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During the year ended December 31, 2011, General taxes increased $3.5
milfion to $75.9 million compared to 2010. This increase was primarily the result
of higher property tax accruals in 2011 compared to 2010.

DP&L. - Fixed-asset Impairment
During the year ended December 31, 2012, DP&L recorded an impairment
of certain generation facilities of $80.8 millicn. See Note 15 of Notes tc DP&L’s

Financial Statements.

DP&L - Interest Expense
Interest expense recorded during 2012 did not fluctuate significantly from

that recorded in 2011.

Interest expense recorded during 2011 did not fluctuate significantly from
that recorded in 2010.

DP&L — Income Tax Expense

During the year ended December 31, 2012, Income tax expense decreased
$49.1 million compared to 2011 primarily due to decreases in pre-tax income,
lower non-deductible compensation expenses related to the Merger and a write-
off in 2011 of a deferred tax asset on the termination of the ESOP. These were
partially offset by a reduction in Internal Revenue Code Section 199 tax benefits
and an adjustment of property-related deferred taxes.

During the year ended December 31, 2011, Income tax expense decreased
$31.0 million compared to 2010 primarily due to decreases in pre-tax income
offset by non-deductible compensation expenses related fo the Merger, a
reduction in Internal Revenue Code Section 199 fax benefits and a write-off of a
deferred tax asset on the fermination of the ESOP.
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FINANCIAL CONDITION, LIQUIDITY AND CAPITAL REQUIREMENTS

DPL’s financial condition, liquidity and capital requirements include the
consolidated results of its principal subsidiary DP&L. All material intercompany
accounts and transactions have.been eliminated in consolidation. The following
table provides a summary of the cash flows for DPL and DP&L:

Succes Combi Succes
DPL sor ned sor Predecessor
Novem .
ber 28, January
Year Year 2011 1, 2011 Year
ended ended through through ended
. December December December | November December
$ in millions 31, 2012 31, 2011 31, 2011 27,2011 31, 2010
Net cash from operating
activities 2915 333.0 (1.4) - 3344 473.1
Net cash from investing (199.2) {151.1) (30.4) (120.7) (229.5



activities
Net cash from financing
activities

Net change
Assumption of cash at
acquisition N
Cash and cash equivalents at
beginning of period
Cash and cash equivalents at
end of period

(73.7) (151.6) 88.9 {240.5) (194.5
18.6 30.3 5?.1 (26.8) 49.1
- 19.2 19.2 - -
173.5 124.0 97.2 124.0 74.8
192.1 173.5 173.5 97.2 124.C

DP&L Years ended December 31,
$ in millions 2012 2011 2010
Net cash from operating activities 3398 364.2 45532
Net cash from investing activities (197.5) (185.0) (157.5
Net cash from financing activities (146.0) (201.0) {300.9
Net change . (3.7) (21.8) (3.1
Cash and cash equivalents at beginning of period 32.2 54.0 57.1
Cash and cash equivalents at end of period 28.5 32.2 54.C
The significant items that have impacted the cash flows for DPL and DP&L
are discussed in greater detail below:
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DPL —~ Net Cash provided by Operating Activities
DPL’s Net cash provided by operating activities for the years ended
December 31, 2012, 2011 and 2010 are summarized as follows:
Succes Combi Succes
SOr ned sor Predecessor
Novem
ber 28, January
Year Year 2011 1, 2011 Year
ended ended through through ended
December December December | November December
$ in millions 31, 2012 31, 2011 31, 2011 27, 2011 31,2010
Net income {1,729.8} 1443 (6.2) 150.5 290.2
Depreciation and amortization 201.5 152.6 232 129.4 139.4
Deferred income taxes {4.2) 65.6 0.1 65.5 59.¢
Impairment of Goodwill 1,817.2 - - - -
Recognition of deferred SECA {(17.8) - - - -
Charge for early redemption of - 15.3 - 15.3




debt
Contribution to pension plan - {40.0) - (40.0) (40.0
Deferred regulatory assets, net (1.1) (14.3) 0.1 {14.4) 21.8
Cash settlement of interest rate
hedges, net of tax - {(31.3) - (31.3) -
Other 257 40.8 (18.6) 59.4 1.7
Net cash from operating
activities 291.5 333.0 (1.4) 334.4 4731

During the year ended December 31, 2012, Net cash provided by operating
activities was primarily a result of Net income adjusted for noncash depreciation
and amortization, as well as a noncash charge for the impairment of goodwili.

During the year ended December 31, 2011, Net cash provided by operating
activities was primarily a resuit of Net income adjusted for noncash depreciation
and amortization, combined with the following significant fransactions:

The $65.6 million increase to Deferred income taxes primarily results from changes related tc
pension contributions, depreciation expense and repair expense.

A $15.3 million charge far the early redemption of DPL Capital Trust Il
securities.

DP&L made discretionary contributions of $40.0 million to the defined benefit pension plan in
2011

DPL made a cash payment of $48.1 million (331.3 million net of tax) related to
interest rate hedge contracts that settled during the period.

Other represents items that had a current period cash flow impact and includes changes in
working capital and other future rights or obligations to receive or to pay cash. These items are
primarily affected by, among other factors, the timing of when cash payments are made for fuel,
purchased power, operating costs, interest and taxes, and when cash is received from our utility
customers and from the sales of coal and excess emission allowances.

During the year ended December 31, 2010, Net cash provided by operating
activities was primarily a result of Net income adjusted for noncash depreciation
and amortization, combined with the following significant fransactions:

The $59.9 million increase to Deferred income taxes primarily results from changes related tc
pension contributions, depreciation expense and repair expense.

DP&L made discretionary contributions of $40.0 million to the defined benefit
pension plan in 2010. )

Cther represents items that had a current period cash flow impact and includes changes in
working capital and other future rights or obligations to receive or to pay cash. These items are
primarily affected by, among other factors, the timing of when cash payments are made for fuel,
purchased power, operating costs, interest and taxes, and when cash is received from our utility
customers and from the sales of coal and excess emissicn allowances.
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DP&L — Net Cash provided by Operating Activities

DP&L’s Net cash provided by operating activities for the years ended
December 31, 2012, 2011 and 2010 are summarized as follows:



Years ended December 31,

$ in millions 2012 2011 2010
Net income 91.2 193.2 2777
Bepreciation and amortization 141.3 134.9 130.7
Deferred income taxes 3.6 50.7 54.2
Fixed asset impairment 80.8 - -
Recognition of deferred SECA {17.8) - -
Contribution to pension plan - (40.0) (40.0
Deferred regulatory assets, net (1.5) (12.8) 21.8
Other 422 38.0 10.8
Net cash from operating activities 339.8 364.2 455.3
During the year ended December 31, 2012 the significant components of
DP&L’s Net cash provided by operating activities was primarily a result of Net
income adjusted for noncash depreciation and amortization, as well as a
noncash charge related to the impairment of certain generation facilities. During
the years ended December 31, 2011 and 2010, the significant components of
DP&L’s Net cash provided by operating activities are similar to those discussed
under DPL’s Net cash provided by operating activities above.
DPL — Net Cash used for Investing Activities
DPL’s Net cash used for investing activities for the years ended December
31,2012, 2011 and 2010 are summarized as follows:
Succes Combi Succes
sor ned sor Predecessor
Novem '
ber 28, January
Year Year 2011 1, 2011 Year
ended ended through through ended
_ December December December | November December
$ in millions 31, 2012 31, 2011 31, 2011 27, 2011 31,2010
Environmental and renewable
energy capital expenditures (8.2) (11.8) - (11.8) (11.9
Other plant-related asset
acquisitions (189.9) {192.9) {30.5) (162.4) (140.8
Purchase of MC Squared - (8.3) - (8.3) -
Proceeds from sale of short-
term investments - 69.2 - 69.2 (69.3
Other (1.1) (7.3) 0.1 {7.4) (7.5
Net cash from investing
activities {199.2) {151.1) {30.4) {120.7) (229.5

During the year ended December 31, 2012, DP&L’s environmental
expenditures were primarily related to pollution control devices at our electric
generation stations.

During the year ended December 31, 2011, DP&L’s environmenial
expenditures were primarily related to pollution control devices at our generation
stations. Additionally, DPL, cn behalf of DPLER, made a cash payment of
approximately $8.3 million to acquire MC Squared. Furthermore, DPL
redeemed $70.9 million of short-term investments mostly comprised of VRDN



securities and purchased an additional $1.7 million of short-term investments
during the same period. The VRDN securities have variabfe coupon rates thai
are typically re-set weekly relative to various short-term rate indices. DPL can
tender these securities for sale upon notice to the broker and receive payment
for the tendered securities within seven days.

During the year ended December 31, 2010, DP&L continued to see
reductions in its environmental capital expenditures due to the completion of
FGD and SCR projects including the FGD and SCR equipment completed and
placed into service at Conesville during the fourth quarter of
2010. Approximately $4.2 million of the environmental capital expenditures
incurred during 2010 refate to the construction of a solar energy facility at
Yankee station. DP&L also continued to make upgrades and other investments
in other generation, transmission
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and distribution equipment. Additionally, DPL purchased $54.2 million of
VRDN securities, net of redemptions from various institutional securities brokers
as well as $15.1 millicn of investment-grade fixed income corporate bonds. The
VRDN securities are backed by irrevocable letters of credit. These securities
have variable coupon rates that are typically re-set weekly relative to various
short-term rate indices. DPL can tender these VRDN securities for sale upon
notice to the broker and receive payment for the tendered securities within seven
days.

DP&L — Net Cash used for Investing Activities
DP&L’s Net cash used for investing activities for the years ended December
31, 2012, 2011 and 2010 are summarized as follows:

Years ended December 31,

$ in millions 2012 2011 2010
Environmental and renewable energy capital expenditures {8.2) {11.8) (11.9
Other plant-related asset acquisitions {187.3) (192.7) {1381
Proceeds from liquidation of DPL stock, held in trust - 26.9 -
Other (2.0) (7.4) (7.5
Net cash from investing activities {197.5) {185.0) (157.5

During the year ended December 31, 2012, DP&L’s environmentai
expenditures were primarily related to pollution control devices at our generation
stations.

During the year ended December 31, 2011, DP&L’s environmental
expenditures were primarily related to poliution control devices at cur generation
stations. Additionally, DP&L received proceeds of $26.9 million related to the
liquidation of DPL stock held in the Master Trust.

During the year ended December 31, 2010, DP&L continued to see
reductions in its environmental capital expenditures due to the completion of



FGD and SCR projects including the FGD and SCR equipment completed and

placed into service at Conesville during the fourth quarter of
2010. Approximately $4.2 million of the environmental capital expenditures
incurred during 2010 relate to the construction of a solar energy facility at

Yankee station. DP&L also continued to make upgrades and other investments

in other generation, transmission and distribution equipment.
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DPL — Net Cash used for Financing Activities

DPL’s Net cash used for financing activities for the years ended December

31, 2012, 2011 and 2010 are summarized as follows:

Succes Combi Succes
sor ned sor Predecessor
Novem
ber 28, January
Year Year 2011 1, 2011 Year
ended " ended through through ended
Decemnber December December | November December
$ in millions 31, 2012 31, 2011 31, 2011 27,2011 31, 2010
Dividends paid on common
stock (64.1) {(176.0) (63.0) {113.0) {139.7
Retirement of long-term debt {0.1) (297.5) - (297.5) -
Early redemption of long-term
debt, including premium - {134.2) - (134.2) -
Payment of MC Squared debt - (13.5) - (13.5)
Repurchase of DPL common
stock - - - - {56.4
Payment to former warrant
holders {9.0) - - - -
Issuance of long-term debt - 425.0 125.0 300.0 -
Proceeds from liquidation of
DPL stock, held in trust - 26.9 26.9 -
Proceeds from exercise of
warrants - 14.7 - 14.7 -
Other (0.5} 3.0 - 3.0 1.€
Net cash from financing
activities (73.7) {(151.6) 88.9 (240.5) {194.5

During the year ended December 31, 2012, DPL’s Net cash from financing
aclivities primarily relate to common stock dividends and payments to a former

warrant holder.

During the year ended December 31, 2011, DPL paid common stock
dividends of $176.0 millionr and retired long-term debt of $297.5

million.  Additionally, DPL paid $134.2 million for its purchase of a portion of the

DPL Capital Trust |l capital securities, of which $122.0 million related to the



capital securities and an additionai $12.2 million related to the premium paid on
the purchase. DPL also paid down the debt of MC Squared which was acquired
in February 2011. DPL received $425.0 million from the issuance of additional
debt. DPL received $26.9 million upon the liquidation of DPL stock held in the
DP&L Master Trust and $14.7 million from the exercise of 700,000 warranis.

During the year ended December 31, 2010, DPL paid common stock
dividends of $139.7 million. In addition, under the stock repurchase programs
approved by the Board of Directors in October 2009 and October 2010 (see Note
14 of Notes to DPL’s Consolidated Financial Statements), DPL repurchase
approximately 2.18 million DPL common shares for $56.4 million. :

DP&L — Net Cash used for Financing Activities
" DP&L’s Net cash used for financing activities for the years ended December
31, 2012, 2011 and 2010 are summarized as follows:

Years ended December 31,

$ in millions 2012 2011 2010
Dividends paid on common stock (145.0) (220.0) (300.0
Cash contribution from parent - 20.0 -
Cash withdrawn from restricted funds - - -
Other (1.0} (1.0) {0.9
Net cash from financing activities {146.0) (201.0) {300.9

During the year ended December 31, 2012, DP&L’s Net cash used for
financing activities primarily relates to $145 million in dividends.
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During the year ended December 31, 2011, DP&L’s Net cash used for
financing activities primarily relates to $220 million in dividends offset by $20
million of additional capital contributed by DPL.

During the year ended December 31, 2010, DP&L’s Net cash used for
financing activities primarily relates to $300 million in dividends.

Liguidity

We expect our existing sources of liquidity to remain sufficient to meet our
anticipated obligations. Our business is capital intensive, requiring significant
resources o fund operating expenses, construction expenditures, scheduled
debt maturities, taxes, interest and dividend payments. For 2013 and
subsequent years, we expect to satisfy these requirements with a combination of

~cash from operations and funds from the capital markets as our internal liquidity

needs and market conditions warrant. We also expect that the borrowing
capacity under credit facilities will continue fo be available to manage working
capital requirements during those periods.

At the filing date of this annual report on Form 10-K, DP&L has access to
$400.0 million of short-term financing under two revolving credit facilities. The

5



first facility, established in August 2011, is for $200.0 million, expires in August
2015 and has eight participating banks, with no bank having more than 22% of
the total commitment. DP&L also has the option to increase the borrowing under
the first facility by $50.0 million. The second facility, established in April 2010, is
for $200.0 million and expires in April 2013. A total of five banks participate in
this facility, with no bank having more than 35% of the total commitment. DP&L
also has the option to increase the borrowing under the second facility by $50.0
million.

At the filing date of this annual report on Form 10-K, DPL has access to
$75.0 million of short-term financing under a revolving credit facility established
in August 2011. This facility expires in August 2014, and has seven participating
banks with no bank having more than 32% of the total commitment. In addition,
DPL entered into a $425.0 million unsecured term loan agreement with a
syndicated bank group in August 2011. This agreement is for a three year term
expiring on August 24, 2014. The entire $425.0 million has been drawn under
this facility. : :

Amounts
available as
‘ Commitm  of December
$ in millions Type Maturity ent 31,2012
Revolvi August
DP&L ng 2015 200.C
© Revolvi April 4
DP&L ng 2013 200.C
Revolvi August
DPL ) ng 2014 75.C

475.C

Each DP&L revolving credit facility has a $50 million letter of credit
sublimit. The entire DPL revelving credit facility amount is available for letter of
credit issuances. As of December 31, 2012 and through the date of filing this
annual report on Form 10-K, there were no letters of credit issued and
outstanding on the revolving credit facilities.

Cash and cash equivalents for DPL and DP&L amounted to $192.1 million

and $28.5 million, respectively, at December 31, 2012. At that date, neither DPL
nor DP&L had short-term investments.
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Capital Requirements

CONSTRUCTION ADDITIONS



| Actual 11 Projected
$ in miflions 2010 2011 2012 2013 2014 2015
DPL 151 201 180 185 150 168
DP&L 148 199 177 140 145 16C

Planned construction additions for 2013 relate primarily to new investmenis
in and upgrades to DP&L’s electric generating station equipment and
transmission and distribution system. Capital projects are subject to continuing
review and are revised in light of changes in financial and economic conditions,
load forecasts, legisiative and reguiatory developments and changing
environmental standards, among other factors.

DPL, through its subsidiary DP&L., is projecting to spend an estimated
$470.0 million in capital projects for the period 2013 through
2015. Approximately $15.0 million of this projected amount is to enable DP&L to
meet the recently revised reliability standards of NERC. DP&I. is subject to the
mandatory reliability standards of NERC and Reliability First Corporation (RFC),
one of the eight NERC regions, of which DP&L is a member. NERC has
recently changed the definition of the Bulk Electric System (BES) to include 100
kV and above facilities, thus expanding the facilities to which the reliability
standards apply. DP&L’s 138 kV facilities were previously not subject to these
reliability standards. Accordingly, DP&L anticipates spending approximately
$72.0 million within the next five years to reinforce its 138 kV system to comply
with these new NERC standards. Our ability to complete capital projects and the
refiability of future service will be affected by our financial condition, the
availability of internal funds and the reasonable cost of external funds. We
expect to finance our construction additions with a combination of cash on hand,
short-term financing, long-term debt and cash flows from operations.

'Debt Covenants
As mentioned above, DPL has access to $75.0 million of short-term
financing under its revolving credit facility and has borrowed $425.0 million under
its term loan facility.

Each of these facilities has two financial covenants, one of which was
changed as part of amendments dated October 19, 2012, to the facilities
negotiated between DPL and the syndicated bank groups. The first financial
covenant, originally a Total Debt to Capitalization ratio that was not to exceed
0.70 to 1.00, was changed, effective September 30, 2012, to a Total Debti to
EBITDA (DPL’s consolidated earnings before interest, taxes, depreciation and
amortization) rafio. The Total Debt to EBITDA ratio is calculated, at the end of
each fiscal quarter, by dividing total debt at the end of the current quarier by
consolidated EBITDA for the four prior fiscal quarters, The ratio is not to exceed
7.00 to 1.00 for the for the period September 30, 2012 through December 31,
2012; it then steps up to not exceed 7.75 to 1.00 for the period January 1, 2013
through March 31, 2013; it then steps up to not exceed 8.00 to 1.00 for the
period April 1, 2013 through June 30, 2013, and finally it steps up te not exceed
8.2510 1.00 as of July 1, 2013 and thereafter. As of December 31, 2012, the
first financial covenant was met with a ratio of 5.57 {o 1.00. '



The second financial covenant is an EBITDA to Inferest Expense ratio. The
EBITDA to Interest Expense ratio is calculated, at the end of each fiscal quarter,
by dividing consolidated EBITDA for the four prior fiscal quarters by the
consolidated interest charges for the same period. The ratio requires DPL’s
consolidated EBITDA to consolidated interest expense to be not less than 2.50
to 1.00. As of December 31, 2012, the second covenant was met with a ratio of
3.77 to 1.00.

Aiso mentioned above, DP&L has access to $400.0 million of short-term
financing under its two revalving credit faciiities. The following financial covenant
is contained in each revolving credit facility: DP&L’s total debt to total
capitalization ratio is not to exceed 0.65 to 1.00. As of December 31, 2012, this
covenant was met with a ratio of 0.43 to 1.00. The above ratio is calculated as
the sum of DP&L’s current and long-term portion of debt, including is guaranty
obligations, divided by the total of DP&L’s shareholders’ equity and total debt
including guaranty obligations.
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Debt Ratings
The following table outlines the debt ratings and outlook for each company,
along with the effective dates of each rating and outfook for DPL and DP&L.

DP&L Qutloo
pPL ol K Effective
Fitch Ratings BB BBB+ Rating Novemb
) Watch er2012
Negative
Moody's Investors Service, inc. Ba1 A3 Under Novemnb
Review for  er2012
Downgrade
Standard & Poor's Financial Services BB BBB- Stable Novemb
LLC er 2012
Credit Ratings
The following table outlines the credit ratings (issuer/corporate rating) and
outlook for each company, along with the effective dates of each rating and
outiook for DPL and DP&L.
DP&L Outloo
pPL @ © k Effective
Fitch Ratings BB BBB- Rating Novemb
Watch er 2012
Negative ’
Moody's Investors Service, Inc. Ba1t Baa2 Under Novemb
' Reviewfor  er 2012



Downgrade
Standard & Poor's Financial Services BB BB Stable Novemb
LLC ' : er 2012
On November 7, 2012, Fitch Ratings issued a new DPL issuer credit rating
(Credit Rating) and a new rating on DPL’s senior unsecured debt (Debt Rating)
of BB with an outfook of “Rating Watch Negative”. DP&L did not receive a new
rating, but the cutlook on its issuer credit rating and DP&L’s senior secured debt
changed to “Rating Watch Negative”. On November 8, 2012, Standard and
Poor's Ratings Services issued a new DPL issuer credit rating (Credit Rating) of
BB and a new rating on DPL’s senior unsecured debt (Debt Rating) of BB- with
an outlook of “Stable”. On November 9th 2012, Moody's Investors Services, Inc.
placed all the ratings of DPL and DP&L. under review for possibie
downgrade. Standard and Poor’s also downgraded DP&L’s issuer rating (Credit
Rating) to BB and DP&L’s senior secured debt (Debt Rating) rating to BBB- with
an outlook of "Stable”. The change in ratings from our rating agencies could
have an impact on the market price of our debt and DP&L’s preferred stock.

If the rating agencies were fo reduce our debt or credit ratings, our borrowing
costs may increase, our potential pool of investors and funding resources may
be reduced, and we may be required to post additional collateral under selected
contracts. These events may have an adverse effect on our results of
operations, financial condition and cash flows. In addition, any such reduction in
~ our debt or credit ratings may adversely affect the trading price of our
outstanding debt securities. Non-investment grade companies, such as DPL,
may experience higher cosis to issue new securities. DP&L is still considered
investment grade by two of the three rating agencies above.

Off-Balance Sheet Arrangements

DPL ~ Guarantees

in the normal course of business, DPL enters into various agreements with
its whally-owned subsidiaries, DPLE and DPLER, and its whelly-owned
subsidiary MC Squared, providing financial or performance assurance to third
" parties. These agreements are entered into primarily to support or enhance the
creditworthiness otherwise attributed to these subsidiaries on a stand-alone
basis, thereby facilitating the extension of sufficient credit to accomplish these
subsidiaries’ intended commercial purposes. During the year ended December
31, 2012, DPL did not incur any losses related to the guarantees of these
obligations and we believe it is unlikely that DPL would be required to perform or
incur any losses in the future associated with any of the above guarantees.
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At December 31, 2012, DPL had $21.5 million of guarantees to third parties
for future financial or performance assurance under such agreements, on behalf
of DPLE, DPLER and MC Squared. The guarantee arrangements entered into
by DPL with these third parties cover present and future obligations of DPLE,
DPLER and MC Squared to such beneficiaries and are terminable at any time by
DPPL upon written nofice to the beneficiaries. The carrying amount of obligations
for commercial transactions covered by these guarantees and recorded in our



Consolidated Balance Sheets was $0.0 million at December 31, 2012 and $0.1
million at December 31, 2011.

DP&L owns a 4.9% equily ownership interest in an electric generation
company which is recorded using the cost method of accounting under
GAAP. DP&L could be responsible for the repayment of 4.9%, or $78.2 million,
of a $1,596.5 million debt obiigation comprised of both fixed and variable rate
securities with maturities between 2013 and 2040. This would only happen if
this electric generation company defaulted on its debt payments. As of
December 31, 2012, we have no knowledge of such a defauit.

Commercial Commitments and Contractual Obligations

We enter into various contractual obligations and other commercial
commitments that may affect the liquidity of our operations. At December 37,
2012, these include:

Payments due in:

Less More
than 2-3 4-5 than
$ in millions Total 1 year years years 5 years
DPL:
Long-term debt 2,598.7 570.4 425.3 450.2 1,152.8
Interest payments 1,031.4 133.5 216.3 174.1 507.5
Pension and postretirement
paymenis 256.2 24.6 50.3 51.1 130.2
Operating leases 1.0 0.4 0.6 - -
.Coal contracts @ 586.4 227.6 150.6 138.8 694
Limestone contracts @ 26.8 5.4 10.7 10.7 -
Purchase orders and other
contractual obligations 559 346 10.9 104 -
Reserve for uncertain tax ,
positions 18.3 18.3 - - -
Total contractual obligations 45747 1,014.8 864.7 B35.3 1,859.6
Payments due in:
Less : Maore
than 2-3 4-5 than
$ in millions Total 1 year years _years 5 years
DP&L:
Long-term debt 903.2 5704 0.3 0.2 332.2
Interest payments 361.9 340 3186 3186 264.7
Pension and postretirement _
payments 2562 246 50.3 51.1 130.2
Operating leases 1.0 0.4 0.6 - -
Coal contracts 586.4 227.6 150.6 138.8 69.4
Limestone contracts 26.8 5.4 10.7 10.7 i
Purchase orders and other
contractual obligations 559 348 10.9 104
Reserve for uncertain tax
positions 18.3 18.3 - - -
Total contractual obligations 2,208.7 915.3 255.0 242.8 796.€



(a) Total at DP&L operated units.

Loﬁg-term debt:
DPL’s Long-term debt as of December 31, 2012 consists of DPL's

unsecured notes and unsecured term loan, along with DP&L’s first mortgage
bonds, tax-exempt pollution control bonds, capital leases, and the Wright-
Patterson Air Force Base (WPAFB) note. These long-term debt amounts include
current maturities but exclude unamortized debt discounts, premiums and fair
value adjustments.
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DP&L’s Long-term debt as of December 31, 2012 consists of its first
mortgage bonds, tax-exempt pollution control bonds, capital leases and the
WPAFB note. These long-term debt amounts include current maturities but
exclude unamortized debt discounts.

See Note 7 of the Notes to DPL’s Consclidated Financial Statements and
Note 6 of the Notes to DP&L’s Financial Statements.

