in the context of an open docket, if one was av~lable. For those 
utilities without an open CXX::ket, the PUC requested that info:rrilation be filed 
indicating the effect of the TRA in 1987. The POC will apparently order that tne 
s~vings from the TRA be flowed thrwgh to cus toners in those situations where 
utilities are determined to be "over-earning" the allowed re~u+n on equity. 
Conversely, the PLC will consider allmtJing those utilities which are 
"I.J'lder-earning" allowed returns on equity to retain the benefits fran the TAA. 
The TRA was not an issue in the rate case for PacifiCorp that was concluded 
January 8, 198.7, when the PLC authorized a $22.6 million rate Increase ·'roilow)ng 
the sign~ng of ? stipulation by the parties. The TRA issue for pacifica~ is now 
being considered in a one-issue proceeding, with hearings in this case to occt.Jr 
in late March 1987. 
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PENtSYLVANIA-On Oecenuer 18, 1~86 , t l H! fJu lll:.:.ylv,JIIl...t l 'u!JI1• 111. 1 Ill y 1.1-lflll '. ·.i ••l • 
(PLC) issued a ruling requiring the state ' s large utili ties to es tctulisll 
temporary rates effective January 1, 1987, pending final PUC action with regard 
to any rate charges ultimately occas ioned by passage of the TRA. Those utilities 
that had previously settled rate cases that accounted for the TRA impacts, or 
that have rate cases in progress i n which the impacts of the Act will be 
ccnsidered, are to be accorded different treatment . Although not specifically 
stated, the implication of the PU:: action establisf1ing temPJrary rates appears to 
be that the Coomissicn will ultimately require a dollar-for-dollar adjustment of 
the rates of each utility to reflect the full impact of the TRA. Further company 
filings are expected to be called for, with final PLC action anticipated by 
rnid-1987. The PU:: declined to adopt a proposal t hat had been offered oy the 
Office of Consumer Advocate that t he Commission establish a negative federal tax 
adjustment surcharge. No action was taken on t he petition by Philadelphia 
Electric (PECO) that would provide a c redit for ratepayers rather t han pass irg 
back dollars at this time. PECO requested that there be a credit of the savings 
fran the TRA against deferred reverues for the Limerick Nuclear Unit No. 1 which 
is being phased into rates, with this credit tending to reduce the amoont of 
uncollected deferred revenues. Also en Decerrber 18 , 1986, the PLC lar~ly 
~proved the request by Pennsylvania Power & Light (PP&L) to place the i mpact of 
three proposed rate changes into effect simultaneously on January 1, 1987 one of 
the charges being the $47 million impact of the TRA. Duquesne Light 1 

Pennsylvania Power, and COlumbia Gas of Pennsylvania, are major utilities in the 
state with rate cases currently i n progress . The effects of the TM are being 
coosidered in these rate proceedirgs. On January 30, 1987 the PUC approved 
settlement petitions providing for TRA rat e reductions for Metropolitan Edison 
and Penn~lvania Electric, both subsidiaries of GPU. These rate reductions were 
negotiat as provided for in settlement rate orders for both companies issued on 
Noverrber 25, 1986. The rate rec1Jctions negJtiated for 1987 are based on 
estimated blended tax rate of 40% for t his year, with next year's reductions 
assuming a further corporate tax rate reduction to 34%. (See page 3 of the 
February 6, 1987 i ssue of_ FOCl.S f\UTt:S for addit i onal detail.) 

RHCOE ISL~Durirg the first week of Febr uary 1987, the Division of Plblic 
Utilities (OPU) sent letters to utilities requesting cos t-of-service, rate base, 
and return data for calendar-1986 1 and also asked for information en t he irrpac t 
of the TAA on revenue requirements. Tne DPU is expected to review the 
information with the conpanies in ~~arch 1987, with any Pl£ action to follow. A 
January 12 , 1987 rate decision for Blackstone Valley Electric Company (BVE) 
included the effect of t he TRA . BVE was also oidered to file a second set of 
tariffs that will reflect the further lowering of the tax rate in 1988 under t he 
TRA. The secondary tariffs will be implemented Yilen the additional tax rate 
reduction takes effect. 