Interest payments:

interest payments are associated with the long-term debt described
above. The inferest payments relating to variable-rate debt are projected using
the interest rate prevailing at December 31, 2012.

Pension and postretirement payments:

As of December 31, 2012, DPL, through its principal subsidiary DP&L, had
estimated future benefit payments as cutlined in Note 9 of Notes to DPL’s
Consolidated Financial Statements and Note 8 of Notes to DP&L’s Financial
Statements. These estimated future benefit payments are projected through
2022.

Capital leases:
As of December 31, 2012, DPL, through its principal subsidiary DP&L, had

two immaterial capital leases that expire in 2013 and 2014.

Operating leases.
As of December 31, 2012, DPL, through its principal subsidiary DP&L, had
several immaterial operating leases with various terms and expiration dates.

Coal confracts:

DPL, through its principal subsidiary DP&L, has entered into various long-
term coal contracts to supply the coal requirements for the generating stations it
operates. Some contract prices are subject to periodic adjustment and have
features that limit price escalation in any given year.

Limestone contracts:

DPL, through its principal subsidiary DP&L, has entered into various
limestone confracts to supply limestone used in the operation of FGD equipment
at its generating facilities.




Purchase orders and other contractual obligations;

As of December 31, 2012, DPL and DP&L had various other contractual
obligations including non-cancelable contracts to purchase goods and services
with various terms and expiration dates.

Reserve for uncertain tax positions:
As of December 31, 2012, DPL and DP&L had $18.3 million in uncertain tax
positions which are expected to be resolved within the next year. '

MARKET RISK

We are subject to certain market risks including, but not fimited to, changes
in commedity prices for electricity, coal, environmental emissions and gas,
changes in capacity prices and fluctuations in interest rates. We use various
market risk sensitive instruments, including derivative contracts, primarily to limit
our exposure to fluctuations in commodity pricing. Our Commaodity Risk
Management Committee (CRMC), comprised of members of senior
management, is responsible for establishing risk management policies and the
monitoring and reporting of risk exposures related to our DP&L-operated
generation units. The CRMC meets on a regular basis with the objective of
identifying, assessing and quantifying material risk issues and developing
strategies to manage these risks.

Commodity Pricing Risk

Commodity pricing risk exposure includes the impacts of weather, market
demand, increased competition and other economic conditions. To manage the
volatility relating to these exposures at our DP&L-operated generation units, we
use a variety of non-derivative and derivative instruments including forward
contracts and futures contracts. These instruments are used principally for
economic hedging purposes and none are held for trading purposes. Derivatives
that fall within the scope of derivative accounting under GAAP must be recorded
at their fair value and marked to market unless they qualify for cash flow hedge
accounting. MTM gains and losses on derivative instruments that qualify for
cash flow hedge accounting are deferred in AOC! until the forecasted
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transactions occur. We adjust the derivative instrurnents that do not qualify
for cash flow hedging to fair value on a menthly basis and where applicable, we
recognize a corresponding regulatory asset for above-market costs or a
regulatory liability for below-market costs in accordance with regulatory
accounting under GAAP.

The coaf market has increasingly been influenced by both international and
domestic supply and consumption, making the price of coal more volatile than in
the past, and while we have substantially all of the otal expecied coal volume
needed to meet our retail and wholesale sales requirements for 2013 under
contract, sales requirements may change, particularly for retail load. The
majority of the contracted coal is purchased at fixed prices. Some contracts
provide for periodic adjustments and some are priced based on market
indices. Fuel costs are affected by changes in volume and price and are driven
by a number of variables including weather, the wholesale market price of power,



certain provisions in coal contracts related to government imposed costs,
counterparty performance and credit, scheduled outages and electric generation
station mix. To the extent we are not able to hedge against price volatiity or
recover increases through our fuel and purchased power recovery rider that
began in January 2010, our results of operations, financial condition or cash
flows could be materially affected.

In addition, the Dodd-Frank Wall Street Reform and Consumer Protection
Act (Dodd-Frank Act), signed into faw in July 2010, contains significant
requirements relating to derivatives, including, among others, a reguirement that
certain transactions be cleared on exchanges that would necessitate the posting
of cash collateral for these transactions. The Dodd-Frank Act provides a
potential exception from these clearing and cash collateral requirements for
commercial end-users. The Dodd-Frank Act requires the Commodity Futures
Trading Commission to establish rules to implement the Dodd-Frank Act's
requirements and exceptions. Requirements to post collateral could reduce the
cost effectiveness of entering into derivative transactions to reduce commodity
price and interest rate volatility or could increase the demands on our liquidity or
reguire us to increase our levels of debt to enter into such derivative
transactions. Even if we were to quaiify for an exception from these
requirements, our counterparties that do not qualify for the exception may pass
along any increased costs incurred by them through higher prices and reductions
in unsecured credit limits or be unable o enter into certain transactions with us.

For purposes aof potential risk analysis, we use a sensitivity analysis to
guantify potential impacts of market rate changes on the statements of results of
operations. The sensitivity analysis represents hypothetical changes in market
values that may or may not occur in the future.

Commodity derivatives

To minimize the risk of fluctuations in the market price of commodities, such
as coal, power, and heating oil, we may enter into commodity forward and
futures contracts to effectively hedge the cost/revenues of the
commodity. Maturity dates of the contracts are scheduled {o coincide with
market purchases/sales of the commodity. Cash proceeds or payments between
us and the counterparty at maturity of the contracis are recognized as an
adjustment to the cost of the commaodity purchased or sold. We generally do not
enter into forward contracts beyond thirty-six months.

A 10% increase or decrease in the market price of our heating oil forwards at
December 31, 2012 would not have a significant effect on Net income.

The following table provides information regarding the volume and average
market price of our power forward derivative contracts at December 31, 2042
and the effect to Net income if the market price were to increase or decrease by
1G%:

Contra Weighted
ct Average Increase /
Volume Market decrease in
(in mitlions Price Net income (in
Power Forwards of {ons) per ton millions)
$ 3 $
2013- Net Purchase/(Sale} Position (0.9) 4.14 (2.2
2014- Net Purchase/(Sale) Position (0.6) $ 3 $



Wholesale revenues

Approximately 11% of DPL’s and 36% of DP&L’s elecfric revenues for the
year ended December 31, 2012 were from sales of excess energy and capacity
in the wholesale market (DP&L’s electric revenues in the wholesale market are
reduced for sales to DPLER). Energy in excess of the needs of existing retail
customers is sold in the wholesale market when we can identify opportunities
with positive margins.
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Approximately 17% of DPL's and 35% of DP&L’s electric revenues for the
year ended December 31, 2011 were from sales of excess energy and capacity
in the wholesale market (DP&L’s eleciric revenues in the wholesale market are
reduced for sales to DPLER). Energy in excess of the needs of existing retail
customers is sold in the wholesale market when we can identify opportunities
with positive margins.

Approximately 18% of DPL’s and 30% of DP&L’s electric revenues for the
year ended Decemnber 31, 2010 were from sales of excess energy and capacity
in the wholesale market. Energy in excess of the needs of existing retail
customers is sold in the wholesale market when we can identify opportunities
with positive margins.

The table below provides the effect on annual Net income as of December
31, 2012 of a hypothetical increase or decrease of 10% in the price per
megawatt hour of wholesale power (DP&L’s electric revenues in the wholesale
market are reduced for sales to DPLER), including the impact of a corresponding
10% change in the portion of purchased power used as part of the sale (note the
share of the internal generation used to meet the DPLER wholesale sale would
not he affected by the 10% change in wholesale prices):

$ in millions DPL

545

(16

DP&L

Effect of 10% change in price per MWh 6.0

RPM Capacity revenues and costs

As a member of PJM, DP&L receives revenues from the RTO related to its
transmissicn and generation assets and incurs costs associated with its load
obligations for retail customers. PJM, which has a delivery year which runs from
June 1 to May 31, has conducted auctions for capacity through the 2015/16
delivery year. The clearing prices for capacity during the PJM delivery periods
from 20611/12 through 2015/16 are as follows: .

($/MW-day) PJM Delivery Year

5.1

201112 2012113 2013/14

2014115

201514

Capacity clearing price 110 16 28

126

13€



Our computed average capacity prices by calendar year are reflected in the
table below:

Calendar Year

(S/MW-day) 2011 2012 2013

2014

. 2015

Computed average capacity
price 137 55 23

Future RPM auction results are dependent on a number of factors, which
include the overall supply and demand of generation and load, other state
legislation or regulation, transmissicn congestion, and PJM's RPM business
rules. The volatility in the RPM capacity auction pricing has had and wiil
continue to have a significant impact on DPL’s capacity revenues and
cosfs. Although DP&L currently has an approved RPM rider in place to recover
of repay any excess capacity costs or revenues, the RPM rider only applies to
customers supplied under our SSO. Customer switching reduces the number of
customers supplied under our SSO, causing more of the RPM capacity costs
and revenues to be excluded from the RPM rider calculation.

The table below provides estimates of the effect on annual net income as of
December 31, 2012 of a hypothetical increase or decrease of $10/MW-day in the
RPM auction price. The table shows the impact resulting from capacity revenue
changes. We did not include the impact of a change in the RPM capacity costs
since these costs will either be recovered through the RPM rider for S50 retail
customers or recovered through the development of our overall energy pricing
for customers who do not fall under the SSO. These estimates include the
impact of the RPM rider and are based on the levels of customer switching
experienced through December 31, 2012. As of December 31, 2012,
approximately 34% of DP&L’s RPM capacity revenues and costs were
recoverable from SSQO retail customers through the RPM rider.

$ in millions DPL

85

e

DP&L

132

Effect of $10/MW-day change in capacity auction
pricing ' 59

Capacity revenues and costs are also impacted by, among other factors, the
levels of customer switching, our generation capacity, the levels of wholesale
revenues and our retail customer load. In determining the capacity price
- sensitivity above, we did not consider the impact that may arise from the
variability of these other factors.
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Fuel and purchased power costs

DPL’s and DP&L’s fuel (including coal, gas, oil and emission allowances)
and purchased power costs as a percentage of total operating costs in the years
ended December 31, 2012, 2011 and 2010 were 39%, 37% and
43%, respectively. We have a significant portion of projected 2013 fuel needs
under contract. The majority of our contracted coal is purchased at fixed prices




although some contracts provide for periodic pricing adjusiments. We may
purchase S0, allowances for 2013; however, the exact consumption of S0,
allowances will depend on market prices for power, availabiiity of our generation
units and the actual sulfur content of the coaf bumed. We may purchase some
NOx allowances for 2013 depending on NOx emissions. Fuel costs are affected
by changes in volume and price and are driven by a number of variables
including weather, reliability of coal deliveries, scheduled outages and electric
generation station mix.

Purchased power costs depend, in part, upon the timing and extent of
planned and unplanned outages of our generating capacity. We will purchase
power on a discretionary basis when wholesale market conditions provide
opporiunities to obtain power at a cost below our internal generation costs.

Effective January 1, 2010, DP&L was allowed to recover its SSO retail
customers' share of fuel and purchased power costs as part of the fuel rider
approved by the PUCO. Since there has been an increase in customer
switching, S50 customers currently represent approximately 34% of DP&L’s
total fuel costs. The table below provides the effect on annual net income as of
December 31, 2012, of a hypothetical increase or decrease of 10% in the prices
of fuel and purchased power, adjusted for the approximate 34% recovery:

$ in millions DPL

DP&L

Effect of 10% change in fuel and purchased power 23.2

Interest Rate Risk

As a result of our normal investing and borrowing activities, our financial
results are exposed to fluctuations in interest rates, which we manage through
our regular financing activities. We maintain both cash on deposit and
investments in cash equivalents that may be affected by adverse interest rate
fluctuations. DPL and DP&L have both fixed-rate and variable rate long-term
debt. DPL’s variable-rate debt consists of a $425 million unsecured term loan
with a syndicated bank group. The term loan interest rate fluctuates with
changes in an underlying interest rate index, typically LIBOR. DP&L’s variable-
rate debt is comprised of publicly held pollution control bonds. The variable-rate
bonds bear interest based on a prevailing rate that is reset weekly based on a
comparable market index. Market indexes can be affected by market demand,
supply, market interest rates and other economic cenditions. See Note 7 of
Notes to DPL’s Consolidated Financial Statements.

We partially hedge against interest rate fluctuations by entering into interest
rate swap agreements fo limit the interest rate exposure on the underlying
financing. As of December 31, 2012, we have entered into interest rate hedging
relationships with an aggregate noticnal amount of $160.0 million related to
planned future borrowing activities in calendar year 2013. The average interest
rate associated with the $160.0 million aggregate notional amount interest rate
hedging relationships is 3.8%. We are limiting our exposure to changes in
interest rates since we believe the market interest rates at which we will be able
to borrow in the future may increase.

The carrying value of DPL’s debt was $2,609.9 million at December 31,
2012, consisting of DPL’s unsecured notes and unsecured term loan, along with
DP&L’s first mortgage bonds, tax-exempt poflution control bonds, capital leases,
and the WPAFB note. All of DPL’s debt was adjusted to fair value at the Merger
date according to FASC 805. The fair value of this debt at December 31, 2012

21€



was $2,707.1 million, based on current market prices or discounted cash flows

using current rates for similar issues with similar terms and remaining

maturities. The following table provides information about DPL’s debt
cbligations that are sensitive to interest rate changes:
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Principal Payments and Interest Rate Detail by Contractual Maturity

Date
Princi
pal Fair
amountat value at
December Decembe
DPL. Years ending December 31, 31, 31,
There 2012
$ in millions 2013 2014 2015 2016 2017 after {a) 2012
Long-term debt
Variable-rate debt 100.0 425.0 - - - - 525.0 525.C
0.2 25 00 0.0 0.0 0.0
Average interest rate % % % % S %
Fixed-rate debi - 4704 0.2 0.1 450.1 0.1 1,182.8 20737 21821
5.1 52 4.2 6.5 4.2 6.6
Average interest rafe % % S% % % %
Total 25987 27071
The carrying value of DP&L’s debt was $903.1 million at December 31,
2012, consisting of its first mortgage bonds, tax-exempt pollution control bonds,
capital leases and the WPAFB note. The fair value of this debt at December 31,
2012 was $926.9 million, based on current market prices or discounted cash
flows using current rates for similar issues with similar terms and remaining
maturities. The following table provides information about DP&L’s debt
obligations that are sensitive to interest rate changes. Note that the DP&L debt
was not revalued using push-down accounting as a result of {he Merger.
Principal Payments and Interest Rate Detail by Contractual Maturity
Date
Princi
pal Fair
amount at value at
December Decembe
DP&EL Years ending December 31, 31, 31,
There 2012
$ in millions 2013 2014 2015 2016 2017 after (a) 2012

l.ong-term debt



Variable-rate debt 100.0 - - - - - 100.0 100.C
0.2 0.0 0.0 0.0 0.0 0.0
Average interest rate % % % % % "%
Fixed-rate debt 4704 0.2 - 01 0.1 0.1 3323 803.2 826.C
5.1 52 42 42 4.2 4.8
Average interest rate % % % % % %
Total 803.2 926.€
Long-term Debt Interest Rate Risk Sensitivity Analysis
Our estimate of market risk exposure is presented for our fixed-rate and
variable-rate debt at December 31, 2012 and 2011 for which an immediate
adverse market movement causes a potential material effect on our financial
condition, results of operations, or the fair value of the debt. We believe that the
adverse market movement represents the hypotheticai loss to future earnings
and does not represent the maximum possible loss nor any expected actual loss,
even under adverse conditions, because actual adverse fluctuations would likely
differ. As of December 31, 2012 and 2011, we did not hold any market risk
sensitive instruments which were entered into for trading purposes.
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Carrying value and fair value of debt with one percent interest rate risk
DPL
Carryi One Carryi One
ng vailue at Fair Percent ng value at Fair Percent
December  value at Interest December value at Interest
31,2012 December Rate 3t, 2011 December Rate
$ in millions (@) 31,2012 Risk (a) 31, 2011 Risk
L.ong-term debt
Variable-rate debt 525.0 525.0 53 525.0 525.0 5.2
Fixed-rate debt 2,084.9 2,1821 21.8 2,104.3 2,1856 21.¢
Total 2,609.9 2,707.1 27.1 2,629.3 27106 27.2
(=) Carrying value includes unamaortized debt discounts and premiums.
DP&L 7
Carryi Fair One Carryi Fair One
ng value at  value at Percent ngvalueat wvalue at Percent
$ in millions December December Interest December December Interest




31,2012 31,2012 Rate 31,2011 31,2011 Rate
: {a) Risk (@) Risk
Long-term debt
Variable-rate debt 100.0 100.0 1.0 100.0 100.0 1.C
Fixed-rate debt 4 803.1 826.9 8.3 803.4 834.5 8.2
Total 903.1 926.9 9.3 903.4 934.5 9.2
{a) Carrying value includes unamoﬁized debt discounts and premiums.

DPL’s debt is comprised of both fixed-rate debt and variable-rate debt. In
regard to fixed rate debt, the interest rate risk with respect to DPL’s long-term
debt primarily relates to the potential impact a decrease of one percentage point
in interest rates has on the fair value of DPL’s $2,182.1 millien of fixed-rate debt
and not on DPL’s financial condition or results of operations. On the variable-
rate debt, the interest rate risk with respect to DPL’s long-term debt represents
the potential impact an increase of one percentage point in the interest rate has
on DPL’s results of operations related fo the fair value of DPL’s $525.0 million
variable-rate long-term debt outstanding as of December 31, 2012.

DP&L’s interest rate risk with respect to DP&L’s long-term debi primarily
relates to the potential impact a decrease in interest rates of one percentage
point has on the fair vaiue of DP&L’s $826.9 million of fixed-rate debt and not
on DP&L’s financial condition or DP&L’s results of operations. On the variable-
rate debt, the interest rate risk with respect to DP&L’s long-term debt represents
the potential impact an increase of one percentage point in the interest rate has
on DP&L’s results of operations related to the fair value of DP&L’s $100.0
rillion variable-rate long-term debt outstanding as of December 31, 2012.

Equity Price Risk

As of December 31, 2012, approximately 27% of the defined benefit pension
plan assets were comprised of investments in equity securities and 73% rejated
fo investments in fixed income securities, cash and cash equivalents, and
alternative investments. The equity securities are carried ai their market value of
approximately $101.1 million at December 31, 2012. A hypothetical 10%
decrease in prices quoted by stock exchanges would result in a $10.1 million
reduction in fair value as of December 31, 2012 and approximately a $0.7 million
increase te the 2013 pension expense. .
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Credit Risk

Credit risk is the risk of an cobligor's failure to meet the terms of any
investment contract, loan agreement or otherwise perform as agreed. Credit risk
arises from afl activities in which success depends on issuer, borrower or
counterparty performance, whether reflected on or off the balance sheet. We
limit cur credit risk by assessing the creditworthiness of potential counterparties
before entering info transactions with them and continue to evaluate their
creditworthiness after transactions have been originated. We use the three



leading corporate credit rating agencies and other current market-based
qualitative and quantitative data to assess the financial strength of counterparties
on an ongoing basis. We may require various forms of credit assurance from
counterparties in order to mitigate credit risk.

Critical Accounting Estimates

DPL’s Consolidated Financial Statements and DP&L’s Financial Statements
are prepared in accordance with U.S. GAAP. In connection with the preparation
of these financial statements, our management is reguired to make assumptions,
estimates and judgments that affect the reported amounts of assets, liabilities,
revenues, expenses and the related disclosure of contingent liabilities. These
assumptions, estimates and judgments are based on our historical experience
and assumptions that we believe to be reasonable at the time. However,
because future events and their effects cannot be determined with certainty, the
determination of estimates requires the exercise of judgment. Qur critical
accounting estimates are those which require assumptions fo be made about
matters that are highly uncertain.

Different estimates could have a materiat effect on our financial
results. Judgments and uncertainties affecting the application of these policies
and estimates may result in materially different amounts being reported under
different conditions or circumstances. Historically, however, recorded estimates
have not differed materially from actual results. Significant items subject to such
judgments include: the carrying value of property, plant and equipment; unbilled
revenues; the valuation of derivative instruments; the valuation of insurance and
claims liabilities; the valuation of allowances for receivables and deferred income
taxes; regulatory assets and liabilities; reserves recorded for income tax
exposures; litigation; contingencies; the valuation of AROs; and assets and
liabilities related to employee benefits.

Impairments and Assets Held for Sale

In accordance with the provisions of GAAP relating to the accounting for
geodwill, goodwill is not amortized, but is evaluated for impairment at least
annually or more frequently if impairment indicators are present. In evaluating
the potential impairment of goodwill, we make estimates and assumptions about
revenue, operating cash flows, capital expenditures, growth rates and discount
rates based on our budgets and long term forecasts, macroeconomic
projections, and current market expectations of returns on similar assets. There
are inherent uncertainties related to these factors and management's judgment
in applying these factors. Generally, the fair value of a reporting unit is
determined using a discounted cash flow valuation model. We could be required
to evaluate the potential impairment of goodwill outside of the required annual
assessment process if we experience situations, including but not limited to:
deterioration in general economic conditions; operating or regutatory
environment; increased competitive environment; increase in fuel costs
particularly when we are unable to pass its effect to customers; negative or
declining cash flows; loss of a key contract or customer particularly when we are
unable to replace it on equally favorable terms: or adverse actions or
assessments by a regulator. These types of events and the resulting analyses
could result in goodwill impairment expense, which couid substantially affect our
results of operations for those periods. Please see Note 19 of Notes to DPL’s
Consolidated Financial Statements discussing the impairment of goodwill at DPL
in 2012,




In accordance with the provisions of GAAP relating to the accounting for
impairments, long-lived assets to be held and used are reviewed for impairment
whenever events or circumstances indicate that the carrying amount may not be
recoverable. When required, impairment losses on assets to be held and used
are recognized based on the fair value of the asset. We determine the fair value
of these assets based upon estimates of future cash flows, market value of
similar assets, if available, or independent appraisals, if required. In analyzing
the fair value and recoverability using future cash flows, we make projections
based on a number of assumptions and estimates of growth rates, future _
economic conditions, assignment of discount rates and estimates of terminal
values. An impairment loss is recognized if the carrying amount of the long-lived
asset is not recoverable from its undiscounted cash flows. The measurement of
impairment loss is the difference between the carrying amount and fair value of
the asset. Please see Note 15 of Notes to DP&L’s Financial Statements
discussing the impairment of long-lived assets at DP&L in 2012.
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Revenue Recognition (including Unbilled Revenue)

We consider revenue realized, or realizable, and earned when persuasive
evidence of an arrangement exists, the products or services have been provided
to the customer, the sales price is fixed or determinable, and collection is
reasonably assured. The determination of the energy sales o customers is
based on the reading of their meters, which occurs on a systematic basis
throughout the month, We recognize revenues using an accrual method for
retail and other energy sales that have not yet been billed, but where electricity
has been consumed. This is termed “unbilled revenues” and is a widely
recognized and accepted practice for utilities. At the end of each month, unbilled
revenues are determined by the estimation of unbilled energy provided to
customers since the date of the last meter reading, projected line losses, the
assignment of unbilled energy provided to customer classes and the average
rate per customer class. Given our estimation method and the fact that
customers are billed monthly, we believe it is unlikely that materially different
results will occur in future periods when these amounts are subsequently billed.

Income Taxes

Judgment and the use of estimates are required in developing the provision
for income taxes and reporting of tax-related assets and liabilities. The
interpretation of tax laws involves uncertainty, since taxing authorities may
interpret them differently. Ultimate resolution of income taxx matters may result in
favorable or unfavorable impacts to Net income and cash flows and adjustments
fo tax-related assets and liabilities could be material. We have adopted the
provisions of GAAP relating to the accounting for uncertainty in income
taxes. Taking into consideration the uncertainty and judgment invelved in the
determination and filing of income taxes, these GAAP provisions establish
standards for recognition and measurement in financial statements of positions
taken, or expected to be taken, by an entity on its income tax returns. Positions
taken by an entity on its income tax retums that are recognized in the financial
statements must satisfy a more-likely-than-not recognition threshold, assuming
that the position will be examined by taxing authorities with full knowledge of all
relevant information.



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

Regqulatory Assets and Liabilities

Application of the provisions of GAAP relating to regulatory accounting
requires us to reflect the effect of rate regulation in DPL's Consolidated Financial
Statements and DP&L’s Financial Statements. For regulated businesses
subject to federal or state cost-of-service rate regulation, regulatory practices
that assign costs to accounting periods may differ from accounting methods
generally applied by nonregulated companies. When it is probable that
regulators will permit the recovery of current costs through future rates charged
to customers, we defer these costs as Regulatory assets that otherwise would be
expensed by nonregulated companies. Likewise, we recognize Regulatory
liabilities when it is probable that regulators will require customer refunds through
future rates and when revenue is collected from customers for expenses that are
not yet incurred. Regulatory assets are amortized into expense and Regulatory
liabifities are ameortized into income over the recovery period authorized by the
reguiator.

We evaluate our Regulatory-assets to determine whether or not they are
probable of recovery through future rates and make varicus assumptions in our
analyses. The expectations of fulure recovery are generally based on orders
issued by regulatory commissions or historical experience, as well as
discussions with applicable regulatory authorities. !f recovery of a regulatory
assetf is determined to be less than probable, it will be written off in the period the
assessment is made. We currently believe the recovery of our Regulatory
assets is probable. See Note 4 of Notes to DPL’s Consolidated Financial
Statements and Note 4 of Notes to DP&L’s Financial Statements.

AROs

In accordance with the provisions of GAAP relating to the accounting for
AROs, legal obligations associated with the retirement of long-lived assets are
required to be recognized at their fair value at the time those cbligations are
incurred. Upon injtial recagnition of a legal liability, costs are capitalized as part
of the related long-lived asset and allocated to expense over the useful life of the
asset. These GAAP provisions also require that components of previously
recorded depreciation reiated to the cost of removal of assets upon future
retirement, whether legat AROs or not, must be removed from a company’s
accumulated depraeciation reserve and be reclassified as a regulatory
liability. We make assumptions, estimates and judgments that affect the
reported
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amounts of assets, liabilities and expenses as they refate to AROs. These
assumptions and estimates are based on historical experience and assumptions
that we believe to be reasonable at the time.



Insurance and Claims Costs

tn addition to insurance obtained from third-party praviders, MVIC, a wholly-
owned captive subsidiary of DPL, provides insurance coverage solely to us, our
subsidiaries and, in some cases, our pariners in commonly-owned facilities we
operate, for workers’ compensation, general liability, property damage, and
directors’ and officers’ liability. Insurance and Claims Costs on DPL’s
Consolidated Balance Sheets include estimated liabilities for insurance and
claims costs of approximately $11.5 million and $14.2 million at December 31,
2012 and 2011, respectively. Furthermore, DP&L is responsible for claim costs
below certain coverage thresholds of MVIC for the insurance coverage noted
above. In addition, DP&L has estimated liabilities for medical, life and disability
claims costs below certain coverage thresholds of third-party providers. DPL
and DP&L record these additional insurance and claims costs of approximately
$17.7 mitiion and $18.9 million for 2012 and 2011, respectively, within Other
current liabilities and Other deferred credits on the balance sheets. The
estimated liabilities for MVIC at DPL and the estimated liabilities for workers’
compensation, medical, life and disability claims at DP&L are actuarially
determined based on a reascnable estimation of insured events
occurring. There is uncertainty associated with the loss estimates and actual
results may differ from the estimates. Modification of these loss estimates based
on experience and changed circumstances is reflected in the pericd in which the
estimate is re-evaluated.

Pension and Postretirement Benefits

We account for and disciose pension and postretirement benefits in
accordance with the provisions of GAAP relating to the accounting for pension
and other posfretirement plans. These GAAP provisions require the use of
assumptions, such as the discount rate for liabilities and long-term rate of return
on assets, in determining the obligations, annual cost, and funding requirements
of the plans.

For 2013, we are maintaining our long-term rate of return assumption of
7.00% for pension plan assets and 6.00% for other postemployment benefit plan
assets. These rates of return represent our long-term assumptions based on our
current portfolio mixes. Also, for 2013, we have decreased our assumed
discount rate to 4.04% from 4.88% for pension and to 3.75% from 4.62% for
postretirement benefits expense to reflect current duration-based yield curve
discount rates. A one percent change in the rate of return assumption for
pension would result in an increase or decrease to the 2013 pension expense of
approximately $3.5 million. A one percent increase in the discount rate for
pension would result in a decrease of approximately $1.5 million to 2013
pension expense. A one percent decrease in the discount rate for pension wouild
result in an increase of approximately $2.8 million to 2013 pension expense.

In future periods, differences in the actual return on pension and other post-
employment benefit plan assets and assumed return, or changes in the discount
rate, will affect the tming of contributions to the plans, if any. We provide
postretirement health care benefits to employees who retired prior to 1987. A
one percentage point change in the assumed health care cost trend rate would
affect postretirement benefit costs by less than $1.0 million.

Contingent and Other Obligations

During the conduct of our business, we are subject to a number of federal
and state laws and regulations, as well as other factors and conditions that
potentially subject us to environmental, litigation, insurance and other risks. We




periodically evaluate our exposure to such risks and record estimated liabilities
for those matters where a loss is considered probable and reasonably estimable
in accordance with GAAP. In recording such estimated liabilities, we may make
assumptions, estimates and judgments that affect the reported amounts of
assets, liabilities and expenses as they relate to contingent and other
obligations. These assumptions and estimates are based on historicai
experience and assumptions and may be subject to change. We, however,
believe such estimates and assumptions are reasonable,

LEGAL AND OTHER MATTERS

A discussion of LEGAL AND OTHER MATTERS is described in Note 17 of
Notes to DPL’s Consolidated Financial Statements and Note 14 of Notes
to DP&L's Financial Statements. A discussion of environmental matters and
competition and regulation matters affecting both DPL and DP&L is described in
ltern 1 — Environmental Considerations and ltem 1 — Competition and
‘Regulation. Such discussions are incorporated hy reference in this
Management's Discussion and Analysis of Financial Condition and Results of
Operations and made a part herecf.
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Recently Issued Accounting Pronouncements

A discussion of recently issued accounting pronouncements is described in
Note 1 of Notes to DPL’s Consolidated Financial Statements and Note 1 of
Notes to DP&L’s Financial Statements and such discussion is incorporated by
reference in this Management's Discussion and Analysis of Financial Condition
and Resuits of Operations and made a part hereof.

Itern 7A — Quantitative and Qualitative Disclosures about Market Risk

The information required by this item of Form 10-K is set forth in the Market
Risk section under item 7 — Management's Discussion and Analysis of Financial
Condition and Resulis of Operations.

ltem 8 — Financial Statements and Suppiementary Data

This report includes the combined filing of DPL and DP&L. Throughout this
report, the terms “we,” “us,” “our” and "curs” are used to refer to both DPL and
DP&L, respectively and altogether, unless the context indicates
otherwise. Discussions or areas of this report that apply only to DPL or DP&L
will clearly be noted in the section.
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To the Board of Directors of DPL Inc.:

We have audited the accompanying Consolidated Balance Sheets of DPL
Inc. as of December 31, 2012 and 2011, and the related Consolidated
Statements of Operations, Comprehensive Income / {Loss), Cash Flows and
Shareholders’ Equity for the year ended December 31, 2012 and the period from
November 28, 2011 through December 31, 2011. Our audits also included the
consolidated financial statement schedule “Schedule || — Valuation and
Qualifying Accounts” for the year ended December 31, 2012 and the period from
November 28, 2011 through December 31, 2011. These consolidated financial
statements and schedule are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated
financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not
engaged to perform an audit of the Company's internal control over financial
reporting. Our a2udit included consideration of internal conirol over financial
reporting as a basis for designing audit procedures that are appropriate in the
circumstarices, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis
for our opinion. :

In our opinicon, the consclidated financial statements referred to above
present fairly, in all material respects, the consolidated financial position of DPL
Inc. at December 31, 2012 and 2011 and the consclidated results of its
operations and its cash flows for the year ended December 31, 2012 and the
period from November 28, 2011 through December 31, 2011, in conformity with
U.S. generally accepted accounting principles. Also, in our opinion, the related
consolidated financial statement schedule, when considered in relation to the
basic consolidated financial statements taken as a whole, presents fairly in all
material respects the information set forth therein.

{s/ Ernst & Young LLP
Cincinnati, Chio
February 26, 2013
75

Reporf of Independent Registered Public Accounting Firm



b
B3

The Board of Directors
DPL Inc.;

We have audited the accompanying consolidated statements of resulis of
operations, comprehensive income / (loss), cash flows and shareholders’ equity
for DPL Inc and its subsidiaries (DPL) for the period from January 1, 2011
through November 27, 2011 and for the year ended December 31, 2010. In
connection with our audits of the consolidated financial statements, we also have
audited the consolidated financial statement schedule, “Schedule 1 — Valuation
and Qualifying Accounts” for the period from January 1, 2011 through November
27, 2011 and for the year ended December 31, 2010. These consclidated
financial statements and schedule are the responsibility of DPL’s management.
Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board {United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit alse includes assessing the
accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the results of their operations and their
cash flows for the pericd from January 1, 2011 through November 27, 2011 and
for the year ended December 31, 2010, in conformity with U.S. generally
accepted accounting principles. Also in our opinion, the related financial
statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

{sf KPMG LLP

Philadelphia, Pennsylvania
March 27, 2012 ‘
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DPL INC.
CONSOLIDATED STATEMENTS OF RESULTS OF OPERATIONS
Successor - Predecessor
$ in millions except per share Year November January 1, Year
amounts ‘ ’ ended 28, 2011 2011 through ended




through

Pecember 31, November 27, December 31
2012 December 31, 2011 2010
2011
Revenues 1,668.4 156.9 1,670.9 1,831.4
Cost of revenues:
Fuel 361.9 35.8 355.8 383.¢
Purchased power 3421 36.7 404.6 3874
Amortization of intangibles 95.1 11.6 - -
Total cost of revenues 799.1 84.1 760.4 771.2
Gross margin 869.3 72.8 910.5 1,060.1
Operating expenses:
Operation and maintenance 406.4 A7.5 377.8 340.€
Depreciation and amortization 125.4 11.6 129.4 139.4
General taxes 79.5 76 75.5 75.7
Goodwill impairment 1,817.2 - - -
Total operating expenses 2,428.5 66.7 582.7 555.7
Operating income / (loss) {1,559.2) 6.1 327.8 504.4
Other income / (expense), net
Investment income 2.5 0.1 0.4 1.8
Interest expense (122.9) (11.5) {(58.7) (70.6
Charge for early redemption of
debt - - {15.3) -
Other deductions (2.5) (0.3) {(1.7) (2.3
Total other expense, net {122.9) (11.7) {75.3) (711
Earnings (loss) from operations
before income tax (1,682.1) (5.8) 2525 433.3
Income fax expense 47.7 0.6 102.0 143.C
Net income / (loss) (1,729.8) (6.2) 150.5 290.2
Average number of common
shares outstanding {(millions):
Basic N/A N/A 114.5 115.€
Diluted N/A N/A 115.1 116.1
Earnings per share of common
stock:
Basic N/A N/A 1.31 2.51
Diluted N/A N/A 1.31 2.5C
Dividends declared per share of
common stock N/A N/A 1.54 1.21

See Notes to Consolidated Financial
Statements.
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DPL INC.

STATEMENTS OF COMPREHENSIVE INCOME / (LOSS)

Successor Predecessor
Novemb January
Year er 28, 2011 1, 2011 Year
ended through through ended
December  December | November December
$ in millions 31,2012 3, 2011 27, 2011 31, 2010
Net income / (loss) (1,729.8) 6.2 150.5 280.3
Available-for-sale securities activity:
Change in fair value of available-for-
sale securities, net of income tax benefit /
{expense) of $(0.2), $0.0, $0.0 and $(0.2)
for each respective period 0.5 - - 0.4
Reclassification to earnings, net of
immaterial tax effect {0.1) - -
Total change in fair value of available- ,
for-sale securities 0.4 - - 0.4
Derivative activity:
Change in derivative fair value, net of
income tax benefit / (expense) of $1.4, $0.3,
$31.2 and ${6.6) for each respective period {1.5) (0.5) (58.2) 12.3
Reclassification to earnings, net of
income tax benefit / (expense) of $0.4, $0.0,
$(0.3) and $2.0 for each respective period (0.5) - {0.3) (5.9
Total change in fair value of :
derivatives (2.0) {0.5) (68.5) 6.4
Pension and postretirement activity:
Prior Service Cost for the pericd, net of
income tax benefit / (expense) of $0.0, $0.2,
$0.0 and $(3.7) for each respective period - (0.2) 0.1 7€
Net loss for the period, net of income
tax benefit / (expense) of $1.0, $(0.2), $(0.7)
and $4.0 for each respective period (1.9) 0.3 0.3 {6.1
Reclassification to earnings, net of
income tax benefit / (expense) of $0.0, $0.9,
$1.5 and $(1.3) for each respective period - - 2.8 2.4
Total change in unfunded pension and
postretirement {(1.9) 0.1 3.2 3.2
Other comprehensive income / {(loss) (3.5) {0.4) {65.3) 10.1
Net comprehensive income / (loss) {1,733.3) (6.8) 95.2 300.4

See Notes to Consolidated Financial Statements.
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DPL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Successor Predecessor
November
Year 28, 2011 January 1, Year
ended through 2011 through ended
: December 31, December 31, |November 27, December 31
$ in millions 2012 2011 2011 2010
Cash flows from operating
activities:
Net income / (loss) (1,729.8) (6.2) 150.5 290.2
Adjustments to reconcile Net
income (loss) fo Net cash from
operating activities
Depreciation and amortization 125.4 11.6 129.4 1394
Amortization of other assets 85.1 11.6 - -
Amortization of debt market
value adjustments (19.0} - - -
Deferred income taxes (4.2} 0.1 65.5 59¢
Charge for early redemption of
debt - - 15.3 -
Goodwill impairment 1,817.2 - - -
Recognition of deferred SECA
revenue (17.8) - - -
Changes in certain assets and
liabilities:
Accounts receivable 134 (12.3) 14.6 (1.5
Inventories 15.6 {2.3) (8.0 12.4
Prepaid taxes - 0.6 7.1 (9.0
Taxes applicable to
subsequent years 7.2 (71.2) 58.4 (4.1
Deferred regulatory costs, net {1.1} 0.1 {14.4) 21.8
Accounts payable (16.2} 6.6 {0.8) 17.8
Accrued taxes payable 5.1 78.5 (58.6) 1.2
Accrued interest payable 1.5 6.4 (8.1) (5.1
Pension, refiree and other
benefits 285 10.2 (34.2) (58.2
Unamortized investment tax
credit (0.3) (0.2) (2.3) (2.8
Insurance and claims costs (2.8) (0.1) 43 6.1
Other deferred debits, DPL
stock held in trust - (26.9) - -
Other {26.3) (7.9) 15.5 17.1




Net cash from operating
acfivities 291.5 (1.4) 334.4 473.1
Cash flows from investing
activities:
Capital expenditures (198.1) (30.5) (174.2) (152.7
Proceeds from sale of property - .
other 1.1 - - -
Purchase of emission allowances {0.1) - (0.2) (0.9
Purchase of renewable energy
credits (54) {0.6) (3.8) {2.0
Purchase of MC Squared - - {8.3) -
Decrease / (increase) in restricted
cash 2.9 1.0 (4.8) (6.0
Purchases of short-term
investments ‘ - - (1.7} (86.4
Sales of short-term investments - - 70.9 171
Other investing activities, net 0.4 {0.3) 1.4 1.4
Net cash from investing
activities (199.2) {30.4) {120.7) (229.5
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DPL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
Successor Predecessor
November
Year 28, 2011 January 1, Year
ended through 2011 through ended
December 31, December 31, |November 27, December 31
$ in millions 2012 2011 2011 2010
Cash flows from financing
activities:
Dividends paid on common siock (64.1) {63.0) {113.0) (139.7
Contributions to additional paid-in
capital from parent 03 - - -
Repurchase of DPL common
stock - - - {56.4
Payment to former warrant '
holders {9.0) - - -
Deferred finance costs {0.8) - -
Proceeds from exercise of
warrants - - 14.7
Proceeds from liquidation of DPL
stock, held in trust - 26.9 - -
Retirement of long-term debt {0.1) - (297.5) -
Early redemption of Capital Trust ,
Il notes - - (122.0) -




Premium paid for early

redemption of debt - - (12.2) -
"~ Issuance of iong-term debt - 125.0 300.0 -
Payment of MC Squared debt - - (13.5) -
Borrowings from revolving credit
facitities - - 50.0
Repayment of borrowings from
revolving credit facilities - - (50.0) -
Exercise of stock options - - 1.8 14
Tax impact refated to exercise of
stock options - - 1.4 0.2
Net cash from financing
activities (73.7) 88.9 (240.5) (194.5
Cash and cash equivalents: .
Net change 18.6 57.1 (26.8) 491
Assumption of cash at acquisition - 19.2 - -
Balance at beginning of period 173.5 97.2 124.0 74.€
Cash and cash equivalents at
end of period 192.1 173.5 97.2 124.C
Supplemental cash flow
information:
Interest paid, net of amounts
capitalized 136.9 6.0 620 771
Income taxes (refunded) / paid,
net 47.6 - 256 87.1
Non-cash financing and investing
activities:
Accruals for capital expenditures 16.7 26.5 18.9 23.2
Long-term liability incurred for
the purchase of plant assets - - 18.7 -
Assumption of debt with
acquisition ' - 1,250.0 - -
See Notes fo Consclidated Financial
Statements.
DPL INC.
CONSOLIDATED BALANCE SHEETS
December Decembe)
$ in millions 31, 2012 31, 2011

ASSETS



Current assets:

Cash and cash equivalents 192.1 173.5
Restricted cash 10.7 13.€
Accounts receivable, net (Note 3) 208.2 219.1
Inventories (Note 3) 110.1 125.¢
Taxes applicable to subsequent years 69.3 76.5
" Regulatory assets, current (Note 4) ' 211 20¢
Other prepayments and current assets 431 38.C
Total current assets "654.6 867.3
Propetrty, plant and equipment:
Property, plant and equipment 2,590.4 2,360.2
Less: Accumulated depreciation and amortization (115.9) (7.5
. 24745 2,352.€
Construction work in process ' 89.3 152.2
Total net property, plant and equipment 2,563.8 2,505.1
Other non-current assets:
Regulatory assets, non-current (Note 4) ' 185.5 193.2
Goodwill 759.1 2,576.3
Intangible assets, net of amortization (Note 6) 50.1 1424
Other deferred assets 34.2 51.¢
Total other non-current assets 1,028.9 29638
Total Assets ' 4,247.3 6,136.2
See Notes to Consolidated Financial Staternents,
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DPL INC.
CONSOLIDATED BALANCE SHEETS
December December
$ in millions 31,2012 31, 2011
LIABILITIES AND SHAREHOLDER'S EQUITY
Current liabilities:
Current portion - fong-term debt (Note 7) 584.9 0.4
Accounts payable 832 1111
Accrued taxes 971 63.2
Accrued interest , 318 30.2
Customer security deposits 15.0 15.6
Regulatory liabilities, current (Note 4) 0.1 0.5
Insurance and claims costs 11.5 14.2
Other current liabilities 96.9 69.2
Total current liabilities _ 920.5 304.7

Non-current liabilities: .



Long-term debt (Note 7} 2,025.0 2,628.¢
Deferred taxes (Note 8) 534.9 540.¢
Taxes payable 68.1 96.€
Regulatory liabilities, non-current (Note 4) 117.3 118.€
Pension, retiree and other benefits 61.6 47.5
Unamortized investment tax credit 33 - 3E
Other deferred credits 714 146.2
Total non-current liabilities- 2,881.6 3,682.4
Redeemable preferred stock of subsidiary 18.4 18.4
Commitments and contingencies {Note 17)
Common shareholder's equity:
Common stock:
1,500 shares authorized; 1 share issued and outstanding
at December 31, 2012 and 2011 2,236.7 2,237.3
Accumulated other comprehensive loss (3.9) (0.4
Retained earnings / (deficit) {1,806.0) {6.2
Total common shareholder's equity 426.8 2,230.7
‘Total Liabilities and Shareholder's Equity 4,247.3 6,136.2
See Notes to Consolidated Financial Statements.
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DPL INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
Common Stock @
: Com
mon
Stock Accumulat
Held by ed Other Other Retain
$ in millions (except Outstand Amo War Employee Comprehensive  Paid-in ed
Qutstanding Shares) ing Shares unt rants Plans Income /(Less) Capital Earnings Tota
" Beginning balance 118,966,767 1.2 2.9 {19.3} {29.0) - 1,144.1 1,009.¢
Year ended December 31, 2010 {Predecessor):
Total comprehensive
income (loss) 10.1 290.3 300.£
Common stock
dividends {138.7) (139.7
Repurchase of
warrants 0.2} (0.2
Exercise of wamants 18,288
Treasury stack
purchased (2,182,751) {56.4) (56.4
Treasury stock
reissued 122,540 2.4 24



Tax effects to equity 0.2 . 0.z

Employee / Direclor

stock plans 6.8 5.1 11.¢
Ending balance 116,924,844 1.2 27 {(12.5) (18.9) - 1,246.0 1,218.£
January 1, 2011 through Novembker 27, 2011 (Predecessor)
Tofal comprehensive

income (loss) {55.3) 150.5 952
Common stock

dividends ® {(176.0) {176.¢
Repurchase of

warrants (11 (11
Treasury stock

reissued 805,150 i8.2 18.%
Tax effects to equity 1.4 1.¢
Employee / Director

stock plans 12.7 1.8 14
Other {0.1) (0.1) (0.2
Ending balance 117,729,094 1.2 16 0.2 {74.3) - 1,241.8 1,170.%
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DPL INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (continued)
Common Stock
Com
mon
Stock Accumulat
Held by ed Other Other Retain

$ in millions (except Outstand Amo War Employee Comprehensive  Paid-in ed

Qutstanding Shares) ing Shares unt rants Plans Income/{Loss) Capital Earnings Tota
November 28, 2011 through December 31, 2011 (Successor}
Capitalization at

Merger 1 - 2,2358 - 2,235
Total comprehensive

income {loss) {0.4) {6.2) 6.€
Contribution from

parent 1.7 1.3
Ending balance 1 - - - (0.4) 2,237.3 (6.2) 2,230.5
Year ended December 31, 2012 (Successor)
Total comprehensive

income {loss) (3.5) . {1,728.8) (1,733.:
Common stock

dividends ® - (70.0 {70.C
Other (0.6} (0.€
Ending balance 1 - - - (3.9} 2,236.7 (1,806.0) 426.¢

{a) Common stock dividends were $70.0 million in 2012, $1.54 per share in the period January 1, 2011 through November

27, 2011 and $1.21 per share in 2010.
{b} $0.01 par value, 250,000,000 shares autherized through November 27, 2011; 1,500 shares authorized from November

28, 2011 onwards.

See Notes to Financial Staternents.



DPL Inc.
Notes to Consolidated Financial Statements

| 1. Overview and Summary of Significant Accounting Policies

Description of Business :

DPL is a diversified regional energy company organized in 1985 under the
laws of Ohio. DPL’s two reportable segments are the Ulility segment, comprised
of its DP&L subsidiary, and the Competitive Retail segment, comprised of its
DPLER subsidiary. Refer to Note 18 for more informaticn relating to these
reporiable segments. The terms "we,” “us,” "our” and “ours” are used fo refer to
DPL and its subsidiaries.

On November 28, 2011, DPL. was acquired by AES in the Merger and DPL
became a wholly-owned subsidiary of AES. See Note 2. Following the merger
of DPL and Dolphin Subsidiary Il, Inc., DPL became an indirectly wholly-owned
subsidiary of AES.

DP&L is a public utility incorporated in 1911 under the laws of Ohio. DP&L
is engaged in the generaticn, transmission, distribution and sale of electricity to
residential, commercial, industrial and governmental customers in a 6,000
square mile area of West Central Ohio. Electricity for DP&L's 24 county service
area is primarily generated at eight coal-fired power electric generating stations
and is distributed to more than 513,000 retzil customers. Principal industries
served include automotive, food processing, paper, plastic manufacturing and
defense.

BP&L's sales reflect the general economic conditions and seasonal weather
patterns of the area. DP&L sells any excess energy and capacity into the
wholesale market.

DPLER sells competitive retail electric service, under contract, to residential,
commercial and industrial customers. DPLER's operations include those of its
wholly-owned subsidiary, MC Squared, which was acquired on February 28,
2011. DPLER has approximately 198,000 customers currently located
throughout Ohio and lllinois. Approximately 74,000 of DPLER’s customers are
also electric distribution customers of DP&L. DPLER does not own any
transmission or generation assets, and all of DPLER's electric energy was
purchased from DP&L or PJM to meet its sales obligations. DPLER’s sales
reflect the general economic conditions and seasonal weather patterns of the
area.

PPL’s other significant subsidiaries include DPLE, which owns and operates
peaking generating facilities from which it makes wholesale sales of electricity
and MVIC, our captive insurance company that provides insurance services to us
and our other subsidiaries. All of DPL’s subsidiaries are wholly-owned.

DPL also has a wholly-owned business trust, DPL Capital Trust il, formed for
the purpose of issuing trust capital securities to investors.



DP&L’s electric transmission and distribution businesses are subject to rate
regulation by federal and state regutators while its generation business is
deemed competitive under Ohio law. Accordingly, DP&L applies the accounting
standards for regulated operations to its electric transmission and distribution
businesses and records regulatory assets when incurred costs are expected to
be recovered in future customer rates, and regulatory liabilities when current cost -
recoveries in customer rates relate to expected future costs.

DPL and its subsidiaries empioyed 1,486 people as of December 31, 2012,
of which 1,428 employees were employed by DP&L. Approximately 52% of all
DPL employees are under a collective bargaining agreement which expires on
October 31, 2014.

Financial Statement Presentation

We prepare Consolidated Financial Statements for DPL. DPL’s
Consolidated Financial Statements include the accounts of DPL and its wholly-
owned subsidiaries except for DPL Capital Trust il which is not consolidated,
consistent with the provisions of GAAP. DP&EL’s undivided ownership interests
in certain coal-fired generating stations are included in the financial statements at
amortized cost, which was adjusted to fair value at the Merger date. Operating
revenues and expenses are included on a pro rata basis in the corresponding
lines in the Consolidated Staterment of Operations. See Note 5 for more
information.

Deferred SECA revenue of $17.8 million at December 31, 2011 was
reclassified from Regulatory liabilities to Other deferred credits. The FERC
approved SECA billings were uneamed revenue where the earnings process
was not complete. On July 5, 2012, a Stipuiation was executed and filed with the
FERC that resolved SECA claims against BP Energy Company (BP) and
DP&L, AEP (and its subsidiaries) and Exelon Corporation (and its
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subsidiaries}. On October 1, 2012, DP&L received $14.6 million (including
interest income of $1.8 million) from BP and recorded the settlement in the third
quarter; at December 31, 2012 there is no remaining balance in other deferred
credits related to SECA. See Note 17 for more information relating to SECA.

Certain immaterial amounts from prior perieds, including derivative assets
and liabilities and restricted cash, have been reclassified o conform to the
current period presentation.

All material intercompany accounts and transactions are eliminated in
consolidation.

The preparation of financial statements in conformity with GAAP requires us
to make estimates and judgments that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities, and the revenues
and expenses of the periods reported. Actual results could differ from these
estimates. Significant items subject to such estimates and judgments include: -
the carrying value of Property, plant and equipment; unbilled revenues; the
valuation of derivative instruments; the valuation of insurance and claims
liabilities; the valuation of allowances for receivables and deferred income taxes;



regulatory assets and liabilities; reserves recorded for income tax exposures;
liigation; contingencies; the valuation of AROs; assets and fiabilities related to
employee benefits; goodwill; and intangibles.