SOOTH CAfU..INA-ln .J.J ly 1986 the South Carolina Public Service Comnissicn (PSC) 
directed utilities to file data on "the impact of federal tax changes as applied 
to the company's 1985 operations11 within 60 days after Congress and the President 
act on tax reform legislation. As well, the PSC had separately directed the 
Staff to investigate the cost of co~on equity for the major utilities in the 
state and determined that if the Staff ' s cost of equity determinations are 
available by the time the tax-impact rep:lrts are filed, the PS:: would be in a 
position to fonnulate its positioo and make any decisioos m the basis of the 
knowledge provided from both rePJrts. On December 16, 1986, the PSC voted to 
order Dli<e Power to lower its base electric rates by approximately $20.2 mil+fon 
(2 .3%) effective .January 1, 1987 to reflect the impact of the TRA. On December 
12, 1986, Dli<e had filed data with the PSC indir.ating that it \IOJld experience 
~proximately $20.2 million of savings due to the TRA. The PSC indicated its 
intEntion to continue to investigate the impact of the tax bill on DlJ<e and to 
ensure that the company' s customers receive the full benefits of any tax 
savirgs. On January 14, 1987, the PSC directed South caro'l.ina Electric & 
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Gas (SCE&G) to reduce retail electric rates by approximately $25.5 million ( 3~) 
to reflect anticipated savirqs from the TRA. In Oecemoer 1986 sa::&G nad filed 
its report settirg forth its estimated tax savings under t he TRA. The Corrmissicn 
voted unanimously to pass tne full savings through to customers. Tne PSC 
instructed its Staff to continue its analysis of SCE&G's tax savings report and 
to notify the Canmission if any further rate adjustments snould be raade, 
especially in 1988 or thereafter. carolina Power & Ught indicated in its 
recently filed letter of intent for a full rate case t hat i t will incorporate tne 
impacts of the TRAin that filing. The Commission's investigations into the TRA 
impacts on other utilities are ongoing, with decis i ons not expected until the 
latter half of 1987. 

SOUTH DAKOTA--The South Dakota Public Utilities Canmission (PUC) has formally 
opened a generic docket to examine the effects of the TRA and the current 
earnings of South Dakota utilities. The PUC is in tre process of gathering data, 
and any change in rates is not likely before the middle of 1987. 

TOI£SSEE-On Decanber 30, 1986, the PSC voted for an $11 .8 millioo revenue 
requirement reduction for South Central Bell Telephone (SCBT) to reflect the 
financial impact of the TRA. Roughly half of tne reduction was authorized to be 
accounted for through the recording of higher depreciation charges, with the 
other half coming from reductions in rates . Tne Commission accounted for the TRA 
in a recently finalized rate case for General Telephone Company of t he South, and 
also is incorporating the impact of t he TRA in a soon to be completed rate case 
for L.hited Cities Gas. On December 30, 1986, i n a separate order, the PSC voted 
to initiate a generic lleariny to investiga te tl'le impact of the TAA on all other 
utilities within the state. Initially, the util i ties were required to file their 
responses by the end of January; nowever, the PSC changed the response deadline 
time to June 1987. 

TEXA5--The Texas Public Util ity Commissi on (PUC) Staff sent letters to all 
utilities requesting comments as to the general and specific effects of the TRA 
on the companies, their tax liabilities and t11ei r cash f low. A task force made 
up of Staff manbers is responsible For gathering the information and making 
recommendations to the PUC . Tne Staff will liKely nold a conference for 
interested pa rties, incl uding companies and i nte rvenors, to discuss the TRA and 
~1at, if any, action t he PUC should take in response to it. 