On November 28, 2011, AES completed the Merger with DPL. - As a resuli of
the Merger, DPL is an indirect wholly-owned subsidiary of AES. DPL’s basis of
accounting incorporates the application of FASC 805, "Business Combinations”
(FASC 805) as of the Merger date. FASC 805 required the acquirer to recognize
and measure identifiable assets acquired and liabilities assumed at fair value as
of the Merger date. DPL’s Consolidated Financial Statements and
accompanying footnotes have been segregated to present pre-merger activity as
the “Predecessor’ Company and post-merger activity as the “Successor”

* Company. Purchase accounting impacts, including goodwill recognition, have
been “pushed down” fo DPL, resulting in the assets and [iabilities of DPL being
recorded at their respective fair values as of Naovember 28, 2011. See Note 2 for
additional information. AES finalized its purchase price allocation during the
third quarter of 2012.

As a result of the push down accounting, DPL’s Consolidated Statements of
Operations subsequent to the Merger include amortization expense relating to
purchase accounting adjustments and depreciation of fixed assets based upon
their fair value. Therefore, the DPL financial data prior to the Merger will not
generally be comparable to its financial data subsequent to the Merger. See
Note 2 for additional information.

PPL remeasured the carrying amount of all of its assets and liabilities to fair
value, which resulted in the recognition of approximately $2,576.3 million of
goodwill, after adjustments. FASC 350, “Intangibles — Geodwill and Other”,
requires that goodwill be tested for impairment at the reporting unit level at least
annually or more frequently if impairment indicators are present. In evaluating
~ the potential impairment of goodwill, we make estimates and assumptions about
revenue, operating cash flows, capital expenditures, growth rates and discount
rates based on our budgets and long term forecasts, macroeconomic
projections, and curtent market expeciations of returns on similar assets. There
are inherent uncertainties related to these factors and management's judgment
in applying these factors. Generally, the fair value of a reporting unit is ,
determined using a discounted cash flow valuation model. We could be required
to evaluate the potential impairment of goodwill cutside of the required annual
assessment process if we experience. situations, including but not fimited to:
deterioration in general economic conditions; operating or regulatory
environment; increased competitive environment; increase in fuel costs
particularly when we are unable to pass its effect to customers; negative or
declining cash flows; loss of a key contract or customer particularly when we are
unable to replace it on equally favorable terms; or adverse actions or
assessments by a regulator. These types of events and the resulting analyses
could result in goodwill impairment expense, which couid substantially affect our
results of operations for those periods. In the third quarter of 2012, we recorded
an estimated impairment charge of $1,850.0 miflion against the goodwill at
DPL’s DP&L Reporting Unit. This was adjusted to $1,817.2 million in the fourth
quarter of 2012. See Note 19 for more information.

As part of the purchase accounting, values were assigned to various
intangible assets, including customer relationships, customer contracts and the
value of our electric security plan. See Note 6 for more information.

Revenue Recognition



Revenues are recognized from retail and wholesale electricity sales and
electricity transmission and distribution delivery services. We consider revenue
realized, or realizable, and earned when persuasive evidence of an arrangement
exists, the products or services have been provided to the customer, the sales
price is fixed or determinable, and collection is reasonably assured. Energy
sales to customers are based on the reading of their meters that occurs on a
systematic basis throughout the month. We recognize the revenues on our
statements
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of results of operations using an accrual method for retall and other energy
sales that have not yet been billed, but where electricity has been
consumed. This is termed “unbilled revenues” and is a widely recognized and
accepted practice for utilities. At the end of each month, unbilled revenues are
determined by the estimation of unbifled energy provided to customers since the
date of the Iast meter reading, estimated line losses, the assignment of unbitied
energy provided to customer classes and the average rate per cusiomer class.

All of the power produced at the generation stations is sold to an RTO and
we in turn purchase it back from the RTO to supply our customers. These power
sales and purchases are reported on a net hourly basis as revenues or
purchased power on our Statements of Results of Operations. We record
expenses when purchased electricity is received and when expenses are
incurred, with the exception of the ineffective portion of certain power purchase
contracts that are derivatives and qualify for hedge accounting. We alse have
certain derivative contracts that do not qualify for hedge accounting, and their
unrealized gains or losses are recorded prior to the recelpt of electricity.

Allowance for Uncollectible Accounts

We estabiish provisions for uncollectible accounts by using both historical
average loss percentages to project future losses and by establishing specific
provisions for known credit issues.

Sale of Receivables

In the first quarter of 2012, DPLER began selling receivables from DPLER
customers in Duke Energy’s temritory fo Duke Energy. These sales are at face
value for cash at the billed amounts for DPLER customers’ use of energy. There
is no recourse or any other continuing involvement associated with the sold
receivables. Total receivables sold during the year ended December 31, 2012
was $15.7 million. In addition, MC Squared sells receivabies from their
customers in ComEd territory to ComEd. Total receivables sold during the year
ended December 31, 2012 was $27.7 million.

Property, Plant and Equipment

We record our ownership share of cur undivided interest in jointly-held
stations as an asset in property, plant and equipment. New property, plant and.
equipment additions are stated at cost. For regulated transmission and
distribution property, cost includes direct labor and material, allocable overhead
expenses and an allowance for funds used during construction
(AFUDC). AFUDC represents the cost of borrowed funds and equity used to
finance regulated construction projects. For non-regulated property, cost also
includes capitalized interest. Capitalization of AFUDC and interest ceases at



either project completion or at the date specified by regufators. AFUDC and
capitalized interest was $4.0 miliion, $0.5 millicn, $3.9 million and $3.4 million in
the year ended December 31, 2012, the period from November 28, 2011 through
December 31, 2011, the period January 1, 2011 through November 27, 2011,
and the year ended December 31, 2010, respectively.

For unregulated generation property, cost includes direct labor and material,
aflocable overhead expenses and interest capitalized during construction using
the provisions of GAAP relating to the accounting for capitalized interest.

For substantially all depreciable property, when a unit of property is retired,
the original cost of that property less any salvage value is charged to
Accumulated depreciation and amortization.

Property is evaluated for impairment when events or changes in
circumstances indicate that its carrying amount may not be recoverable.

Repairs and Maintenance :

Costs associated with maintenance activities, primarily power station
outages, are recognized at the time the work is performed. These costs, which
include labor, materials and supplies, and outside services required to maintain
equipment and facilities, are capitalized or expensed based on defined units of
property.

Depreciation — Changes in Estimates

Depreciation expense is calculated using the straight-line method, which
allocates the cost of property over its estimated useful life. For DPL's
generation, transmission and distribution assets, straight-line depreciation is
appiied monthly on an average composite basis using group rates. In July
2010, DPL completed a depreciation rate study for non-regulated generation
property based on its property, plant and equipment balances at December 31,
2010, with certain adjustments for subsequent property additions. The results of
the depreciation study concluded that many of DPL’s composite depreciation
rates should be reduced due to projected useful asset lives which are longer
than those previously estimated. DPL adjusted the depreciation rates for its non-
regulated generation property effective July 1, 2010, resulting in a net reduction
of depreciation expense. During

87

the year ended December 31, 2011, the net reduction in depreciation
expense amounted to $4.8 million ($3.1 million net of tax) compared to the prior
year. On an annualized basis, the net reduction in depreciation expense is
projected to be approximately $9.6 million ($6.2 million net of tax).

For DPL’s generation, transmission, and distribution assets, straight-line
depreciation is applied on an average annual composite basis using group rates
that approximated 4.8% in 2012, 5.8% in 2011 and 2.6% in 2010.

Tha following is a summary of DPL’s Property, plant and equipment with
corresponding composite depreciation rates at December 31, 2012 and 201 1:



At December 31,

: Composi Composi
$ in millions 2012 te Rate 2011 e Rate
Regulated:

Transmission - 208.9 4.4% 189.5 A4.8%
Distribution 935.0 5.4% 803.0 5.8%
General 506 10.8% 26.3 13.1%
Non-depreciable 60.0 N/A 59.7 - NIA
Total regulated 1,254.5 1,078.5
Unregulated:
Production / Generation 1,299.7 4.4% 1,248.0 6.0%
Other 16.6 11.6% 144 10.1%
Non-depreciable 19.6 N/A 19.4 N/A
Total unregulated 1,335.9 1,281.8
Total property, plant and
equipment in service 2,590.4 4.8% 2,360.3 5.8%

AROs

We recognize AROs in accordance with GAAP which requires legal
obligations associated with the retirement of long-lived assets to be recognized -
at their fair value at the time those obligations are incurred. Upon initial
recognition of a legal liability, costs are capitalized as part of the related long-
fived asset and depreciated over the useful life of the related asset. Qur iegal
obligations associated with the retirement of our long-lived assets consists
primarily of river iniake and discharge structures, coal unloading facilities,
loading docks, ice breakers and ash disposal facilities. Our generation AROs
are recorded within Other deferred credits on the balance sheets.

Estimating the amount and timing of future expenditures of this type requires
significant judgment. Management routinely updates these estimates as
additional information becomes available.
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Changes in the Liability for Generation AROs 7
The balance at November 28, 2011 has been adjusted to refiect the effect of
the purchase accounting.

$ in millions

January 1, 2011 through November 27, 2011 (Predecessor)

Balance at January 1, 2011 17.£
Accretion expense - 0.8
Additions

Setifements A (0.4



Estimated cash flow revisions

0.6

Balance at November 27, 2011 18.8
November 28, 2011 through December 31, 2011 (Successor)
Balance at November 28, 2011 23¢€
Accretion expense -
Additions : -
Settiements {0.1
Estimated cash flow revisions 0.1
Balance at December 31, 2011 23.€
Calendar 2012 (Successor)
Accretion expense 0.8
Additions -
Settlements (G4
Estimated cash flow revisions (0.1
Balance at December 31, 2012 23¢
Asset Removal Costs
We continue to record costs of removal for our regulated transmission and

distribution assets through our depreciation rates and recover those amounts in

rates charged to our customers. There are no known legal AROs associated

with these assets. We have recorded $112.1 million and $112.4 million in

estimated costs of removal at December 31, 2012 and 2011, respectively, as

regulatery liabilities for our transmission and distribution property. These

amounts represent the excess of the cumulative removal costs recorded through

depreciation rates versus the cumulative removal costs actually incurred. See

Note 4 for additional information.
Changes in the Liability for Transmission and Distribution Asset

Removal Costs
No adjustment was necessary at November 28, 2011 for purchase

accounting since these are associated with the actions of a regulator.
$ in millions
January 1, 2011 through November 27, 2011 (Predecessor)
Balance at January 1, 2011 107.C
Additions 8.€
Settlements {4.3
Balance at November 27, 2011 112.2
November 28, 2011 through December 31, 2011 (Successor)
Batance at November 28, 2011 112.2
Additions 0.8
Settlements (0.6
Balance at December 31, 2011 112.4
Calendar 2012 (Successor}
Additions 10.1
Settlements (10.4
Balance at December 31, 2012 112.1
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Regulatory Accounting

In accordance with GAAP, Regulatory assets and liabilities are recerded in
the balance sheets for our regulated transmission and distribution
businesses. Regulatory assets are the deferral of costs expected to be
recovered in future customer rates and Reguiatory liabilities represent current
recovery of expected fufure costs. '

We evaluate our Regulatory assets each period and believe recovery of
these assets is probable. We have received or requested a return on certain
Regulatory assets for which we are currenily recovering or seeking recovery
through rates. We record a return after it has been authorized in an order by a
regulator. If we were required to terminate application of these GAAP provisions
for all of our regulated operations, we would have to write off the amounts of all
Regulatory assets and liabilities to the Statements of Results of Operations at
that time. See Note 4 for more information about Regulatory Assets and
Liabilities.

Effective November 28, 2011, Regulatory assets and liabilities are presented
on a current and non-current basis, depending on the term recovery is
anticipated. This change was made to conform with AES' presentation of
Regulatory assets and liabilities.

Inventories
Inventories are carried at average cost and inciude coal, limestone, oil and
.gas used for electric generation, and materials and supplies used for utility
operations.

intangibles

Intangibles include emission allowances, renewable energy credits,
customer relationships, customer contracts and the value of our ESP. Emission
allowances are carried on a first-in, first-out (FIFO) basis for purchased emission
allowances. In addition, we recorded emission allowances at their fair value as
of the Merger date. Net gains or losses on the sale of excess emission
atlowances, representing the difference between the sales proceeds and the cost
of emission allowances, are recorded as a component of our fuel costs and are
reflected in Operating income when realized. Beginning in January 2010, part of
the gains on emission allowances were used to reduce the overall fuel rider
charged to our SSO retail customers.

Customer relationships recognized as part of the purchase accounting are
amortized aver nine to fifteen years and customer contracts are amortized over
the average length of the contracts. The ESP is amortized over one yearon a
straight-line basis. Emission allowances are amortized as they are used in our
operations on a FIFO basis. Renewable energy credits are amortized as they
are used or retired. See Note 6 for additional information.

Prior to the Merger date, emission alfowances and renewable energy credits
were carried as inventory. Emission allowances and renewable energy credits
are now carried as intangibles in accordance with AES’ policy.

Income Taxes



GAAP requires an asset and liability approach for financial accounting and
reporting of income taxes with tax effects of differences, based on currently
enacted income tax rates, between the financial reporting and tax basis of
accounting reported as Deferred tax assets or liabilities in the balance
sheets. Deferred tax assets are recognized for deductible temporary
differences, Valuation allowances are provided against deferred tax assets
unless it is meore likely than not that the asset will be realized.

fnvestment tax credits, which have been used to reduce federal income
taxes payable, are deferred for financial reporting purposes and are amortized
over the useful lives of the property to which they refate. For rate-regulated
operaticns, additional deferred income taxes and offsetting regulatory assets or
liabilities are recorded to recognize that income taxes will be recoverable or
refundable through future revenues.

As a result of the Merger, DPL and its subsidiaries file U.5. federal income
tax returns as part of the consolidated U.S. income tax return filed by AES. Prior
to the Merger, DPL and its subsidiaries filed a consolidated U.S. federal income
tax return. The consolidated tax liability is allocated to each subsidiary based on
the separate return method which is specified in our tax allocation agreement
and which provides a consistent, systematic and rational approach. See Note 8
for additional information.

Financial Instruments

We classify our investments in debt and equity financial instruments of
publicly traded entities into different categories. held-to-maturity and availabie-
for-sale. Available-for-sale securities are carried at fair value and unrealized
gains and losses on those securities, net of deferred income taxes, are
presented as a separate component of shareholders’ equity. Other
than temporary declines in value are recognized currently in earnings.
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Financial instruments classified as held-to-maturity are carried at amortized
cost. The cost basis for public equity security and fixed maturity investments is
average cost and amortized cost, respectively.

Short-Term Investments

DPL, from time to time, utilizes VRDNs as part of its short-term investment
strategy. The VRDNs are of high credit quality and are secured by irrevocable
letters of credit from major financial institutions. VRPN investments have
variable rates tied to short-term interest rates. [nterest rates are reset every
seven days and these VRDNs can be tendered for sale back to the financial
institution upon notice. Although DPL’s VRDN investments have original
maturities over one year, they are frequently re-priced and trade at par. We
account for these VRDNs as available-for-sale securities and record them as
short-term investments at fair value, which approximates cost, since they are
highly liquid and are readily available to support DPL’s current operating needs.

DPL also utilizes investment-grade fixed income corporate securities in its
short-term investment portfolio. These securities are accounted for as held-to-
. maturity investments.



Accounting for Taxes Collected from Customers and Remitted to
Governmental Authorities

DP&L collects certain excise taxes levied by state or local governments from
its customers. DP&L’s excise taxes are accounted for on a net basis and
recorded as a reduction in revenues in the accompanying Statements of Resuits
of Operations. These and cerfain other taxes are accounted for on a net basis
and recorded as a reduction in revenues. The amounts for the year ended
December 31, 2012, the period November 28, 2011 through December 31, 2011,
the period January 1, 2011 through Novermber 27, 2011, and the year ended
December 31, 2010 were $50.5 million, $4.3 million, $49.4 million and $51.7
million, respectively.

Share-Based Compensation

We measure the cost of employee services received and paid with equity
instruments based on the fair value of such equity instrument on the grant
date. This cost is recognized in resulis of operations over the period that
employees are required o provide service. Liability awards are initially recorded
based on the fair value of equity instruments and are o be re-measured for the
change in stock price at each subsequent reporting date until the liability is
ultimately settled. The fair value for employee share options and other similar
instruments at the grant date are estimated using option-pricing models and any
excess fax benefits are recognized as an addition to paid-in capital. The '
reduction in income taxes payabie from the excess tax benefits is presented in
the Statements of Cash Flows within Cash flows from financing activities. See
Note 12 for additional information. As a result of the Merger (see Note 2),
vesting of all share-based awards was accelerated as of the Merger date, and
none are in existence at December 31, 2012 or 2011.

Cash and Cash Equivalents

Cash and cash equivalents are stated at cost, which approximates fair
value. All highly liquid short-term investments with original maturities of three
rmonths or less are considered cash equivalents.

Restricted Cash .

Restricted cash includes cash which is restricted as to withdrawal or
usage. The nature of the restrictions include restrictions imposed by agreements
related to deposits held as coltateral.

Financial Derivatives

All derivatives are recognized as either assets or liabilities in the balance
sheets and are measured at fair value. Changes in the fair value are recorded in
earnings uniess the derivative is designated as a cash flow hedge of a
forecasted transaction or it qualifies for the normai purchases and sales
exception.

We use forward contracts to reduce our exposure to changes in energy and
commeodity prices and as a hedge against the risk of changes in cash flows
associated with expected electricity purchases. These purchases are used to
hedge our full load requirements. We also hold forward sales contracts that
hedge against the risk of changes in cash flows associated with power sales
during periods of projected generation facility availability. We use cash flow
hedge accounting when the hedge or a portion of the hedge is deemed fo be
highly effective and MTM accounting when the hedge or a portion of the hedge is
not effective. We have elected not to offset net derivative positions in the
financial statements. Accordingly, we do not offset such derivative positions
against the fair value of amounts recognized for the right o reclaim cash



collateral or the obligation to return cash collateral under master netting
agreements. See Note 11 for additional information.

Following the acquisition of DPL in November 2011 by AES, DPL began
presenting its derivative positions on a gross basis in accordance with AES
policy. This change has been reflected in the 2011 balance sheet contamed in
these statements.
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Insurance and Claims Costs

In addition to insurance obtained from third-party providers, MVIC, a wholly-
owned captive subsidiary of DPL, provides insurance coverage to us, our
subsidiaries and, in some cases, our parfners in commonly owned facilities we
operate, for workers' compensation, general liability, property damage, and
directors’ and officers’ liability. Insurance and claims costs on the Consolidated
Balance Sheets of DPL include estimated liabilities for insurance and claims
costs of approximately $11.5 million and $14.2 millicn at December 31, 2012 and
2011, respectively. Furthermore, DP&L is responsible for claim costs below
certain coverage thresholds of MVIC for the insurance coverage noted above. in
addition, DP&L has estimated liabilities for medical, life, and disability reserves
for claims costs below certain coverage thresholds of third-party
providers. We record these additional insurance and claims costs of
approximately $17.7 milion and $18.9 million for 2012 and 2011, respectively,
within Other current liabilities and Other deferred credits on the balance
sheets. The estimated liabilities for MVIC at DPL and the estimated liabilities for
workers' compensation, medical, life and disability costs at DP&L are actuarially
determined based on a reasonable estimation of insured events occurring and
any payments related to those events. There is uncertainty associated with
these loss estimates and actuat results may differ from the
estimates. Modification of these loss estimates based on experience and
changed circumstances is reflected in the period in which the estimate is re-
evaluated. '

DPL Capital Trust Ii

DPL has a wholly-owned business trust, DPL Capital Trust Il (the Trust),
formed for the purpose of issuing trust capital securities to third-party
investors. Effective in 2003, DPL deconsolidated the Trust upon adoption of the
accounting standards related to variable interest entities and currently treats the
Trust as a nonconsolfidated subsidiary. The Trust holds mandatorily redeemable
trust capital securities. The investment in the Trust, which amounts to $0.5
million and $3.6 million at December 31, 2012 and 2011, respectively, is included
in Other deferred assets within Other noncurrent assets. DPL also has a note
payable to the Trust amounting to $19.6 million and $19.5 million at December
31, 2012 and 2011 that was established upon the Trust's deconsolidation in
2003. See Note 7 for additional information.

In addition to the obligations under the note payable mentioned above, DPL
also agreed to a security obligation which represents a full and unconditional
guarantee of payments to the capital security hoiders of the Trust.

Recently Adopted Accounting Standards




Fair Value Disclosures

in May 2011, the FASB issued ASU 2011-04 “Fair Value Measurements”
(ASU 2011-04) effective for interim and annual reporting periods beginning after
December 15, 2011. We adopied this ASU on January 1, 2012. This standard
updates FASC 820, "Fair Value Measurements”. ASU 2011-04 essentially
converges US GAAP guidance on fair value with the IFRS guidance. The ASU
requires more disclosures around Level 3 inputs. It also increases reporting for
financial instruments disclosed at fair value but not recorded at fair value and
provides clarification of blockage factors and other premiums and
discounts. These new ruies did not have a material effect on our overall results
of operations, financial position or cash flows,

Comprehensive Income

In June 2011, the FASB issued ASU 2011-05 “Presentation of
Comprehensive Income” (ASU 2011-05) effective for interim and annual
reporting periods beginning after December 15, 2011. We adopted this ASU on
January 1, 2012. This standard updates FASC 220, "Comprehensive
Income”, ASU 2011-05 essentially converges US GAAP guidance on the
presentation of comprehensive income with the IFRS guidance. The ASU
requires the presentation of comprehensive income in one continuous financial
statement or two separate but consecutive statements. Any reclassification
adjustments from other comprehensive income to net income are required to be
presented on the face of the Statement of Comprehensive ncome. These new
rules did not have a material effect on our overall results of operations, financial
position or cash flows.

Goodwill Impairment

tn September 2011, the FASB issued ASU 2011-08 “Testing Goodwill for
impairment” (ASU 2011-08) effective for interim and annual reporting periods
beginning after December 15, 2011. We adopted this ASU on January 1,
2012. This standard updates FASC 350, “Intangibles-Goodwili and Other”. ASU
2011-08 allows an entity to first test goodwiil using qualitative factors to
determine if it is more likely than not that the fair value of a reporting unit has
been impaired, if so, then the two-step impairment test is performed. These new
rules did not have a material effect on our overall results of operations, financial
position or cash flows.

92

Recently Issued Accounting Standards

The FASB recently issued ASU 2013-01, "Scope Clarification of Disclosures
about Offsetting Assets and Liabilities”, to limit the scope of ASU 2011-11
“Disclosures about Offsetting Assets and Liabilities” to derivatives (including
bifurcated embedded derivatives), repurchase agreements and reverse
repurchase agreements, and securities borrowing and lending transactions. This
ASU is effective forannual and interim periods beginning on or affer January 1,
2013. The FASB clarified that the disclosures were not intended to include trade
receivables and other contracts for financial instruments that may be subject to a
master netting arrangement. This new rule is not expected to have a material
effect on our overalt resuits of operations, financial position or cash flows.



The FASB recently issued ASU 2013-02, “Comprehensive Income (Topic
220). Reporting of Amounts Reclassified out of Accumulated Other
Comprehensive Income” effective for annual and interirn periods beginning after
December 15, 2012, The ASU does not change the current reguirements for
reporting net income or other comprehensive income in financial statements.
However, the ASU requires an entity to provide information about the amounts
reclassified out of accumulated other comprehensive income by component. In
addition, an entity is required to present, either on the face of the statement
where net income is presented or in the notes, significant amounts reclassified
out of accumulated other comprehensive income by the respective line items of
net income but only if the amount reclassified is required under U.S. GAAP to be
reclassified to net income in its entirety in the same reporting period. For other
amounts that are not required under U.5. GAAP to be reclassified in their entirety
to net income, an entity is required to cross-reference fo other disclosures
required under U.S. GAAP that provide additional detail about those
amounts. This new rule is nof expected to have a material effect on our overall
results of operations, financial position or cash flows.

[ 2. Business Combination |

On November 28, 2011, AES completed its acquisition of DPL. AES paid
cash consideration of approximately $3,483.6 miltion. The allocation of the
purchase price was based on the estimated fair value of assets acquired and
liabilities assumed. In addition, Dolphin Subsidiary I, Inc. (a wholly owned
subsidiary of AES) issued $1,250.0 million of debt, which, as a result of the
Merger of DPL and Dolphin Subsidiary Il, Inc. was assumed by DPL. The assets
acquired and liabilities assumed in the acquisition were recorded at estimated
amounts based on the purchase price allocation. We finalized the allocation of
the purchase price in the third quarter of 2012,

From November 28, 2011 through September 30, 2012, we recognized the
following changes to our preliminary purchase price allocation:

Decrease / (increase)
to prefliminary goodwill

Change

before _

deferred Deferred
income tax income tax

% in millions effect effect
Property, plant and equipment (70.7) 255
DPLER intangibles (19.1) 6.7
Out of market coal contract © {34.2) 12.0
Deferred tax liabilities - (20.7)
Regulatory assets 15.4 -
Taxes payable 13.1 (16.0)
Other 1.0 -
(94.5) 7.5
Net (increase) in goodwill 87.0



(a) related to refined information associated with certain contractual
arrangements, growth and ancillary revenue assumptions.

{b} _ . related to refined market and contractual information.
{) related to a change in certain assumptions related {o an out of market
coal contract.
(d) related to an assessment of our overall deferred tax liabilities on
 regulated property, plant and equipment.
(e related to the increase in deferred taxes discussed in (d) above.
fH related to the final 2011 DPL Inc. standalone federal tax return.
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These purchase price adjustments increased the provisionally recognized
goodwill by $87.0 million and have been reflected retrospectively as of
December 31, 2011 in the accompanying Condensed Consolidated Balance
Sheets. The effect on net income for the nine months ended September 30,
2012 of $8.7 million was recorded in the second and third quarters. The effect
on net income for the period November 28, 2011 through December 31, 2011
was not material. ;

Estimated preliminary and final fair value of assets acquired and liabilities
assumed as of the Merger date are as follows:

Final Preliminary
purchase price  purchase price
$ in millions allocation allocation
Cash 116.4 116.4
Restricted cash : 18.5 18.5
Accounts receivable 2776 277.6
Inventory 123.7 123.7
Other current assets 37.3 37.3
Property, plant and equipment 24778 2,548.5
Intangible assets subject to amortization ' 147.2 166.3
Intangible assets - indefinite-lived 5.0 5.0
Regulatory assets 2171 2011
Other non-current assets 58.3 58.3
Cutrent liabilities {413.1) (408.2)
Debt (1,255.1) (1,255.1)
Deferred taxes (651.2) (568.2)
Reguiatory liabilities {117.0) (117.0)
Other non-current liabilities (216.8) (201.5)
Redeemable preferred sfock (18.4) (18.4)
Net identifiable assets acquired ‘ _ 907.3 994.3
Goodwill . 2,576.3 2,489.3
Net assets acquired 3,483.6 3,483.6

I 3. Supplemental Financial Information B



December 31,

3 in millions 2012 2011
Accounts receivable, net .
Unbilled revenue 75.2 724
Customer receivables 98.2 113.2
Amounts due from partners in jointly-owned stations 19.7 29.2
Coal sales 1.6 1.€
Other 14.6 4.4
Provisions for uncollectible accounts (1.1) (1.1
Total accounts receivable, net 208.2 219.1
Inventories
Fuel and limestone 67.3 842
Plant materials and supplies 41.0 39.8
Other 1.8 1.8
Total inventories, at average cost 110.1 125.8
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Accumulated Other Comprehensive Income {Loss)

AQCI is included on our balance sheets within the Common shareholders’ equity sections. The
following table provides the components that constitute the balance sheet amounts in AOCI at December
31, 2012 and 2011:

December 31,

$ in millions (net of tax} 2012 2011
Financial instruments 0.4 -
Cash flow hedges (2.5) (0.5
Pension and postretirement benefits (1.8) 0.1

Total (3.9) (0.4

| 4. Regulatory Matters 1

in accordance with GAAP, regulatory assets and liabilities are recorded in
the cansolidated balance sheets for our regulated electric transmission and
distribution businesses. Regulatory assets are the deferral of costs expected to
be recovered.in future customer rates and regulatory liabilities represent current
recovery of expected future costs or gains probable of recovery being reflected in
future rates.

We evaluate our regulatory assets each period and believe recovery of these
assets is probable. We have received or requested a return on certain
regulatory assets for which we are currently recovering or seeking recovery



through rates. We record a return after it has been authorized in an order by a
regulator.

Regulatory assets and liabilities are classified as current or nen-current
based on the term in which recovery is expected.
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The following table presents DPL’s Regulatory assets and iiabilities:

December 31,

Amortiz
Type of ation
$ in millions Recovery & Through 2012 2011
Regulatory assets, current: _
TCRR, transmission, ancillary and Ongoin
other PJM-related costs - F g 7.0 4.7
Ongoin
Power plant emission fees Cc 9 - 4.8
Fuel and purchased power recovery Ongoin
costs | c 9 141 11.2
- Total regulatory assets, current 21.1 208
Regulatory assets, non-current:
Ongoin
Deferred recoverable income taxes B/C g 35.1 38.5
Ongoin
Pension benefits C g 88.9 8921
Unamortized loss on reacquired Ongoin
deht C g 119 13.C
.Regional transmission organization
cosis D 2014 2.6 4.1
Deferred storm costs D 244 17.8
CCEM smart grid and advanced
metering infrastructure costs D 6.6 6.€
CCEM energy efficiency program Ongoin
costs ' F g 5.2 8.8
Consumer education campaign D 390 3.C
Retail setflement system costs D 3.1 3.1
Other costs 4.7 5.1
Total regulatory assets, non-
current 185.5 193.2
Regulatory liabilities, current:
Fuel and purchased power recovery Ongoin
costs C g 0.1 0.£
Total regulatory liabilities,
current 0.1 0.5

Regutatory liabilities, non-current:



Estimated costs of removal -

regulated property 1121 112.4
Postretirement benefits 5.0 6.2
Other 0.2 -

Total regulatory liabilities, non-
current - M7.3 118.€
(a) B — Balance has an offsefting liability resulting in no effect on rate
base.

C — Recovery of incurred costs without a rate of return.

D — Recovery not yet determined, but is probable of occurring in
future rate proceedings.

F — Recovery of incurred costs plus rate of return,

Regulatory Assets

TCRR, transmission, ancillary and other P.iM-related costs represent the
costs related to transmission, ancillary service and other PJM-related charges
that have been incurred as a member of PJM. On an annual basis, retail rates
are adjusted to true-up costs with recovery in rates.

Power plant emission fees represent costs paid fo the State of Chio since
2002, As part of the fuel factor settlement agreement in November 2011, these
costs are being recovered through the fuel factor.

Fuel and purchased power recovery costs represent prudently incurred fuel,
purchased power, derivative, emission and other related costs which will be
recovered from or retumed to customers in the future through the operation of
the fuel and purchased power recovery rider. The fuel and purchased power
recovery rider fluctuates based on actual costs and recoveries and is modified at
the start of each seasonal quarter. DP&L implemented the fueil and purchased
power recovery rider on January 1, 2010. As part of the PUCO approval
process, an outside auditor is hired to review fuel costs and the fuel procurement
process. We received the audit
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report for 2011 on April 27, 2012. The auditor has recommended that the

- PUCO consider reducing DP&L’s recovery of fuel costs by approximately $3.4
million from certain transactions. On October 4, 2012, we filed testimony on this
issue and a hearing was scheduled, In December 2012, we agreed to an
immatenial adjustment to settle these issues. The liability was recorded in the
fourth quarter of 2012 and will be credited to customers in early 2013.

Deferred recoverable income taxes represent deferred income tax assets
recognized from the normalization of flow through items as the result of tax
benefits previously provided to customers. This is the cumnulative flow through
benefit given to regulated customers that will be collected from them in future
years. Since currently existing temporary differences between the financiai
statements and the related tax basis of assets will reverse in subsequent
periods, these deferred recoverable income taxes will decrease over time.




Pension benefits represent the gualifying FASC 715 "Compensation —
Retirement Benefits” costs of our regulated operations that for ratemaking
purposes are deferred for future recovery. We recognize an assef for a plan’s
overfunded status or a liability for a plan’s underfunded status, and recognize, as
a component of Other Comprehensive Income (OCI), the changes in the funded
status of the plan that arise during the year that are not recognized as a
component of net periodic benefit cost. This regulatory asset represents the
regulated portion that would otherwise be charged as a loss to QCl.

Unamertized loss on reacquired debt represents losses on long-term debt
reacquired or redeemed in prior periods. These costs are being amortized over
the lives of the origina! issues in accordance with FERC and PUCO rules.

Redional transmission organization costs represent costs incurred to join an
RTO. The recovery of these costs wiil be requested in a future FERC rate
‘case. In accordance with FERC precedence, we are amortizing these costs over
a 10-year period that began in 2004 when we joined the PJM RTO.

Deferred storm costs relate to costs incurred to repair the damage caused by
storms in the following years:

. 2008 — related to costs incurred to repair the damage caused by hurricane force winds in
September 2008, as well as other 2008 storms. On January 14, 2009, the PUCO granted DP&L
the authority to defer these costs with a return until such time that DP&L seeks recovery in a
future rate proceeding.

. 2011 —related to five major storms in 2011. On December 21, 2012, DP&L
filed a request with the PUCO for an accounting order to defer costs and a request
for recovery of costs associated with these storms. DP&L believes the recovery of
these costs is probable at December 31, 2012,

. 2012 — related o storm damage that occurred during the final weekend of June 2012. On
August 10, 2012, DP&L filed a request with the PUCO, which was modified on Oclober 19, 2012,
for an accounting order to defer the costs associated with this storm damage. On December 19,
2012, the PUCQ issued an order permitting partial deferral.

On December 21, 2012, DP&L filed a request for recovery

of all of these deferred storm costs with the PUCQ.

CCEM smart arid and AMI costs represent costs incurred as a result of
studying and developing distribution system upgrades and implementation of
AMI. On October 19, 2010, DP&L elected to withdraw its case pertaining to the
Smart Grid and AMI programs. The PUCO accepled the withdrawal in an order
issued on January 5, 2011. The PUCO also indicated that it expects DP&L to
continue to monitor other utiiities’ Smart Grid and AMI programs and to explore
the potential benefits of investing in Smart Grid and AMI programs and that
DP&L will, when appropriate, file new Smart Grid and/or AM] business cases in
the future. We plan to file to recover these deferred costs in a future regulatory
rate proceeding. Based on past PUCOQ precedent, we believe these costs are
probable of future recovery in rates. '

CCEM energy efficiency program costs represent costs incurred to develop
and implement various new custormer programs addressing energy
efficiency. These costs are being recovered through an Energy Efficiency Rider
(EER) that began July 1, 2009 and that is subject {o a two-year true-up for any
over/under recovery of costs. On April 29, 2011, DP&L filed to true-up the EER
" which was approved by the PUCO on, October 18 2011. DP&L plans to make
its next true-up filing on or before Agpril 30, 2013.




Consumer education campaign represents costs for consumer education
advertising regarding electric deregulation. DP&L will be seeking recovery of
these costs as part of our next distribution rate case filing at the PUCO. The
timing of such a filing has not yet been determined.
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Retail settlement system costs represent costs to implement a retail
settlerment system that reconciles the energy a CRES supplier delivers fo its
customers with what its customers actually use. Based on case precedent in
other utilities’ cases, the costs are recoverable through a future DP&L rate
proceeding.

Other costs primarily include RPM capacity, other PJM and rate case costs
and alternative energy costs that are or will be recovered over various periods.

Regulatory Liabilities

Fuel and purchased power recovery represent prudently incurred fuel,
purchased power, derivative, emission and other related costs which will
be recovered from or returned to customers in the future through the
operation of the fuel and purchased power recovery rider. The fuel and
purchased power recovery rider fluctuates based on actual costs and
recoveries and is modified at the start of each seasonal quarter. DP&L
implemented the fuel and purchased power recovery rider on January 1,
2010. As part of the PUCO approval process, an outside auditor is hired
to review fuel costs and the fuel procurement process. We received the
audit report for 2011 on April 27, 2012. The auditor has recommended
that the PUCO consider reducing DP&L’s recovery of fuel costs by
approximately $3.4 million from certain transactions. On October 4,
2012, we filed testimony on this issue and a hearing was scheduled. In
December 2012, we agreed to an immaterial adjustment to settle these
issues. The liability was recorded in the fourth quarter of 2012 and will be
credited to customers in early 2013.

Estimated costs of removat — regulated property reflect an estimate of
amounts collected in customer rates for costs that are expected to be incurred in
the future to remove existing transmission and distribution property from service
when the property is retired.

Postretirement benefits represent the qualifying FASC 715 *Compensation -
Retirement Benefits™ gains related fo our regulated operations that, for
ratemaking purposes, are probable of being reflected in future rates. We
recognize an asset for a plan’s overfunded status or a liability for a plan’s
underfunded status, and recognize, as a component of OCI, the changes in the
funded status of the plan that arise during the year that are not recognized as a

* component of net periodic benefit cost. This regulatory liability represents the

regulated portion that would otherwise be reflected as a gain to OCI.

I 5 Ownership of Coalfired Facilities




DP&L and certain other Ohio utilities have undivided ownership interests in
seven coal-fired electric generating facilities and numerous transmissicn
facilities. Certain expenses, primarily fuel costs for the generating units, are
allocated to the owners based on their energy usage. The remaining expenses,
investments in fuel inventory, plant materials and operating supplies, and capital
additions are allocated to the owners in accordance with their respective
ownership interests. As of December 31, 2012, DP&L had $36.0 miltion of
construction work in process at such facilities. DP&L’s share of the operating
cost of such facilities is included within the corresponding line in the Statements
of Results of Operations and DP&L’s share of the investment in the facilities is
included within Total net property, plant and equipment in the Balance
Sheets. Each joint owner provides their own financing for their share of the
opérations and capital expenditures of the jointly-owned station.
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DP&L’s undivided ownership interest in such facilities as well as our wholly-
owned coal fired Hutchings Siation at December 31, 2012, is as follows:

DP&L Investment

DP&L Share {adjusted to fair value as of Merger date)
SCR
Constru and FGD
Summ Gross Accumul ction Equipmen
er Plant ated Work in Instailed
Owner Production In Service Depreciation Process and in
ship Capacity ($in {$in (3in Service
% (MW) millions) millions) millions)  {Yes/No)
Jointly-owned production
units
Beckjord Unit 6 50.0 207 - - - No
Conesville Unit 4 18.5 129 41 3 11 Yes
East Bend Station 31.0 186 8 2 3 Yes
Killen Station 67.0 402 299 - 5 Yes
Miami Fort Units 7 and 3 36.0 368 213 7 3 Yes
Stuart Station 350 808 200 6 12 Yes
Zimmer Station 28.1 365 . 1689 12 2 Yes
Transmission (at varying
percentages) 39 3 -
Total 2,465 969 33 36
Wholly-owned production
unit -
Hutchings Station 100.0 365 - - - Na

Currently, our coal-fired generation units at Hutchings and Beckjord do not
have the SCR and FGD emission-control equipment installed. DP&L owns
100% of the Hufchings Station and has a 50% interest in Beckjord Unit 6. On
July 15, 2011, Duke Energy, a co-owner at the Beckjord Unit 6 facility, filed their



Long-term Forecast Report with the PUCO. The plan indicated that Duke
Energy plans to cease production at the Beckjord Station, including our
commonly owned Unit 8, in December 2014. This was folfowed by a nofification
"by the joint owners of Beckjord Unit 6 to PJM, dated April 12, 2012, of a planned
June 1, 2015 deactivation of this unit. Beckjord Unit 6 was valued at zero at the
Merger date.

DP&L has informed PJM that Hutchings Unit 4 has incurred damage to a
rotor and will be deactivated June 1, 2013. In addition, DP&L has notified PJM
that the remaining units at Hutchings will no longer operate after May 2013 and
will be deactivated cn June 1, 2015. The decision to deactivate these units has
been made because these units are not equipped with the advanced
environmental control technologies needed to comply with the MACT standard,
which was renamed MATS (Mercury Air Toxics Standard) when the final rule
was issued on December 16, 2011. Hutchings was valued at zero at the Merger
date. We do not believe that any additional accruals are needed related to the
Hutchings Station.

i 6. Goodwil and Other Intangible Assets |

Goodwill represents the value assigned at the Merger date, as adjusted for
subsequent changes in the purchase price allocation, less recognized
impairments. In the third quarter of 2012, DPL recognized an impairment of
goodwill in the estimated amount of $1,850.0 million. The valuation of the
goodwill impairment was completed in the fourth quarter of 2012 and the final
impairment was $1,817.2 million. See Note 19 for more information about this
impairment.
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The following table summarizes the changes in Goodwill:

DP&L DPLER
$ in millions Reporting Unit Reporting Unit Total
Balance at December 31, 2010
Goodwill - -
Accumulated impairment losses - -
Net balance at December 31, 2010 - -
Goodwill acquired during the year 2,440.5 135.8 2,576.2
Impairment losses - -
Balance at December 31, 2011
Goodwill 2,440.5 135.8 2,576.2
Accumulated impairment losses - - -
Nef balance at December 31, 2011 _ 2,440.5 135.8 2,576.2
Impairment losses _ (1,817.2) (1,817.2



Balance at December 31, 2012

Goodwill ' 2,440.5 135.8 2,576.2
Accumulated impairment losses (1,817.2) - {1,817.2
Net balance at December 31, 2012 623.3 135.8 759.1

The following tables summarize the balances comprising intangible assets
as of December 31, 2012:

$ in millions December 31, 2012 December 31, 2011
Accumul Accumul
Gross ated Net = Gross ated Net

Balance Amortization Balance Balance Amortization Balance

Subject to Amortization

Electric Security Plan @ 87.0 (87.0) - 87.0 (8.6) 784
Customner Contracts 28.0 (19.7) 8.3 28.0 (3.0) 25¢
Customer Relationships
f 31.8 (1.1) 307 31.8 (0.5) 3.2
Other ¥ 5.3 (0.3) 5.0 2.8 (1.2) 1€
152.4 (108.1) A40 149.6 (13.3) 136.2
Not subject to

Amortization
Trademark/Trade name
e} 6.1 - 6.1 6.1 - 6.1
Total intangibles 158.2 {108.1) 50.1 1557 (13.3) 142 4

During 2012, $1.1 million of intangibies related to the MC Squared
Trademark/Trade name was reclassified from Subject to Amortization to Not
subject to Amortization. This reclassification was also reflected in the 2011
amounts above.

{a) Represents the value of DP&L’s Electric Security Plan which is a rafe
plan for the supply and pricing of ejectric generation services. It provides a level of price
stability to consumers of electricity compared to market-based eleciricity prices.

(b) Represents above market contracts that DPLER has with third party
customers existing as of the Merger date.

{c) Represents relationships DPLER has with third party customers as of

the Merger date, where DPLER has regular contact with the customer, and the customer
has the ability to make direct contact with DPLER.

(d} Consists of various intangible assets including renewable energy
credits, emission aliowances, and other intangibles, none of which are individually
significant.

(e} Trademark/Trade name represents the value assigned to the trade

names of DPLER and MC Squared.
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The following table summarizes, by category, intangible assets acquired
during the period ended December 31, 2012:



Weighte

d
Average -
Subject to Amortization Amortiz;
Amoun Amortization/ Period tion
$ in miilions t Indefinite-lived {years) Method
Renewable Energy Subject to As -
Cedificates 5.4 amortization Various Utilized
Subject to As
Emission Allowances 0.1 amortization Various Utilized
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The following {able summarizes the amortization expense, broken down by
intangible asset category for 2013 through 2017:
Estimated amortization expense
Years ending December 31,
$ in millions 2013 2014 2015 2016 2017
Customer confracts 7.1 ' 1.2 - - -
Customer relationships 3.4 3.8 3.8 3.1 2.7
Other ‘ 0.5 4.1 0.4 -
11.0 9.1 4.2 3.1 2.7
I 7. Debt Obligations Ji
Long-term debt
December 31, December 31,
$ in millions 2012 2011

. First mortgage bonds maturing in Oclober 2013 -

5.125% ‘ - 503.€
Pollution control series maturing in January 2028 - 4.7% 36.1 36.1
Pollution control series maturing in January 2034 - 4.8% 179.6 179.€
Pollution control series maturing in September 2036 -

4.8% 96.3 96.2
Poilution control series maturing in November 2040 - _

variable rates: 0.04% - 0.26% and 0.06% - 0.32% (a) ' - 100.C
U.5. Government note maturing in February 2061 -

4.2% 183 18.5
Capital lease obligations 0.1 0.4
Total long-term debt at subsidiary 330.4 934 4
Bank term loan-maturing in August 2014 - variable rates:

1.48% - 4.25% and 2.22% - 2.47% (a) 425.0 425.C
Senior unsecured bonds maturing October 2016 - 6.50% 450.0 450.C
Senior unsecured bonds maturing October 2021 - 7.25% ' 800.0 BOO.C
Note to DPL Capital Trust Il maturing in September 19.6 19.£




2031 - 8.125%

Total long-term debt 2,025.0 2,628.5
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Current portion - long-term debt
December 31, December 31,

$ in millions 2012 2011
First mortgage bonds maturing in October 2013 -

5.125% 484.5 -
Poliution control series maturing in November 2040 -

variable rates: 0.04% - 0.26% and 0.06% - 0.32% (a) 100.0 -

- U.S. Government note maturing in February 2061 -

4.2% _ 01 0.1
Capital lease obligations 0.3 0.2
Total current portion - long-term debt 584.9 0.4

{a} - range of interest rates for the twelve months ended December 31, 2012 and December 31, 2011, respectively
The presentation above for the Successor is based on the revaluation of the

debt at the Merger date. At December 31, 2012, maturities of long-term debt,
including capital lease obligations, are summarized as follows:

$ in millions

Due within ane year
Due within two years
Due within three years
Due within four years
Due within five years
Thereafter

5704
4252
0.1
450.1
0.1
1,152.8

Unamortized discounts and premiums, net

2,598.7
1.2

Total long-term debt

2,609.€

Premiums or discounts recognized at the Merger date are amortized over the
life of the debt using the effective interest method.

On November 21, 2006, DP&L entered into a $220.0 million unsecured
revolving credit agreement. This agreement was terminated by DP&L on August
29, 2011.

Cn December 4, 2008, the OAQDA issued $100.0 million of collateralized,
" variable rate Revenue Refunding Bonds Series A and B due November 1,
2040. Inturn, DP&L borrowed these funds from the OAQDRA and issued
corresponding First Mordgage Bonds to support repayment of the funds. The
payment of principal and interest on each series of the bonds when due is



backed by a standby letter of credit issued by JPMorgan Chase Bank, N.A. This
letter of credit facitity, which expires in December 2013, is irrevocable and has no
subjective acceleration clauses. If the letter of credit expires, this would trigger a
mandatory tender of all of the outstanding bonds, therefore, we have reflected
these outstanding bonds as a current liability. Management will continue to
monitor and evaluate market conditions over the next several months and make
a determination to either seek a renewal of this standby letter of credit or to
explore alternative financing arrangements. Fees associated with this letter of
credit facility were not material during the year ended December 31, 2012, the
period Novernber 28, 2011 through Decernber 31, 2011, the peried January 1,
2011 through November 27, 2011, or the year ended December 31, 2010.

On April 20, 2010, DP&L entered into a $200.0 million unsecured revolving
credit agreement with a syndicated bank group. This agreement is for a three
year term expiring on April 20, 2013 and provides DP&L with the ability to
increase the size of the facility by an additional $50.0 million. DP&L had no
outstanding borrowings under this credit facility at December 31, 2012. Fees
associated with this revolving credit facility were not material during the period
between April 20, 2010 and December 31, 2012. This facility also contains a
$50.0 million letter of credit sublimit. As of December 31, 2012, DP&L had no
outstanding letters of credit against the facility.

On February 23, 2011, DPL redeemed $122.0 million principal amount of
DPL Capital Trust Hl 8.125% capital securities in a privately negotiated
transaction. As part of this transaction, DPL paid a $12.2 million, or 10%,
premium. Debt issuance costs and unamoriized debt discount totaling $3.1
million were also recognized in February 2011 associated with this transaction.
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On March 1, 2011, DP&L completed the purchase of $18.7 million of electric
transmission and distribution assets from the federal government that are located
at the Wright-Patterson Air Force Base (WPAFB), DP&L financed the
acquisition of these assets with a note payable to the federal government that is
payable monthly over 50 years and bears interest at 4.2% per annum.

On August 24, 2011, DP&L entered intc a $200.0 million unsecured
revolving credit agreement with a syndicated bank group. This agreement is for
a four year term expiring on August 24, 2015 and provides DP&L with the ability
to increase the size of the facility by an additional $50.0 milion. DP&L had no
outstanding borrowings under this credit facility at December 31, 2012
or 2011. Fees associated with this revolving credit facility were not material
during the year ended December 31, 2012 or the five months ended December
31, 2011. This facility also contains a $50.0 million tetter of credit sublimit. As of
December 31, 2012, DP&L had no outstanding letters of credit against the
facility.

On August 24, 2011, DPL entered into a $125.0 million unsecured revolving
credit agreement with a syndicated bank group. This agreement is for a three
year term expiring on August 24, 2014. The size of the facility was reduced from
$125.0 million to $75.0 million as part of an amendmenf dated October 19, 2012
that was negotiated between DPL and the syndicated bank group. DPL had no



outstanding borrowings under this credit facility at December 31, 2012. Fees
associated with this revolving credit facility were not material during the twelve
months ended December 31, 2012. This facility may also be used to issue
letters of credit up to the $75.0 million limit. As of December 31, 2012, DPL had
no outstanding letters of credit against this facility.

On August 24, 2011, DPL entered into a $425.0 million unsecured term loan
agreement with a syndicated bank group. This agreement is for a three year
term expiring on August 24, 2014. DPL has borrowed the entire $425.0 million
available under the facility at December 31, 2012. Fees associaled with this
term loan were not material during the year ended December 31, 2012 or the five
months ended December 31, 2011.

On September 1, 2011 DPL retired $297 .4 million of 6.875% senior
unsecured notes that had matured.

DPL’s unsecured revolving credit agreement and DPL’s unsecured term
loan each have two financial covenants, one of which was changed as part of
amendments, dated October 19, 2012, to the facilities negotiated between DPL
and the syndicated bank groups. The first financial covenant, originally a Total
Debt to Capitalization ratio, was changed, effective September 30, 2012, to a
Total Debt to EBITDA ratio. The Total Debt to EBITDA ratio is calculated, at the
end of each fiscal quarter, by dividing totat debt at the end of the current quarter
by consolidated EBITDA for the four prior fiscal quarters. At December 31, 2012,
we met this covenant.

The second financial covenant is a consolidated Earnings Before
Interest, Taxes, Depreciation and Amortization (EBITDA) to Interest Expense
ratio. The EBITDA to Interest Expense ratio is calculated, at the end of each
fiscal quarter, by dividing for the four prior fiscal quarters by the consolidated
interest charges for the same period. Af December 31, 2012, we met this
covenant.

The amendments, dated October 19, 2012, to the facilities negotiated
between DPL and the syndicated bank groups, restrict dividend payments from
DPL to AES and adjust the cost of borrowing under the facilities.

In connection with the closing of the Merger (see Note 2), DPL assumed
$1.25 billion of debt that Dolphin Subsidiary 1, Inc., a subsidiary of AES, issued
on October 3, 2011 to finance a portion of the Merger. The $1.25 billion was
issued in two tranches. The first tranche was $450.0 million of five year senior
unsecured notes issued at 65.50% maturing on October 15, 2016. The second
tranche was $800.0 million of ten year senior unsecured notes issued af 7.25%
maturing on October 15, 2021.