UTAH--The Utah Publ ic Service Commission (PSC) has informally requested 
i 'lfonnatioo from t he major utilities in the state regarding the TRA. The 
information will be analyzed by t he Department of Public Utilities at which time 
~ determination will be made by t he PSC concerning any further action. 

VERMONT--On January 9, 1987, the Vermont Public Service Board (PSB) sent 
letters to the state's utilities req~.esting that the companies file with the PS!3 
est1mates of the effects of the TRA for 1987 and 1988. The letter required 
responses to be filed by January 30, 1987, and all of the major Vermont utilities 
11ave slbmitted their estimates. For Central Vermont Public Service, the PSB 
disposed of the issue in the company ' s general rate case , which was dec~ded 
January 2, 1987. Green l~ountain Power has indicated to the PSB that it will soCfl 
file for a rate decrease reflecting not only the savings attrioutable to the TAA , 
but also those flowio;;J fran a red.Jction in return on equity from 15.5% to 14%. 
As for l~ew EryJl ard Telephcrle (t£T ), on January 6, 1987 the .Vermont Department of 
Public Service (£llS) and the company agreed on a new regulatory fr~\IIOrk that 
will provide for the stabilization of basic telephone rates «ith most other 
services partially or totally deregulated. The plan provides for an inmediate 
revenue requirement reduction of $5 . 4 million, wnich reflects, among other items, 
the TRA. The State Legislature must pass a bill allowiryJ the Vermont Public 
Service Board (PSB) to deregulate certain services prior to the PSB's approval of 
t~ plan. 

•. 
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VIRGINIA-On February 4, 1987, the Virginia State Corporatioo COO'Illlssion (SCC J 
infonned the utilities in its jurisdiction that due primarily to the impetus of 
the TAA, investigations of the financial cmditions of large electric and 
telephcne companies may soon be undertaken. Continental Telephme COOlpany has 
respcnded with a proposal to red.Jce rates by approximately $3.3 million, but no 
SCC action has yet been taken on this proposal. On February 12, 1987 Chesapeake 
& Potomac Tele~one (C&P) filed with the sec to institute a $15 millicn rate 
redUction to relect the impact of the TAA. C&P' s filing proposes that the rate 
redJction be effective .l.Jly 1, 1987 and it be ~lemented as an across the board 
reci.Jction. sec action is pending in this case. The Commissim' s staff, as 
directed by the sec in late 1986, has been receiving data fran the utilities with 
regard to estimates of the TAA 's impact. 

WASHit-CTOO--The Washingtm Utilities & Transportatim Ccmmission ( WJTC) 
required each of the state's utilities to file data by December 31, 1986 
estirrating the effects on cost of service resulting fran the TAA. The WJTC Staff 
is currently analyzing the data provided by the companies , and, over the next few 
mcnths, will be recoomending to the V«..JTC an appropria te methodology to have the 
tax changes reflected in the companies' rates . 

lEST VIRGINIA--On Jarwry 20, 1987, the PSC issued an order directing utilities 
within the state to file written statements estimating the potential impact of 
the TRA on their OJ:erations. These respmses are due by March 16, 1987 and 
hearings are scheduled to commence on April 29 , 1987. 

WISC~SIN--The Wisconsin Pli:llic Service COOllllission (PSC) requires t he state's 
12 iargest utilities to file forecasted financial data each year, and the effects 
of the TRA will be dealt with in each of these annual reviews on an individual 
company basis. Companies not undergoing amual reviews, will be required to 
slbmit data by April 1, 1987 to show the impact of the TRA on their operations 
and then to file new ra tes effective July 1, 1987 reflecting that impact. 

WYOMING--The PSC has informally requested info rmation from utilities regarding 
the effect of the TRA . No proceedings have been canmencecJ to date. 

Wally French 
Dorothy French 
Rebert Schain 
Anthcny Osbon 
Alice Cornren 
Todd ShiJlllan 

February 14, 1987 
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