Substantially all property, plant and equipment of DP&L is subject to the lien
of the mortgage securing DP&L’s First and Refunding Morlgage, dated October
1, 1935, with the Bank of New York Mellon as Trustee.
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¥ 8. Income Taxes ' 1




DPL’s components of income tax expense were as follows:

Successor Predecessor
Novembe January
Year r28, 2011 1, 2011 Year
ended through through ended
December December 31, |November 27, December 31
$ in millions 31,2012 2011 2011 2010
Computation of tax expense
Federal income tax expense /
{benefit)® (588.7) (2.0) 88.4 151.7
Increases (decreases) in tax resulting
from:
State income taxes, net of federal
effect 3.5 0.1 3.8 2.4
Depreciation of AFUDC - Equity (2.4) (0.3) (2.9) (2.2
Investment tax credit amortized {0.3) (0.2) {2.3) (2.8
Section 199 - domestic production
deduction {2.1) - {3.6) (9.1
Non-deductible merger costs - 0.1 6.0 -
Non-deductible merger-related
- compensation 0.6 3.5 -
Non-deductible goodwill impairment 636.0 - - .
Derivatives - {0.1) - -
Compensation and benefiis - - 13.8 0.4
Income net subject to tax - {0.6) - -
Other, net @ 1.1 0.1 (1.2) 2.6
Total tax expense 47.7 0.6 102.0 143.C
Components of tax expense
Federal ~ current 48.6 0.4 532 84.8
State and Local - current 1.2 0.4 0.9 1.1
Total current 49.8 0.8 54.1 85.¢
Federal - deferred {4.9) (0.2) 43.2 55.¢
State and local - deferred 2.8 - 4.7 1.2
Total deferred {2.1) (0.2) 47.9 57.1
Total tax expense 47.7 0.6 102.0 143.C
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Components of Deferred Tax Assets and Liabilities {(Successor)
December 31,
$ in millions 2012 2011




Net non-current Assets / (Liabilities)

Depreciation / property basis (517.0) (489.8)
Income taxes recoverable (12.3) {24.0)
Regulatory assets (20.8) (23.5)
Investment tax credit 1.2 10.5
intangibles {2.4) (51.3)
Compensation and employee benefits 2.2 {0.8)
Long-term debt : (2.0) 13.2
Other 16.0 25.1
Neft non-current Yiabilities {534.9) (540.6)
Net current Assets / (Liabilities)
Other 4.7 {0.8)
Net current assets / (liabilities) 4.7 (0.8}
{a) The statutory fax rate of 35% was applied to pre-tax earnings.
{b} Includes expense of $1.2 million and benefits of $0.0 million, $2.3

million and $0.3 million in the year ended December 31, 2012, the period Novemnber 28,
2011 through December 31, 2011, the period January 1, 2011 through November 27,
2011 and the year ended December 31, 2010, respectively, of income tax refated to
adjustments from prior years.

(2] The Other non-current liabilities caption includes deferred tax assets of
$20.4 million in 2012 and $15.4 million in 2011 related to state and local tax net operating
loss carmryforwards, net of related valuation allowances of $16.2 million in 2012 and $6.7
miltion in 2011. These net operating ioss carryforwards expire from 2013 to 2026.

d) Amounts are included within Other prepayments and current assets on
the Consolidated Balance Sheets of DPL..

The following table presents the tax expense / (benefit) related to pensions,
postretirement benefits, cash flow hedges and financial instruments that were
credited to Accumulated other comprehensive loss.

Successor | Predecessor
Novembe January
Year r 28, 2011 1, 2011 Year
ended through through ended
December December 31, [November 27, December 31
$ in millions 31, 2012 2011 2011 2010
Tax expense / (benefit) {2.5) (1.2) | (33.2) 5.8
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Accounting for Uncertainty in Income Taxes

We apply the provisions of GAAP relating to the accounting for uncertainty in
income taxes. A reconciliation of the beginning and ending amount of
unrecognized tax benefits is as follows:

$ in millions
2010 (Predecessor} :
Balance at January 1, 2010 ‘ 102




Tax positions taken during prior periods
Tax positions taken during current period

(0.4

0.2

Settlement with {axing authorities
Lapse of applicable statute of limitations 0.2
Balance at December 31, 2010 19.4
January 1, 2011 through November 27, 2011 (Predecessor)
Tax positions taken during prior pefiods 2.C
Settlement with taxing authorities 3.E
Balance at November 27, 2011 - 24.5
November 28, 2011 through December 31, 2011 (Successor)
Balance at November 28, 2011 ' 24.¢
Tax positions taken during current period 0.1
Balance at December 31, 2011 25.C
2012 {Successor)
Tax positions taken during prior period (6.3
Tax positions taken during current period (0.4
Balance at December 31, 2012 18,3
Of the December 31, 2012 balance of unrecognized tax benefits, $19.4

million is due to uncertainty in the timing of deducfibility offset by $1.1 million of

unrecognized tax liabilities that would affect the effective tax rate.
We recognize interest and penalfies related to unrecognized tax benefits in

Income tax expense. The following table represents the amounts accrued as

well as the expense / (benefit) recorded as of and for the periods noted below:
Amounts in Balance Sheet Successor

Decembe Decembe
$ in millions r 31, 2012 r31, 2011
Liability / (asset) , 0.8 0.9
Amounts in Statement of Operations Successor Predecessor
Novembe January
Year r28, 2011 1, 2011 Year
ended through through ended
December December 31, |[November 27, December 31

$ in millions 31, 2012 2011 2011 2010
Expense / {benefit) (0.1) - 0.6 ' 0.2

Following is a summary of the tax years open to examination by major tax

jurisdiction:
U.S. Federal — 2007 and forward
Siate and Lot;al — 2007 and forward

All of the unrecognized tax benefits are expected to be settted within the next -

twelve months.
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The Internal Revenue Service began an examination of our 2008 Federal
income tax retumn during the second quarter of 2010. The examination was
completed on January 18, 2013 and we do not expect the results of this
examination {o have a material effect on our financial condition, results of
operations and cash flows.

As a result of the Merger, DPL and its subsidiaries file U.S. federal income
tax returns as a part of the consolidated U.S. income tax return filed by
AES. Prior to the Merger, DPL and its subsidiaries filed a consolidated U.S.
federal income tax return. The consolidated tax liability is allocated to each
subsidiary based on the separate return method which is specified in our tax
allocation agreement and which provides a consistent, systematic and rational
approach.

[ 9. Pension and Postretirement Benefits

DP&L sponscrs a traditional defined benefit pension plan for most of the
empioyees of DPL and its subsidiaries. For collective bargaining employees, the
defined benefits are based on a specific dollar amount per year of service. For
all other employees (management employees), the traditional defined benefit
pension plan is based primarily on compensation and years of service. As of
December 31, 2010, this traditional pension plan was closed to new
management employees. A participant is 100% vested in all amounts credited to
his or her account upon the completion of five vesting years, as defined in The
Dayton Power and Light Company Retirement Income Plan, or the participant’s
death or disability. If a participant's employment is terminated, other than by

- death or disability, prior to such participant becoming 100% vested in his or her
account, the account shall be forfeited as of the date of termination.

Almost all management empioyees beginning employment on or after
January 1, 2011 participate in a cash balance pension plan. Similar to the
- traditicnal pension plan for management employees, the cash balance benefits
are hased on compensation and years of service. A participant shall become
100% vested in all amounts credited to his or her account upon the completion of
three vesting years, as defined in The Dayton Power and Light Company
Retirement income Plan, or the participant's death or disability. If a participant's
employment is terminated, other than by death or disability, prior to such
participant becoming 100% vested in his or her account, the account shall he
forfeited as of the date of termination. Vested benefits in the cash balance plan
are fully portable upon termination of employment.

In addition, we have a Supplemental Executive Retirement Plan (SERP) for
certain retired key executives. The SERP was replaced by the DPL Inc.
Supplemental Executive Defined Contribution Retirement Plan (SEDCRP)
effective January 1, 2006, which is for certain active and former key
executives. Pursuant to the SEDCRP, we provide a supplemental retirement
benefit to participants by crediting an account established for each participant in
accordance with the Plan requirements. We designate as hypothetical
investment funds under the SEDCRP cne or more of the investment funds
provided under The Dayton Power and Light Company Employee Savings
Plan. Each participant may change his or her hypothetical investment fund



selection at specified times. If a participant does not elect a hypothetical
investment fund(s), then we select the hypothetical investment fund{s) for such
participant. Per the SEDCRP plan document, the balances in the SEDCRP,
including earnings on contributions, were paid out to patticipants in December
2011, following the merger with AES on November 28, 2011. However, the
SEDCRP continued and a 2011 contribution was calculated in March 2012, The
SEDCRP was terminated by the Board of Directors as of December 31, 2012,
but a 2012 contribution will be calculated and the balances, including earnings
on contributions, will be paid to participants in 2013. We also have an unfunded
liability related to agreements for retirement benefits of certain terminated and
retired key executives. The unfunded liabilities for these agreements and the
SEDCRP were $1.1 million and $0.8 million at December 31, 2012 and 2011,
respectively.

We generally fund pension plan benefits as accrued in accordance with the
minimum funding requirements of the Employee Retirement Income Security Act
of 1974 (ERISA)} and, in addition, make voluntary contributions from time to
time. DP&L made discretionary contributions of $40.0 million and $40.0 million
to the defined benefit plan during the period January 1, 2011 through November
27, 2011 and the year ended December 31, 2010, respectively.

Qualified employees who retired prior to 1987 and their dependents are
eligible for health care and life insurance benefits until their death, while qualified
empioyees who retired after 1987 are eligible for life insurance benefits and
partially subsidized health care. The partially subsidized health care is at the
election of the employee, who pays the majority of the cost, and is available only
from their retirement uniil they are covered by Medicare at age -
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65. We have funded a portion of the union-eligible benefits using a
Voluntary Employee Beneficiary Association Trust.

We recognize an asset for a plan’s overfunded staius and a liability for a
plan’'s underfunded status and recognize, as a compenent of OCI, the changes
in the funded status of the plan that arise during the year that are not recognized
as a component of net periodic benefit cost. For the transmission and
distribution areas of our electric business, these amounts are recorded as
regulatory assets and liabilities which represent the regulated portion that would
otherwise be charged or credited to AOCL. We have historically recorded these
costs on the accrual basis and this is how these costs have been historically
recovered through customer rates. This factor, combined with the historical
precedents from the PUCO and FERC, make these costs probable of future rate
recovery. '

The following tables set forth our pension and postretirement benefit plans’
obligations and assets recorded con the balance sheets as of December 31, 2012
and 20111, The amounis presented in the following tables for pension include the
collective bargaining plan formula, traditional management plan formula and
cash balance plan formula and the SERP in the aggregate. The amounts
presented for postretirement include both health and life insurance benefits,



$ in millions Pension
Predece:
Successor sor
Novembe January
Year r28, 2011 1, 2011
ended through through
December December 31, | November
31,2012 2011 27,201
Change in benefit obligation
Benefit obligation at beginning of period 365.2 385.0 333.8
Service cost 6.2 0.5 4L
Interest cost 17.3 1.5 15.5
Plan amendments - - 7.2
Actuarial loss 291 - 21.€
Benefits paid (22.2) (1.8) (17.6
Benefit obligation at end of pericd 395.6 365.2 365.C
Change in plan assets
Fair value of plan assets at beginning of period 335.9 335.8 291.8
Actual return on plan asseis 46.2 1.9 212
Contributions to plan assets 1.5 - 40.4
Benefits paid (22.2) (1.8) (17.6
Fair value of plan assets at end of period 361.4 335.9 335.8
~ Funded status of plan {34.2) (29.3) (29.2
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$ in millions Postretirement
Predece:
Successor sor
Novembe January
Year r28, 2011 1, 2011
ended through through
December December 31, | November
31, 2012 2011 27,201
Change in benefit obligation
Benefit obligation at beginning of period 21.7 219 23.7
Service cost 0.1 - 0.1
Interest cost 0.2 0.1 0.c
Actuarial {gain)/ loss 1.2 (0.1 (1.3
Benefi{s paid (1.7) (0.2) (1.8
Medicare Part D reimbursement 0.2 - 0.2
Benefit obligation at end of pericd 224 217 21.€
Change in plan assets
F-air vaiue of plan assets at beginning of period 45 45 4.8



Actual return on plan assets 0.2 - 0.2
Contributions to plan assets 1.2 0.2 1.3
Benefits paid {1.7) {0.2) (1.8
Fair value of plan assets at end of period 4.2 4.5 4.5
Funded status of plan {18.2} (17.2) {(17.4
$ in millions Pension Postretirement
December 31, December 31,
2012 2011 2012 2011

Amounts recognized in the

Balance sheets at December 31
Current tiabilities {0.4) {1.3) (0.6) (0.6
Non-current liabilities (33.8) (27.9) {17.6) (16.6
Net liability at December 31 (34.2) (29.2) {18.2) (17.2
Amounts recognized in

Accumulated Other Comprehensive

Income, Regulatory Assets and

Regulatory Liabilities, pre-tax
Components:
Prior service cost 10.3 12.5 0.5 0.7
Net actuarial loss / {gain) 79.9 78.7 {4.5) (6.4
Accumuiated Other Comprehensive

Income, Regulatory Assets and

Regulatory Liabilities, pre-tax 90.2 91.2 {4.0) (5.7
Recorded as:
Regulatory asset 88.0 91.2 0.5 0.t
Reguiatory liability - - (5.0) (6.2
Accumulated other comprehensive

income 2.2 - 0.5
Accumulated Other Comprehensive

Income, Regulatory Assets and

Regulatory Liabilities, pre-tax 90.2 91.2 {4.0) {5.7
The accumulated benefit obligation for our defined benefit pension plans was

$382.5 million and $355.5 million at December 31, 2012 and 2011, respectively.

109

The net periodic benefit cost (income) of the pension and postretirement

benefit plans were:
Net Periodic Benefit Cost - . , )

Pension Successor Predecessor



Novembe January
Year r28, 2011 1, 2011 Year
ended through through ended
December December 31, November 27, December 31
$ in millions 31, 2012 2011 20N 2010
Service cost 6.2 0.5 4.5 " 4.8
Interest cost 17.3 156 15.5 17.7
Expected return on assets {22.7) (2.0) (22.5) {22.4
Amortization of unrecognized:
Actuarial loss 5.0 0.4 7.6 7.2
Prior service cost 1.5 0.1 20 3.7
Net periodic benefit cost before ' .
adjustments 7.3 0.5 7.1 11.C
Net Periodic Benefit Cost /
(Income} - Postretirement Successor Predecessor
Novembe January
Year r28, 2011 1, 2011 Year
ended through through ended
. December December 31, [November 27, December 31
$ in millions 31, 2012 2011 2011 2010
Service cost 0.1 - 0.1 0.1
Interest cost 0.9 0.1 0.9 1.2
Expected return on assets (0.3) - (0.3) (0.3
Amortization of unrecognized: :
Actuarial gain (0.6) - (1.0) (1.1
Prior service cost - (0.1) 0.1 0.1
Net periodic benefit cost / (income)
before adjustments 0.1 - ~ (0.2) -
(a) For purposes of calculating the expected return on pension plan assets

under GAAP, the market-related value of assets (MRVA) is used. GAAP requires that the
difference between actual plan asset retumns and estimated plan asset returns be
amortized into the MRVA equally over a period not to exceed five years. We use a
methodology under which we include the difference between actual and estimated asset
returmns in the MRVA equally over a three year period. The MRVA used in the calculation
of expected retum on pension plan assets was approximately $346.0 million in 2012,
$335.0 millien in 2011, and $274.0 million in 2010,
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Other Changes in Plan Assets and Benefit Obligation Recognized in
Accumulated Other Comprehensive Income, Regulatory Assets and
Regulatory Liabilities

Pension Successor Predecessor

Year - Novembe January Year
$ in millions ended r 28, 2011 1, 2011 ended



December through threugh December 31
31, 2012 December 31, |November 27, 2010
2011 2011
Net actuarial loss / (gain) 5.5 - (38.7) 1.6
Prior service credit - - (2.2) -
Reversal of amortization item;
Net actuarial gain {5.0) {0.4) {7.6) (7.2
Prior service credit (1.5) {0.1) (2.0) (3.7
Total recognized in Accumulated
Other Comprehensive Income,
Regulatory Assets and Regulatory
Liabilities (1.09) (0.5) (80.5) (CRY
Total recognized in net periodic
benefit cost Accumulated Other
Comprehensive Income, Regulatory
Assets and Regulatory Liabilities 6.3 (0.5) {43.4) 2.C
Postretirement Successor Predecessor
Novembe January
Year r2g, 2011 1, 2011 Year
ended through through ended
December December 31, [November 27, December 31
$ in millions 31, 2012 2011 2011 2010
Net actuarial loss / (gain) 1.0 0.2 (1.8
Prior service cost / (credit) - 0.1 (0.1) -
Reversal of amortization item:
Net actuarial loss 0.7 - 1.0 1.1
Pricr service credit - - (0.1) (0.1
Transition asset - (0.1) - -
Total recognized in Accumulated
Other Comprehensive Income,
Regulatory Assets and Regulatory
Liabilities 1.7 - 1.0 (0.9
Total recognized in net periodic
benefit cost and Accumulated Other
Comprehensive Income, Regulatory
Assets and Regulatory Liabilities 1.8 - 0.8 (0.8
Estimated amounts that will be amortized from AOCI, Regulatory assets and
Regulatery liabilities into net periodic benefit costs during 2013 are:
Postretirerr
$ in millions Pension ent
Net actuarial loss / (gain) 49 (0.5
. Prior service cost 1.5 -

Our expected return on plan asset assumptions, used to determine benefit
obligations, are based on historical long-term rates of return on investments,



which use the widely accepted capital market principle that assets with higher
volatility generate a greater return over the long run. Current market factors,
such as inflation and inferest
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rates, as well as asset diversification and portfoiic rebalancing, are evaluated
when long-term capital market assumptions are determined. Peer data and
historical returns are reviewed to verify reasonableness and appropriateness.

For 2013, we are mainfaining our expected long-term rate of return on assets
assumption of 7.00% for pension plan assets and 6.00% for postretirement
benefit plan assets. These expected retums are based primarily on portfolio
investment allocation. There can be no assurance of our ability to generate
these rates of return in the future.

Qur overall discount rate was evaluated in relation {o the Aon Hewitt AA
Above Median Yield Curve which represents a portfolio of above median AA-
rated bonds used to settle pension obligations. Peer data and historical returns
were also reviewed to verify the reasonableness and appropriateness of our
discount rate used in the calculation of benefit obligations and expense.

The weighted average assumptions used fo determine benefit obligations
during December 31, 2012, 2011 and 2010 were:

Benefit Obligation

Assumptions Pension Postretirement
2012 2011 2010 2012 2011 201(
4.04 4.88 5.31 3.75 4.62 4.9€
Discount rate for obligations % % % % % © %
Rate of compensation 3.94 3.94 3.94
increases % % % N/A N/A N/A
The weighted-average assumptions used to determine net periodic benefit
cost {income} for the years ended December 31, 2012, 2011 and 2010 were:
Net Periodic Benefit
Cost / (Income) Assumptions Pension Postretirement
2012 2011 2010 2012 2011 201(
4.88 5.3 4.62 496
Discount rate - Successor % % % % )
: 4.88 575 4.62 538
Discount rate - Predecessor % % _ % %
Expected rate of retumn 7.00 8.00 6.00 6.00
on plan assets - Successor % % % Yo
Expected rate of retum 7.00 8.50 6.00 6.0C
on plan assets - Predecessor % % % %
Rate of compensation 3.94 3.94 4.44
’ N/A N/A

increases % % % NIA
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The assumed health care cost trend rates at December 31, 2012, 2011 and
2010 are as follows:

Health Care Cost

Assumptions Expense Benefit Obligation
2012 2011 2010 2012 2011 201(
Pre - age 65
Current health care cost 8.50 8.50 9.50 8.00 8.50 8.5C
trend rate % % % % % . %
Year trend reaches ultimate -
Successor 2019 2018 2019 2019
Year trend reaches ultimate -
Predecessor 2019 2015 2019 201¢
Post - age 65
Current health care cost 8.00 8.00 g.00 7.50 8.00 8.0C
trend rate % % % % % %
Year trend reaches ultimate - ]
Successor 2018 2017 2018 2018
Year trend reaches ultimate -
Predecessor 2018 2014 2018 2013
Ultimate health care cost 5.00 5.00 5.00 5.00 5.00 5.0C
trend rate % % % % % %

The assumed health care cost frend rates have an effect on the amounts
reported for the health care plans. A one-percentage point change in assumed
health care cost trend rates would have the following effects on the net periodic
postretirement benefit cost and the accumulated postretirement benefit
obligation:

Effect of change in health Care Cost Trend Rate

One-percent One-percen
$ in millions increase decrease
Service cost plus interest cost 0.1 {0.1
Benefit obligation 1.2 {1.0

Benefit payments, which reflect future service, are expecied to be paid as
follows:

Estimated future benefit payments and Medicare Part D reimbursements
Postretirerr

$ in millions Pension ent

2013 | T 221 28
2014 225 24




2015 23.0
2016 23.3
2017 237
2018-2022 122.6

We expect to make contributions of $0.4 mitiion to our SERP in 2013 to
cover benefit payments. We aiso expect to contribute $2.1 million to our other
postretirement benefit plans in 2013 to cover benefit payments.

The Pension Protection Act of 2006 (the Act) contained new requirements for
our single employer defined benefit pension plan. In addition to establishing a
100% funding target for plan years beginning after December 31, 2008, the Act
also limits some benefits if the funded status of pensien plans drops below
ceriain thresholds. Among other restrictions under the Act, if the funded status
of a plan falls below a predetermined ratio of 80%, lump-sum payments to new
retirees are limited to 50% of amounts that otherwise would have been paid and
new benefit improvements may not go into effect. For the 2012 plan year, the
funded status of our defined benefit pension plan as calculated under the
requirements of the Act was 116.56% and is estimated to be 116.56% until the
2013 status is certified in September 2013 for the 2013 plan year. The Worker,
Retiree, and Employer Recovery Act of 2008 (WRERA), which was signed into
taw on December 23, 2008, grants plan sponsors certain relief from funding
requirements and benefit restrictions of the Act.
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Plan Assets

Plan assets are invested using a fotal return investment approach whereby a
mix of equity securities, debt securities and other investments are used to
preserve asset values, diversify risk and achieve our target investment return
benchmark. Investment sirategies and asset allocations are based on careful
consideration of plan liabilities, the plan's funded status and our financial
condition. Investment performance and asset allocation are measured and
monitored on an ongoing basis. '

Plan assets are managed in a balanced portfolio comprised of two major
components: an equity pertion and a fixed income portion. The expected role of
plan equity investments is o maximize the long-term real growth of plan assets,
while the role of fixed income investments is to generate current income, provide
for more stable periodic returns and provide some protection against a prolonged
decfine in the market value of plan equity investments.

Long-term strategic asset allocation guidelines are determined by
management and take into account the Plan’s long-term objectives as well as its
short-term constraints. The target allocations for ptan assets are 30 - 80% for
equity securities, 30 - 65% for fixed income securities, 0 - 10% for cash and 0 -
25% for alternative investments. Equity securities include U.S. and international
equity, while fixed income securities include long-duration and high-yield bond
funds and emerging market debt funds. Other types of investments include
investments in hedge funds and private equity funds that follow several different
strategies.

NN
T Y €
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The fair values of our pension plan assets at December 31, 2012 by asset
category are as follows:

Fair Value Measurements for Pension Plan Assets at December 31, 2012

Quoted
prices
Market in active Significa Significa
Value markets for nt nt
Asset Category at December  identical observable unobservabk
$ in millions 31, 2012 assets inputs inputs
{Level (Level (Level
1) 2) 3)
Equity securities
Small/Mid cap equity 14.3 - 14.3 -
Large cap equity 50.5 - 50.5 -
International equity 37.0 - 37.0 -
Total equity securities 101.8 - 101.8 -
Debt securities ©
Emerging markets debt 7.4 - 7.4 -
High yield bond 12.7 - 12.7 -
Long duration fund 188.6 - 188.6 -
Total debt securities 208.7 - 208.7 -
Cash and cash equivalents ?
Cash 13.9 13.8 . - -
Other investments ‘*
Limited parinership interest - - - -
Common collective fund : 37.0 - - 37.C
Total other investments 37.0 - - 37.C
Total pension plan assets 361.4 13.9 3105 - 37.C
(a) This category inciudes investments in equity securities of large, small

and medium sized companies and equity securities of foreign companies including those
in developing countries. The funds are valued using the net asset value method in which
an average of the market prices for the underlying investments is used to value the fund.

(b) This category includes investments in investment-grade fixed-income
instruments that are designed to mirror the term of the pension assets and generalty have
a tenor between 10 and 30 years. The funds are valued using the net asset value method
in which an average of the market prices for the underying investments is used to value
the fund.

(c) This category comprises cash held to pay beneficiaries and the
proceeds received from the sale of the DPL common stock, which was cashed-out at
$30/share at the Merger date. The fair value of cash equals its book value.

(d) This category represents a private equity fund that specializes in
management buyouts and a hedge fund of funds made up of 30+ different hedge fund



managers diversified over eight different hedge strategies. The fair value of the private
equity fund is determined by the General Partner of the fund based on the performance of
the individual companies. The fair value of the hedge fund is valued using the net asset
value method in which an average of the market prices for the underlying investments is
used to value the fund.
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" The fair values of our pension plan assets at December 31, 2011 by asset
category are as follows:

Fair Value Measurements for Pension Plan Assets at December 31, 2011

Quoted
prices
Market in active Significa Significa
Value markets for nt nt
Asset Category at December identical observable unobservabl
$ in millions 31, 2011 assets inputs inputs
(Level {Level {Level
1} 2) 3)
Equity securities
Smali/Mid cap equity 16.2 - 16.2 -
Large cap equity 545 - 54.5 -
International equity ‘ 34.2 - 34.2 -
Total equity securities 104.9 - 104.9 -
Debt securities
Emerging markets debt - - - -
Fixed income , - - - -
High yield bond - - - .
Long duration fund 130.8 - 130.8 -
Total debt securities 130.8 - 130.8 -
Cash and cash equivalents
Cash 28.0 28.0 - - -
Other investments 7
Limited partnership interest .08 - - D&
Common collective fund 71.4 - - 714
Total other investments 722 - - 72.2
Total pension plan assets 335.9 28.0 235.7 72.2
{a) This category includes investments in equity securities of large, smali

and medium sized companies and equity securities of foreign companies including those
in developing countries. The funds are valued using the net asset value method in which
an average of the market prices for the underlying investments is used to value the funds.

(b) This category includes investments in investment-grade fixed-income
instruments, LS. dollar-denominated debt securities of ernerging market issuers and high
yield fixed-income securities that are rated below investment grade. The funds are valued



using the net asset value method in which an average of the market prices for the
underlying investments is used to value the fund.

{c} This category comprises cash held to pay beneficiaries. The fair value
of cash equals its book value.
{d) This category represents a private equity fund that specializes in

management buyouts and a hedge fund of funds made up of 30+ different hedge fund
managers diversified over eight different hedge strategies. The fair value of the private
equity fund is determined by the General Partner of the fund based on the performance of
the individual companies. The fair value of the hedge fund is valued using the net asset
value method in which an average of the market prices for the underlying investments is
used to value the fund.
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The change in the fair value for the pension assets valued using significant
uncbservable inputs {Level 3) was due to the following:

Change in fair value measurements
of pension assets using significant unobservable inputs

{Level 3)
~ Limited Common
Partnership Collective

3 in millions Interest Fund
January 1, 2011 through November 27, 2011 (Predecessor): ,
Beginning balance January 1, 2011 28 574
Actual return on plan assets: .

Relating to assets still held at the reporting date (0.8) (1.5

Relating to assets sold during the period - -
Purchases, sales and settlements (1.1 154
Transfers in and / or out of Level 3 - -
Ending balance at November 27, 2011 0.9 71.3
November 28, 2011 through December 31, 2011

(Successor): '

Beginning balance November 28, 2011 0.9 71.2
Actual return on plan assets:

Relating to assets still held at the reporting date - 0.1

Relating to assets sold during the period - -
Purchases, sales and setilements (0.1} -
Transfers in and / or out of Level 3 - -
Ending balance at December 31, 2011 0.8 71.4
Year ended December 31, 2012
Actual return an plan assets:

Relating to assets still held at the reporting date - 1.4

Relating to assets sold during the period 0.9 .
Purchases, sales and settliements : (1.7} {35.8
Transfers in and / or out of Level 3 - -
Ending balance at December 31, 2012 (0.0) 37.0
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The fair values of our other postretirement benefit plan assets at December
31, 2012 by asset category are as follows:

Fair Value Measurements for Pension Plan Assets at December 31, 2012

Quoted
prices
Market in active Significa Significa
Value markets for nt nt
Asset Category at December identical observable unobservabh
$ in millions 31,2012 assets inputs inputs

(Level (Level (Level

, 1) 2) 3)
JP Morgan Core Bond Fund 4.2 - 42 -

{a) This category includes investments in U.S. government obligations and

mortgage-backed and asset-backed securities. The funds are valued using the net asset
value methad in which an average of the market prices for the underlying investments is
used to value the fund.

The fair values of our cther posiretirement benefit plan assets at December
31, 2011 by asset category are as follows:

Fair Value Measurements for Pension Plan Assets at December 31, 2011

Quoted
prices
Market in active Significa Significa
Value markets for nt nt
Asset Category at December identical observable unobservabl
$ in millions 31, 2011 assets inputs inputs
(Level (Level (Level
: 1) 2) 3)
JP Morgan Core Bond Fund * 45 - 45 -
{a) This category includes investments in U.S. government

obligations and mortgage-backed and asset-backed securities. The funds are
valued using the net asset value method in which an average of the market
prices for the underlying investments is used to value the fund.

- I 10. Fair Value Measurements ]

The fair values of our financial instruments are based on published sources
for pricing when possible. We rely on valuation models only when no other
method is available to us. The fair value of our financial instruments represents
estimates of possible value that may or may not be realized in the future. The



table below presents the fair value and cost of our non-derivative instruments at
December 31, 2012 and 2011. See also Note 11 for the fair values of our
derivative instruments. :

Decernber 31, 2012

December 31, 2011

Fair Fair
$in millions Cost Value Cost Value
Assets

Money market funds ' 0.2 0.2 0.2 0.2
Equity securities 4.0 341 3.9 4.4
Debt securities 4.6 5.0 5.0 5.5
Multi-strategy fund 0.3 0.3 0.3 0.2
Total assets ‘ 9.1 10.6 9.4 10.3
Liabilities
Pebt 2,609.9 2,707.1 26293 2,710.€
Debt

The carrying value of DPL’s debt was adjusted to fair value at the Merger
date. The fair value of the debt at December 31, 2012 did not change
substantially from the value at the Merger date. Unrealized gains or losses
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are not recognized in the financial statements as debt is presenied at the
carrying value established at the Merger date, net of unamortized premium or
discount in the financial statements. The debt amounts include the current
portion payabie in the next twelve months and have maturities that range from
2013 to 2061.

Master Trust Assets

DP&L established a Master Trust to hold assets that could be used for the
benefit of employees participating in employee benefit plans. These assels are
primarily comprised of open-ended mutual funds which are valued using the net
asset value per unit. These investments are recorded at fair value within Other
deferred assets on the balance sheets and classified as available for sale. Any
unrealized gains or losses are recorded in AOCI untif the securities are sold.

DPL had $0.7 million {$0.5 million after tax} and immaterial unrealized losses
on the Master Trust assets in AQOCI at December 31, 2012 and $0.9 miilion {$0.6
million after tax) in unrealized gains and immaterial unrealized losses in AOCI at
December 31, 2011, '

Various investments were sold during the past twelve months to facilitate the
distribution of benefits. $0.1 million ($0.1 million after tax) of unrealized gains
were reversed into earnings during the past twelve months. $0.1 million ($0.1
million after tax} of unrealized gains are expected to be reversed to earnings
over the next twelve months.

Net Asset Value (NAV} per Unit



The following table discloses the fair value and redemption frequency for
those assets whose fair value is estimated using the NAV per unit as of
December 31, 2012 and 2011. These assets are part of the Master Trust. Fair
values estimated using the NAV per unit are considered Level 2 inputs within the
fair value hierarchy, unless they cannct be redeemed at the NAV per unit on the
reporting date. Investments that have restrictions on the redemption of the
investments are Level 3 inputs. As of December 31, 2012, DPL did not have
any investments for sale at a price different from the NAV per unit.

Fair Value Estimated Using Net Asset Value per Unit

Fair Value Redemptio
at December Unfunded n
$ in millions 31,2012 Commitments Frequency
Money market fund @ 0.2 - Immediate
Equity securities 5.1 - Immediate
Debt Securities @ 5.0 - Immediate
Multi-strategy fund @ 0.3 - Immediate
Total 10.6 -
Fair Value Estimated Using Net Asset Value per Unit
Fair Value at
December 31, Unfunded Redemptior
$ in millions 2011 Commitments Freguency
Money market fund @ 0.2 - Immediate
Equity securities © 4.4 - Immediate
Debt Securities @ 55 - Immediate
Multi-strategy fund ¢ 0.2 - Immediate
Total 10.3 -
(a) This category includes investments in high-quality, shorf-term

securities. Investments in this category can be redeemed immediately at the current net

asset value per unit.

(b} This category includes investments in hedge funds representing an
S&P 500 index and the Morgan Stanley Capital international (MSCI) U.S. Small Cap 1750
Index. Investments in this category can be redeemed immediately at the current net

asset value per unit.

() This category includes investments in U.S. Treasury obligations and
U.S. investment grade bonds. Investments in this category can be redeemed immediately
at the current net asset value per unit.

{d} This category includes a mix of actively managed funds helding

investments in stocks, bonds and short-term investments in a mix of actively managed
funds. Investments in this category can be redeemed immediately at the current net

asset value per unit.
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Fair Value Hierarchy



Fair value is defined as the exchange price that would be received for an
asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between
market participants on the measurement date. The fair value hierarchy requires
an eniity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. These inputs are then
categorized as l.evel 1 (quoted prices in active markets for identical assets or
liabilities); Level 2 {observable inputs such as quoted prices for similar assets or
liabilities or quoted prices in markets that are not active); or Level 3
{unobservable inputs).

Valuations of assets and liabilities reflect the value of the instrument
including the values associated with counterparty risk. We include our own
credit risk and our counterparty’s credit risk in our calculation of fair value using
global average default rates based on an annual study conducted by a large
rating agency.

We did not have any transfers of the fair values of our financial instruments
between Level 1 and Level 2 of the fair value hierarchy during the twelve months
ended December 31, 2012 and 2011.

The fair value of assets and liabilities at December 31, 2012 measured on &
recurring basis and the respective category within the fair value hierarchy for
- DPL was determined as follows:

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Level 1 Level 2 Level 3
Based on
Quoted
Fair Prices
Value at in Other
December Active observable Unobsen
$ in millions 31, 2012(a) Markets inputs able inputs
Assets
Master trust assets
Mcney market funds 0.2 0.2 -
Equity securities 51 - 51
Debt securities 5.0 - 5.0
Multi-strategy fund 0.3 - 0.3
Total Master trust assets 10.6 0.2 104
Derivative assets )
Heating oil futures 0.2 0.2 -
Forward power contracts 6.3 - 6.3
- Total derivative assets 6.5 0.2 6.3
Total assets 171 0.4 16.7
Liabilities
Derivative liabilities
FTRs (0.1) - - (0.1
Inferest rate hedges (29.5) - {29.5) .
Forward power confracis (13.1) - {13.1) .
Total derivative liabilities {42.7) - (42.6) (0.1



Long Term Debt
Total liabilities

{(a) Includes credit valuation
" adiustment.

(2,707.1)

(2,688.2) {18.9

(2,749.8)

(2,730.8) (19.0

As of December 31, 2012, this table includes fForward power contracts in an
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asset position of $6.3 million. This table does not include $8.2 miilion of Forward
power coniracts that had been, but no longer need to be, accounted for as
derivatives at fair value that are to be amortized to earnings over the remaining
term of the associated forward contract. The amortization is discussed in Note

The fair value of assets and liabilities at December 31, 2011 measured on a

recurring basis and the respective category within the fair value hierarchy for
DPL was determined as follows:

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Level 1 Level 2 Level 3
Based on
Fair Quoted Prices
Value at in Other
December 31, Active observable Unobsen
$ in millions 2011{a) Markets inputs able inputs
Assets
Master trust assets .
Money market funds 0.2 - 0.2
Equity securities 4.4 - 4.4 -
Debt securities 55 - 55 -
Multi-strategy fund 0.2 - 0.2 -
Total Master trust assets 10.3 - 10.3
Derivative asseis
FTRs 0.1 - 0.1 -
Heating oil futures 1.8 1. - -
Forward power contracts 17.3 - 17.3 -
Total derivative assets 19.2 1.8 17.4 -
Total assets 29.5 1.8 27.7
Liabilities
Cerivative liabilities
Inferest rate hedges (32.5) - (32.5)
Forward NYMEX coal confracts (14.5) - (14.5)
Forward power contracts {(13.3) - {13.3) .
Total derivative liabilities {60.3) - (60.3) -
Total liabilities {60.3) - (60.3) -




(a) ] Includes credit vatuation adjustment.

We use the market approach te value our financial instruments. Level 1
inputs are used for derivative confracts such as heating oil futures and for money
market accounts that are considered cash equivalents. The fair value is
determined by reference to quoted market prices and other relevant information
generated by market transactions. Level 2 inputs are used to value derivatives
such as forward power contracts and forward NYMEX-quality coal contracts
(which are traded on the OTC market but which are valued using prices on the
NYMEX for similar contracts on the OTC market). Other Level 2 assets
include: open-ended mutual funds that are in the Master Trust, which are valued
using the end of day NAV per unit; and interest rate hedges, which use
observable inputs io populate a pricing model. Financial transmission rights are
considered a Level 3 input, beginning April 1, 2012, because the monthly
auctions are considered inactive.

Our Level 3 inputs are immaterial to our derivative balances as a whole and
as such no further disclosures are presented.

Our debt is fair valued for disclesure purposes only and most of the fair
values are determined using quoted market prices in inactive markets. These
fair value inputs are considered Level 2 in the fair value hierarchy. Our long-term
leases and the WPAFB note are not publicly fraded. Fair value is assumed to
equal carrying value. These fair value inputs are considered Level 3 in the fair
value hierarchy as there are no observable inputs. Additional Level 3
disclosures were not presented since debt is not recorded at fair value.

Approximately 98% of the inputs to the fair value of our derivative
instruments are from quoted market prices.
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Non-recurring Fair Value Measurements

We use the cost approach to determine the fair value of our AROs which are
estimated by discounting expected cash cuiflows to their present value at the
initial recording of the hability. Cash outflows are based on the approximate
future disposal cost as determined by market information, historical information
or other management estimates. These inputs to the fair value of the AROs
would be considered Level 3 inputs under the fair value hierarchy. A new ARO
Hability in the amount of $0.1 million was established in 2012 associated with a
gypsum landfill disposal site that is presently under construction. This increase
in 2012 was offset by a $0.1 million reduction in ARO for asbestos as a result of
an acceleration of removal and remediation activities. There were $4.8 million of
gross additions to our existing river structures and asbestos AROs as a result of
the purchase accounting adjustments in 2011. There were additions of $0.1
million and $0.9 million during the periods November 28, 2011 through
December 31, 2011January 1, 2011 through November 27, 2011, respectively.

Cash Equivalents ‘
DPL had $130.0 million and $125.0 millien in money market funds classified
as cash and cash equivalents in its Consolidated Balance Sheets at December



31, 2012 and 2011, respectively. The money market funds have quoted prices
that are generally equivalent to par.

| 11. Derivative Instruments and Hedging Activities |

In the normal course of business, DPL enters into various financial
instruments, including derivative financial instruments. We use derivatives
principally to manage the risk of changes in market prices for commodities and
interest rate risk associated with our long-term debt. The derivatives that we use
to economically hedge these risks are governed by our risk management policies
for forward and futures confracts. Cur net positions are continually assessed
within our structured hedging programs to determine whether new or offsetting
transactions are required. The objective of the hedging program is to mitigate
financial risks while ensuring that we have adequate resources to meet our
requiremenis. We monitor and value derivative positions monthly as part of our
risk management processes. We use published sources for pricing, when
possible, to mark positions to market. All of our derivative instruments are used
for risk management purposes and are designated as cash flow hedges or
marked to market each reporting period.

Af Decehber 31, 2012, DPL had the following outstanding derivative
instruments:

Net
Purchase Purchases/
Accounti s Sales (Sales)
Commodity _ng Treatment Unit {in thousands} (in thousands) (in thousands
Mark to
FTRs Market MWh . 6.9 - 6.t
Mark to
Heating Cil Futures Market Gallons 1,764.0 - 1,764.C
Cash
Forward Power Contracts Flow Hedge MWh 1,021.0 (2,197.9) {1,176.€
Mark to
Forward Power Contracts Market MWh 25107 (4,760.4) (2,249%
Cash
Interest Rate Swaps Flow Hedge s 160,000.0 - 160,000.0
At December 31, 2011, DPL had the following outstanding derivative
instruments; ’
Net
Purchase Purchases/
‘ Accounti s Sales {Sales)
Commodity ng Treatment Unit {in thousands) ({in thousands} (in thousands
Mark to
FTRs Market Mwh 7.1 {0.7) 6.
Mark to
Heating Qil Futures Market Gallons 27720 - 2,7724(
Cash
Forward Power Contracts Flow Hedge MwWh 886.2 (341.6) 544 €
Mark to
Forward Power Contracts Market Mwh 1,765.4 (1,739.5) 29.¢
Mark to
NYMEX-quality Coat Contracts ® Market Tons 2,015.0 - 2,015.0
Cash
Interest Rate Swaps Flow Hedge Ush 160,000.0 - 160,000.¢
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(a) Includes our partners’ share for the jointly-owned stations that DP&L
operates.

Cash Flow Hedges

As part of our risk rnanagement processes, we identify the relationships
between hedging instruments and hedged items, as well as the risk management
objective and strategy for undertaking various hedge transactions. The fair
values of cash flow hedges determined by current public market prices will
continue to fluctuate with changes in market prices up to contract
expiration. The effective portion of the hedging transaction is recognized in
AOCI and transferred to earnings using specific identification of each contract
when the forecasted hedged transaction takes place or when the forecasted
hedged transaction is probable of not occurring. The ineffective portion of the
cash flow hedge is recognized in earnings in the current period. All risk
components were taken into account to determine the hedge effectiveness of the
cash flow hedges.

We enter into forward power contracts to manage commodity price risk
exposure related to our generation of electricity and our sale of retail power to
third parties through our subsidiary DPLER. We do not hedge all commodity
price risk. We reclassify gains and losses on forward power contracts from AQCH
into earnings in those periods in which the contracts settle.

We also enter into interest rate derivative contracts to manage interest rate
exposure related to anticipated borrowings of fixed-rate debt. Our anticipated
fixed-rate debt offerings have a high probability of occurrence as the proceeds
will be used to fund existing debt maturities and projected capital
expenditures. We do not hedge all interest rate exposure. During 2011, interest
rate hedging relationships with a notional amount of $200.0 million sefiled -
resuiting in DPL making a cash payment of $48.1 million {$31.3 million net of
tax). As part of the Merger discussed in Note 2, DPL entered into a $425.0
mitlion unsecured term loan agreement with a syndicated bank group on August
24, 2011, in part, to pay the approximately $297.4 million principal amount of
DPL’s €.875% debt that was due in September 2011. The remainder was drawn
for other corporate purposes. This agreement is for a three year term expiring
on August 24, 2014. See Note 7 for further information. As a result, some of the
forecasted transactions originally being hedged are probable of not occurring
and therefore approximately $5.1 million {$3.3 million net of tax) has heen
reclassified to eamings during the period January 1, 2011 through November 27,
2011. Because the interest rate swap had aiready cash settled as of the Merger
date, this hedge had no future value and was not valued as a part of the
purchase accounting (See Note 2 for more information). We reclassify gains and
losses on interest rate derivative hedges related to debt financings from AOCI
into eamings in those periods in which hedged interest payments occur.
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The following table provides information for DPL concerning gains or losses

recognized in AQCI for the cash flow hedges:

Successor Predecessor
November 28, January 1,
Year ended 2011 through 2011 through
December 31, Deceimber 31, November 27, Year ended
2012 2011 2011 December 31, 201¢
Inte
rest Inter Inter Inte
Pow Rate Pow est Rate Pow est Rate Pow est Rate
% in millions er Hedges er Hedges er Hedges er Hedges
Beginning '
accumulated derivative
gain / (loss) in AOCI @ 0.3 (0.8) . - (1.8) 21.4 (1.4) 14.7
Net gains / (losses)
associated with current
period hedging :
transactions {2.6) 1.1 0.1 (0.6) {(1.2) {57.0) 3.1 9.2
Net gains
reclassified to earnings:
Interest Expense - 0.2 - (€.2) (2.3) - (2.5
Revenues {0.7) - 0.1 - 1.1 - {3.5) -
Purchased Power - - 0.1 - 0.9 - - -
Ending
accumulated derivative
gain / (loss} in AQCI (3-0) 0.5 0.3 (0.8) (1.0 (37.9) {1.8) 214
Net gains / (losses)
associated with the
ineffective partion of the
hedging transaction
Interest Expense - 0.2 - 0.4 - 5.1 - -

Revenues - - - -

Portion expected to
be reclassified to
earnings in the next
twelve months ® {7.7) - - -

Maximum length of
time that we are
- hedging our exposure
to variability in future
cash flows related to
forecasted fransactions

{in months) 24.0 8.0

(a)
inte AQC] were re
details of the purg|

Approximately $38.9 million of unrealized losses previously deferred
moved as a result of purchase accounting. See Note 2 for further
hase price allocation.



(b) The actual amounts that we reclassify from AQCI to earnings related to

power can differ from the estimate above due to market price changes.
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The following table shows the fair value and balance sheet classification of
DPL’s derivative instruments designated as hedging instruments at December

31, 2012 and 2011.

Fair Values of Derivative Instruments Designated as Hedging Instruments at December 31, 2012

(@)

$ in miltions Fair Value Balance Sheet Location
Short-term Derivative Positions
Other prepayments and current
Forward Power Contracts in an Asset Position 0.5 assets
Forward Power Contracis in a Liability Other current liabiities
Position {6.7)
Interest Rate Hedges in a Liability Position (29.5) Other current liabilities
Total Short-term Cash Flow Hedges {35.7)
Long-term Derivative Positions
Forward Power Contracts in an Asset Position 0.5 Other deferred assets
Forward Power Contracts in a Liability Other deferred credits
Position {1.5)
Interest Rate Hedges in a Liability Position , - Other deferred credits
Total Long-term Cash Flow Hedges (1.0)
Total Cash Flow Hedges {36.7)

(a) Includes credit valuaticn
adjustment.

Fair Values of Derivative instruments Designated as Hedging Instruments at December 31, 2011

(8)

$ in millions Fair Value Balance Sheet Location
Short-term Derivative Positions
Forward Power Contracts in an Asset Position Cther prepayments and current
1.5 assetls
Forward Power Contracts in a Liability Other current liabilities
Position (0.2)
Total Short-term Cash Flow Hedges 1.3
Long-term Derivative Positions
| Forward Power Contracts in an Asset Position 0.1 Other deferred assets
Forward Power Contracts in a Liability Other deferred credits
Position (2.6

Interest Rate Hedges in a Liability Position

{32.5)

_Other deferred credits



Total Long-term Cash Flow Hedges (35.0)

Total Cash Flow Hedges 33.7

{(a) Includes credit valuation adjustment.

Mark to Market Accounting

Certain derivative contracts are entered into on a regular basis as part of our
risk management program but do not qualify for hedge accounting or the norrmal
purchases and sales exceptions under FASC 815. Accordingly, such contracts
are recorded at fair value with changes in the fair value charged or credited to
the consolidated statements of results of operations in the pericd in which the
change occurred. This is commonly referred to as “MTM accounting.” Contracts
we enfer into as part of our risk management pregram may be settled financially,
by physical delivery or net settled with the counterparty. We mark to market
FTRs, heating oil futures, forward NYMEX-qguality coal contracts and certain
forward power contracts.

Certain qualifying derivative instruments have been designated as normal
purchases or normal sales contracts, as provided under GAAP. Derivative
contracts that have been designated as normal purchases or normal sales under
GAAP are not subject to MTM accounting treatment and are recognized in the
consolidated statements of results of operations on an accrual basis.
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Regulatory Assets and Liabilities

In accordance with regulatory accounting under GAAP, a cost that is
probable of recovery in future rates should be deferred as a regulatory asset and
a gain that is probable of being returned to customers should be deferred as a
regulatory liability. Portions of the derivative contracts that are marked to market
each reporting period and are related to the retait portion of DP&L’s load
requirements are included as part of the fuel and purchased power recovery rider
approved by the PUCOC which began January 1, 2010. Therefore, the Ohio retail
customers’ portion of the heating oil futures and the NYMEX-quality coal
confracts are deferred as a regulatory asset or liability until the contracts
settle. If these unrealized gains and losses are no longer deemed to be probable
of recovery through our rates, they will be reclassified into eamings in the period
such determination is made. '

The following tables show the amount and classification within the
consolidated statements of results of operations or balance sheets of the gains
and losses on DPL’s derivatives not designated as hedging instruments for the
year ended December 31, 2012, the period November 28, 2011 through
December 31, 2011, the period January 1, 2011 through November 27, 2011,
and the year ended December 31, 2010.

Successor

Year ended December 31, 2012




. NYMEX Heating
$ in millions Coal Qil FTRs Power Total
Derivatives not designated as
hedging instruments
Change in unrealized gain / :
{loss) 14.5 (1.6) (0.2) 4.3 17.0
Realized gain / (loss) {29.5) 1.9 0.5 {5.0) {321
Total {15.0) 03 0.3 (0.7) {15.1
Recorded on Balance Sheet:
Partners' share of gain 4.2 - - - 4.2
Regulatory (asset) / liability 1.0 (0.6) - - 0.4
Recorded in Income Statement: gain / (loss)
Revenue - - - {5.1) (5.1
Purchased Power “ - 0.3 4.4 47
Fuel {20.2) 0.7 - - (19.5
O&M - 0.2 - - 0.2
Total {15.0) 0.3 0.3 {0.7) {151
November 28, 2011 through December 31, 2011
NYMEX Heating
$ in millions Coal Oil FTRs Power Tofal
Derivatives not designated as
hedging instruments
Change in unrealized loss (1.4) (0.5) - {0.8) (2.7
Realized gain / (loss) (1.2) 0.1 0.1 (0.9) (1.8
Total (2.6) (0.4) 0.1 (1.7) (4.6
Recorded on Balance Sheet: ‘
Partners' share of loss (0.3) - - - (0.3
Regulatory asset (0.1) (0.1} - - (0.2
Recorded in Income Statement: gain/ (loss)
Revenue - - - 0.6 0€
Purchased Power - - 0.1 (2.3) (2.2
Fuel (2.2) {0.3) - - (2.5
O&M - - - - -
Total {2.6) {0.4) . 0.1 (1.7) (4.6
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Predecessor
January 1, 2011 through November 27, 2011
NYMEX Heating
$ in millions Coal Qil FTRs Power Total




Derivatives not designated as
hedging instruments
Change in unrealized gain /

{loss) (50.7) 0.6 {0.2) 0.8 (49.5
Realized gain / (loss) 8.7 22 {0.6) (2.7) 7.€
Total {42.0) 2.8 (0.8) (1.9) {41.9
Recorded on Balance Sheet:
Partners' share of ioss {25.9) - - - {25.9
Regulatory (asset) / liability (7.0) 0.1 - - (6.9
Recorded in Income Statement: gain / {loss)
Revenue - - - (3.8) (3.8
Purchased Power - - {0.8) 1.9 1.1
Fuel {9.1) 25 - - (6.6
O&M - 0.2 - - 0.2
Total (42.0) 2.8 (0.8) (1.9) {41.9
Year ended December 31, 2010
NYMEX Heating
$ in millions Coal Oil FTRs Power Total
Derivatives not designated as
hedging instruments
Change in unrealized gain /
(loss) 33.5 2.8 {0.6) 0.1 35.8
Realized gain / (loss) 3.2 (1.6) {1.5) {0.1) -
Total 36.7 1.2 (2.1 - 35.8
Recorded on Balance Sheet:
Partners' share of gain 20.1 - - - 201
Regulatory liability 4.6 1.1 - - 57
Recorded in Income Statement: gain / (loss) .
Purchased Power - - (2.1) - (2.1
Fuel 12.0 a1 - - 12.1
O&M - - - - -
Total 38.7 1.2 (2.1) - 35.8
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The following tables show the fair value and balance sheet c!assiﬁcation of
DPL’s derivative instruments not designated as hedging instruments at
December 31, 2012 and 2011. '

Fair Values of Derivative Instruments Not Designated as Hedging Instruments

December 31, 2012

$ in millions Fair Value @ Balance Sheet Location




Short-term Derivative Positions

FTRs in a Liability Position

Forward Power Contracts in an Asset Position
Forward Power Confracts in a Liability
Position

Heating Oil Futures in an Asset Position
Total Short-term Derivative MTM Positions

Long-term Derivative Positions

Forward Power Contracts in an Asset Position
Forward Power Contracts in a Liability
Position

Total Long-term Derivative MTM Positions

Net MTM Position

(0.1)
27
{a.1)

0.2
{1.3)

3.6

(0.8)

1.5

(a} Includes credit valuation adjustment.

Other current liabilities
Other prepayments and current .
asseis

Other current liabilities

Other prepayments and current
assets

Other deferred assets

Other deferred credits

As of December 31, 2012, this table includes Forward power contracts in a
short-term asset position of $2.7 million and a long-term asset position of $3.6
million. This table does not include a short-term asset position . of $7.2 millior or
a long-term ‘asset positicn of $1.0 million of Forward power contracts that had
been, but no longer need to be, accounted for as derivatives at fair value that are
to be amortized to earmnings over the remaining term of the associated forward
confract. The amortization is included in the above table for the Year Ended

December 31, 2012.

Fair Values of Derivative Instruments Not Designated as Hedging Instruments

December 31, 2011
$ in millions Fair Value © Balance Sheet Location
Short-term Derivative Positions
Other prepayments and current
FTRs in an Asset Position 0.1 assets
Other prepayments and current
Forward Power Contracts in an Asset Position 9.9 assets
Forward Power Contracts in a Liability
Position {6.5) Other current liabilities
NYMEX-quality Coal Forwards in a Liability
Position {8.3) Other current liabilities
Other prepayments and current
Heating Oil Futures in an Asset Position 1.8 assels
Total Short-term Derivative MTM Positions (3.0
1.ong-term Derivative Positions
Forward Power Contracts in an Asset Position 58 Other deferred assets
Forward Power Contracts in a Liability Other deferred credits
Position (4.0)

NYMEX-quality Coal Forwards in a Liahility
Position

6.2)

Other deferred credits



Total Long-term Derivative MTM Positions 4.4

Net MTM Position (7.4)

(a) Includes credit valuation adjustment.

Certain of our OTC commodity derivative contracts are under master netting
agreements that contain provisions that require our debt to maintain an
investment grade credit rating from credit rating agencies. Since our debt
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has fallen below investment grade, some of our counterparties to the
derivative instruments have requested coliateralization of the MTM loss.

The aggregate fair value of DPL’s derivative instruments that are in a MTM
loss position at December 31, 2012 is $13.2 million. This amount is offset by
$5.1 million of collateral posted directly with third parties and in a broker margin
account which offsets our loss positions on the forward contracts. This liability
position is further offset by the asset position of counterparties with master
netting agreements of $6.3 million. Since our debt is below investment grade,
we could have to post collateral for the remaining $1.8 million.

[ 12. Share-based Compensation {

In April 2006, DPL’s shareholders approved The DPL Inc. Equity and
Performance Incentive Plan (the EPIP) which became immediately effective for a
term of ten years. The Compensation Committee of the Board of Directors
designated the employees and directors eligible to participate in the EPIP and
the times and types of awards to be granted. A total of 4,500,000 shares of DPL
common stock had been reserved for issuance under the EPIP.

As a result of the Merger {see Note 2), vesting of ali share-based awards
-was accelerated as of the Merger date. The remaining compensation expense
of $5.5 million ($3.6 million after tax) was expensed as of the Merger date.

The folloWing table summarizes share-based compensation expense (note
that there is no share-based compensation activity after November 27, 2011 as a
result of the Merger): '

Predecessor
January 1,
2011 through Year endec
‘ November 27, December 31,
$ in millions 2011 2010
Performance shares 2.4 .
Restricted shares 5.3 1.7
Non-employee direciors' RSUs 06 04
Management performance shares : 1.8 0.t

Share-based compensation included in Operation and 10.1 47



maintenance expense
Income tax benefit {3.5)

(1.6

3.1

Total share-based compensation, net of tax 6.6

Share-based awards issued in DPL’s common stock were distributed from
treasury stock prior fo the Merger; as of the Merger date, remaining share-based
awards were distributed in cash in accordance with the Merger agreement.

Determining Fair Value

Valuation and Amortization Method — We estimated the fair value of
performance shares using a Monte Carlo simulation; resfricted shares were
valued at the closing market price on the day of grant and the Directors’ RSUs
were valued at the closing market price on the day prior to the grant date. We
amortized the fair value of all awards on a straight-line basis over the requisite
service periods, which were generally the vesting periods.

Expected Vofatility — Our expected volatility assumptions were based on the
historical volatility of DPL common stock. The volatility range captured the high
and low volatility values for each award granted based on its specific terms.

Expected Life — The expected life assumption represented the estimated
period of time from the grant date until the exercise date and refiected historicai
employee exercise pattems.

Risk-Free Interest Rate — The risk-free interest rate for the expected term of
the award was based on the corresponding yield curve in effect at the time of the
valuation for U.S. Treasury bonds having the same term as the expected life of
the award, i.e., a five-year bond rate was used for valuing an award with a five
year expected life.
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Expected Dividend Yield — The expected dividend yield was based on DPL’s
current dividend rate, adjusted as necessary to capture anticipated dividend
changes and the 12 month average DPL common stock price.

Expected Forfeitures — The forfeiture rate used to calculate compensation
expense was based on BPL’s historical experience, adjusted as necessary to
reflect special circumstances.

Stock Options

In 2000, DPL’s Board of Directors adopted and DPL’s sharehclders
approved The DPL Inc. Stock Option Plan. With the approval of the EPIP in April
2006, no new awards were granted under The DPL Inc. Stock Option Plan. Prior
to the Merger, all outstanding stock options had been exercised or had expired.

- Summarized stock opticn activity was as follows (note that there is no stock
option activity after November 27, 2011 as a result of the Merger):

Predecessor




January 1,

2011 through Year endec

November 27, December 31,
$ in millions 2011 2010
Options:

QOutstanding at beginning of period 351,500 417,50C
Granted - oo
Exercised (75,500) (66,000
Expired (276,000) -
Forfeited - -

Qutstanding at end of period - 351,50C

Exercisabie at end of period - 351,50C
Weighted average option prices per share:

Outstanding at beginning of period 28.04 27.1€
Granted - -
Exercised 21.02 21.0C
Expired 29.42 -
Forfeited - -

Outstanding at end of period - 28.04

Exercisable at end of period - 28.04
The following table reflects information about stock option activity during the
pericd (note that there is no sfock option activity after November 27, 2011 as a
resuit of the Merger):
Predecessor
January 1,
2011 through Year endec
November 27, December 31,
$ in millions 2011 2010
Weighted-average grant date fair value of options granted during ’
the period - -
Intrinsic value of options exercised during the period 0.7 0.t
Proceeds from options exercised during the period 1.6 14
Excess tax benefit from proceeds of options exercised 02 0.1

Fair value of options that vested during the period

Unrecognized compensation expense

Weighted-average period to recognize compensation expense

{in years)
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Restricted Stock Units {RSUs)

RSUs were granted to certain key employees prior to 2001. As of the

Merger date, there were no RSUs outstanding.



, Summarized RSU activity was as follows (note that there is no RSU activity
after November 27, 2011 as a result of the Merger):

Predecessor
January 1,
2011 through Year endec
November 27, December 31,
$ in millicns 2011 2010
RSUs:

Outstanding at beginning of period - 3,311
Granted L o- -
Dividends : - -
Exercised - (3,311
Forfeited - -

Outstanding at end of period - -

Exercisable at end of period - -
- Performance Shares
Under the EPIP, the Board of Direcfors adopted a Long-Term Incentive Plan
(LTIP) under which DPL granted a targeted number of performance shares of
common stock to executives. Grants under the LTIP were awarded based on a
Total Shareholder Return Relative to Peers performance. The Total Shareholder
Refurn Relative to Peers is considered a market condition in accordance with the
accounting guidance for share-based compensation.
At the Merger date, vesting for all non-vested LTIP performance shares was
accelerated on a pro rata basis and such shares were cashed out at the $30.00
per share merger consideration price in accordance with the Merger agreement.
Summarized performance share activity was as follows (note that there is no
performance share activity after November 27, 2011 as a result of the Merger):
Predecessor
January 1,
2011 through Year endec
: November 27, December 31,
$ in millions ' 2011 2010
Performance shares: ‘

Cutstanding at beginning of period 278,334 237,704
Granted ‘ 85,093 161,534
Dividends (198,899) (91,253
Exercised C (66,836) -
Forfeited (97,892) (29,651

Outstanding at end of period - 278,334

Exercisable at end of period - 66,83€

131




The following table reflects information about performance share activity
during the period (note that there is no performance share activity after
November 27, 2011 as a resuit of the Merger):

Restricted Shares

Under the EPIP, the Board of Directors granted shares of DPL Restricted
Shares to various executives and other key employees. These Restricted
Shares were registered in the recipient's name, carried full voting privileges,
received dividends as declared and paid on all DPL common stock and vested
after a specified service period.

In July 2008, the Board of Directors granted Restricted Share awards under
the EPIP to a select group of management employees. The management
Restricted Share awards had a three-year requisite service pericd, carried full
voting privileges and received dividends as declared and paid on all DPL

common stock.

On September 17, 2009, the Board of Directors approved a two-part equity
compensation award under the EPIP for certain of DPL's executive officers. The
first part was a Restricted Share grant and the second part was a matching

Predecessor
January 1,
2011 through Year endec
November 27, December 31,
$ in millions 2011 2010
Weighted-average grant date fair value of performance shares
granted during the period : 2.2 2¢
Intrinsic value of performance shares exercised during the
period ' 6.0 2.5
Proceeds from performatice shares exercised during the period - -
Excess tax benefit from proceeds of performance shares
~ exercised 0.7 -
Fair value of performance shares that vested during the period 47 1.€
Unrecognized compensation expense - 2.4
Weighted-average period to recognize compensation expense
(in years) - 1.7
The following table shows the assumptions used in the Monte Carlo
Simulation to calculate the fair value of the performance shares granted during
the period:
Predecessor
January 1,
2011 through Year endec
November 27, December 31,
2011 2010
Expected volatility 24.0% 24.3%
Weighted-average expected volatility 24.0% 24 3%
Expected life (years) 3.0 30
Expected dividends 5.0% 4.5%
Weighted-average expected dividends 5.0% 4.5%
Risk-free interest rate 1.2% 1.4%



Restricted Share grant. These Restricted Share grants generally vested after
five years If the parlicipant remained coniinuously employed with DPL or a DPL
subsidiary and if the year-over-year average EPS had increased by at least 1%
from 2009 to 2013. Under the matching Restricted Share grant, participants had
a three-year period from the date of plan implementation during which they could
purchase DPL common stock equal in value to up to two times their 2009 base
salary. DPL matched the shares purchased with another grant of Restricted
Shares (matching Restricted Share grant). The percentage match by DPL is
detailed in the table below. The mafching Restricted Share grant would have
generally vested over a three-year period if the participant continued to hold the

. originally purchased shares and remained continuously employed with DPL or a
DPL subsidiary. The Restricted Shares were registered in the recipient’'s name,
carried full voting privileges and received dividends as declared and paid on all
DPL common stock. '
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The matching criteria were:

Company %
: Match of
Value (Cost Basis) of Shared Purchased Value of Shares
as a % of 2009 Base Salary Purchased
1% to 25% 25%
>25% fo 50% 50%
>50% to 100% , 75%
>100% to 200% 125%

The matching percentage was applied on a cumulative basis and the
resulting Restricted Share grant was adjusted at the end of each calendar
quarter. As a result of the Merger, the maiching Restricted Share grants were
suspended in March 2011.

In February 2011, the Board of Directors granted a targeted number of time-
vested Restricted Shares to executives under the LTIP. These Restricted
Shares did not carry voting priviteges nor did they receive dividend rights during
the vesting period. In addition, a one-year holding period was implemented after
the three-year vesting period was completed.

Restricted Shares could only be awarded in DPL common stock.
At the Merger d'ate, vesting for all non-vested Restricted Shares was
accelerated and ali outstanding shares were cashed out at the $30.00 per share

merger consideration price in accordance with the Merger agreement.

Summarized Restricted Share activity was as follows (note that there is no
Restricted Share activity after November 27, 2011 as a result of the Merger):

7 Predecessor
$ in millions ] January 1, Year endec




2011 through December 31,

November 27, 2010
2011
Restricted shares:

Outstanding at beginning of peried 219,391 218,197
Granted 67,348 42 977
Exercised (286,737) (20,803
Forfeited - (20,980

- 219,391

Qutsfanding at end of period

Exercisable at end of period

The following table reflects information about Restricted Share activity during

the period (note that there is no Restricted Share activity after Novembe
2011 as a result of the Merger):

r27,

Predecessor
January 1,
2011 through Year endec
November 27, December 31,
$ in millions 2011 2010
Weighted-average grant date fair value of restricted shares
granted during the period 1.8 1.1
Intrinsic value of restricted shares exercised during the period 8.6 04
Proceeds from restricted shares exercised during the period - -
Excess tax benefit from proceeds of restricted shares exercised 0.5 0.1
Fair value of restricted shares that vested during the pericd 7.5 0.€
Unrecognized compensation expense - 34
Weighted-average period to recognize compensation expense
(in years) - 2.7
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Non-Employee Director RSUs

Under the EPIP, as part of their annual compensation for service to DPL and
DP&L, each non-employee Director received a retainer in RSUs on the date of
the shareholders’ annual meeting. The RSUs became non-forfeitable on April 15

of the following year. The RSUs accrued quarteriy dividends in the form

of

additional RSUs. Upon vesting, the RSUs became exercisable and were
distributed in DPL common stock, unless the Director chose to defer receipt of

. the shares until a later date. The RSUs were valued at the closing stock price on
the day prior to the grant and the compensation expense was recognized evenly

over the vesting period.

At the Merger date, vesting for the remaining non-vested RSUs was

accelerated and all vested RSUs (current and prior years) were cashed out at

the $30.00 per share merger consideration price in accordance with the
agreement.

Merger



The following table reflects information about RSU acti\ﬁty {note that there is
no non-employee Director RSU activity after November 27, 2011 as a result of

the Merger}):

Predecessor
January 1,
2011 through Year endec
November 27, December 31,
$ in millions 2011 2010
Restricted stock units:

Outstanding at beginning of period 16,320 20,712
Granted 14,392 15,752
Dividends accrued 3,307 2,484
Vested and exercised (34,019) (2,618
Vested, exercised and deferred - {20,010
Forfeited - -

Cutstanding at end of period - 16,32

Exercisable at end of period - -
The following table reflects information about non-employee Director RSU

activity during the period {note that there is no non-employee Director RSU

activity after November 27, 2011 as a result of the Merger):

Predecessor
January 1,
2011 through Year endec -
November 27, December 31,

$ in millions 2011 2010
Weighted-average grant date fair value of non-employee

Director RSUs granted during the period 0.5 0t
Intrinsic value of non-employee Director RSUs exercised during

the period 1.0 0t
Proceeds from non-employee Director RSUs exercised during :

the period ‘ - -
Excess tax benefit from proceeds of non-employee Director

RSUs exercised -
Fair value of non-employee Director RSUs that vested during the

period ' 1.0 0.€
Unrecoghized compensation expense - 0.1
Weighted-average period to recognize compensation expense

(in years) - 0.2

Management Performance Shares

Under the EPIP, the Board of Directors granted compensation awards for
select management employees. The grants had a three year requisite service
period and certain performance conditions during the performance period. The
managerment performance shares could only be awarded in DPL common stock.

At the Merger date, vesting for all non-vested management performance
shares was accelerated; some of the awards vested at target shares and other
awards vested at a pro rata share of target. All vested shares were cashed out



at the $30.00 per share merger consideration price in accordance with the

Merger agreement.
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Summarized management performance share activity was as follows (note
that there is no management performance share activity after November 27,

2011 as a result of the Merger):

Predecessor
January f, ,
2011 through Year endec
November 27, December 31,
$ in millions 2011 2010
Management performance shares:

Qutstanding at beginning of period 104,124 84,241
Granted 49,510 37.48C
Expired {31,081} -
Exercised (111,289) -
Forfeited (11,264) (17,597

Outstanding at end of period - 104,124

Exercisable at end of period - 31,081
The following table shows the assumptions used in the Monte Carlo
Simulation to caiculate the fair value of the management performance shares
granted during the pericd:
Predecessor
January 1,
2011 through Year endec
November 27, December 31,
2011 2010

Expected volatility 24.0% 24.3%

Weighted-average expected volatility 24.0% 24.3%

Expected life (years) 3.0 3.0

Expected dividends 50% 4.5%

Weighted-average expected dividends 5.0% 4.5%

Risk-free interest rate 1.2% 1.4%

The following table reflects information about management performance

share activity during the period (note that there is no management performance
share activity after November 27, 2011 as a result of the Merger):
Predecessor
January 1, Year endec
L 2011 through December 31,
= % in millions November 27, 2010




2011

Weighted-average grant date fair valie of management

performance shares granted during the period 1.3 0.6
Intrinsic value of management performance shares exercised

during the period 3.3
Proceeds from management performance shares exercised

during the period -
Excess tax benefit from proceeds of management performance

shares exercised - -
Fair value of management performance shares that vested

during the period 2.7 0.
Unrecognized compensation expense - 0.¢
Weighted-average period to recognize compensation expense

(in years) ' - 1.7
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[ 13. Redeemable Preferred Stock ||

DP&L has $100 par value preferred stock, 4,000,000 shares authorized, of
which 228,058 were outstanding as of December 31, 2012. DP&L also has $25
par value preferred stock, 4,000,000 shares authorized, none of which was
outstanding as of December 31, 2012. The table below details the preferred
shares outstanding at December 31, 2012:

December 31, 2012 Carrying Value @
and 2011 (3 in millions)
Preferre Redem

d ption price : Becem Decemr

Stock (% per Shares ber 31, ber 31,

Rate share)  Ouistanding 2012 2011
DP&L Series A 3.75% 102.50 93,280 7.4 7.4
DP&L Series B 3.75% 103.00 69,398 5.6 5€
DP&L Series C 3.90% 101.00 65,380 5.4 5.4
Total 228,058 18.4 18.4
(a) Carrying vatue is fair value at Merger date.

The DP&L preferred stock may be redeemed at DP&L’s option as
determined by its Board of Directors at the per-share redemption prices indicated
above, plus cumulative accrued dividends. In addition, DP&L's Amended
Articles of Incorporation contain provisions that permit preferred stockholders to
elect members of the Board of Directors in the event that cumulative dividends
on the preferred stock are in arrears in an aggregate amount equivalent to at
least four full quarterly dividends. Since this potential redemption-triggéring
event is not solely within the control of DP&L, the preferred stock is presented on
the Balance Sheets as “Redeemable Preferred Stock” in a manner consistent
with temporary equity.



As long as any DP&L preferred stock is outstanding, DP&L’s Amended
Articles of incorporation also contain provisions restricting the payment of cash
dividends on any of its common stock if, after giving effect to such dividend, the
aggregate of all such dividends distributed subsequent to December 31, 1946
exceeds the net income of DP&L available for dividends on its common stock
subsequent to December 31, 1946, plus $1.2 million. This dividend restriction
has historically not affected DP&L’s ability to pay cash dividends and, as of
December 31, 2012, DP&L’s retained earnings of $534.2 million were all
available for common stock dividends payable to DPL. We do not expect this
restriction to have an effect on the payment of cash dividends in the future. DPL
records dividends on preferred stock of DP&L within Interest expense on the
Statements of Results of Operations.

[ 14. Common Shareholders’ Equity |

Effective on the Merger date, DPL adopted Amended Arficles of
Incorporation providing for 1,500 authorized common shares, of which cne share
is outstanding at December 31, 2012.

On October 27, 2010, the DPL Board of Directors approved a new Stock
Repurchase Program that permitted DPL. to repurchase up to $200 million of its
cormmon stock from time to time in the open market, through private transactions
or otherwise. This 2010 Stock Repurchase Program was scheduled to run
through December 31, 2013, but was suspended in connection with the Merger,
discussed further in Note 2.

On Cctober 28, 2009, the DPL Board of Directors approved a Stock
Repurchase Program that permitted DPL to use proceeds from the exercise of
DPL warrants by warrant holders to repurchase other outstanding DPL warrants
or its common stock from time fo time in the open market, through private
transactions or otherwise. This 2009 Stock Repurchase Program was scheduled
to run through June 30, 2012, but was suspended in connection with the Merger,
discussed further in Note 2. In June 2011, 0.7 miltion warrants were exercised
with proceeds of $14.7 million. Since the Stock Repurchase Program was
suspended, the proceeds from the June 2011 exercise of warrants were not
used to repurchase stock.

As a result of the Merger involving DPL and AES, the outstanding shares of
DPL common stock were converted into the right to receive merger
consideration of $30.00 per share. When the remaining warrants were exercised
in March 2012, DPL paid the warrant holders an amount equal to $9.00 per
warrant, which is the difference between the merger consideration of $30.00 per
share of DPL common stock and the exercise price of $21.00
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per share. This amount was previously recorded as a $9.0 million liabiiity at
the Merger date. At December 31, 2011, DPL had 1.0 million outstanding
warrants which were exercised in March 2012,

Rights Agreement



DPL’s Rights Agreement, dated as of September 25, 2001, with
Computershare Trust Company, N.A. (the “Rights Agreement”) expired in
December 2011. The Rights Agreement attached one right to each common
share outstanding at the close of business on December 31, 2001, The rights
were separate from the common shares and had been exercisable at the
exercise price of $130 per right in the event of certain attempted business
combinations.

The Rights Agreement was amended as of April 19, 2011, to provide that
neither the execution of the Merger agreement nor the consummation of the
transactions contemplated by the Merger agreement would trigger the provisions
of the Rights Agreement.

ESOP

During October 1992, our Board of Directors approved the formation of a
Company-sponsored ESOP to fund matching contributions to DP&L’s 401(k)
retirement savings plan and certain other payments to eligible full-time
employees. ESOP shares used to fund matching contributions to DP&L’s 401(k)
vested after either two or three years of service in accordance with the match
formula effective far the respective plan match year; other compensation shares
awarded vested immediately. In 1992, the ESOP Plan entered into a $90 million
- loan agreement with DPL in order to purchase shares of DPL common stock in
the open market. The leveraged ESOP was funded by an exempt loan, which
was secured by the ESOP shares. As debt service payments were made on the
loan, shares were released on a pro rata basis. The term loan agreement
provided for principal and interest on the loan fo be paid prior to October 9, 2007,
with the right to extend the loan for an additional ten years. |n 2007, the maturity
date was extended to Oclober 7, 2017. Effective January 1, 2009, the interest
on the loan was amended to a fixed rate of 2.06%, payable annually. Dividends
received by the ESOP were used to repay the principal and interest on the
ESOP loan to DPL. Dividends on the allocated shares were charged to retained
eamings and the share vaiue of these dividends was allocated to participants.

During December 2011, the ESOP Plan was terminated and participant
balances were transferred to one of the two DP&L sponsored defined
contribution 401(k) plans. On December 5, 2011, the ESOP Trust paid the total
outstanding principal and interest of $68 miltion on the loan with DPL using the
merger proceeds from DPL common stock held within the ESOP suspense
account.

Compensation expense recorded, based on the fair value of the shares
committed to be released, amounted to zero from November 28, 2011 through
December 31, 2011 and forward (successor), $4.8 million from January 1, 2011
through November 27, 2011 (predecessor) and $6.7 million in 2010. '

For purposes of EPS computations and in accordance with GAAP, we
treated ESOP shares as outstanding if they were allocated to participants,
released or had been committed to be released. ESOP cumulative shares
outstanding for the calculation of EPS were 4.6 million in 2010 and 4.2 million in
2009,

|  15. Earnings Per Share 1




Basic EPS is based on the weighted-average number of DPL common
shares outstanding during the year. Diluted EPS is based on the weighted-
average number of DPL common and common-equivalent shares outstanding
during the year, except in periods where the inclusion of such common-
equivalent shares is anti-dilutive. Excluded from outstanding shares for these
weighted-average computations are shares held by DP&L's Master Trust Plan
for deferred compensation and unreleased shares held by DPL's ESQOP,

The common-equivalent shares excluded from the calculation of diluted
EPS, because they were anti-diiutive, were not material for the period January 1,
2011, through November 27, 2011 and the year ended December 31,

2010. Effective with the Merger, DPL is an indirectly wholly-owned subsidiary of
AES and earnings per share information is no longer required.
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The following shows the reconciliation of the numerators and denominators
of the basic and diluted EPS computations:

January 1, 2011 through

November 27, 2011 Year ended December 31, 201(
$ and shares in millions Incom Per Incom Per
except per share amounts g Shares  Share e Shares  Share
$ :
Basic EPS 150.5 114.5 1.3% 290.3 1156 2.51
Effect of Dilutive
Securities:
Warrants 0.4 0.3
Stock options,
performance and restricted
shares 02 0.2
_ $ !
Diluted EPS 150.5 1151 1.31 290.3 116.1 2.5C

16 Insurance Recovery

On May 18, 2007, DPL filed a claim with Energy Insurance Mutual (EIM) to
recoup legal costs associated with our litigation against certain former
executives. On February 15, 2010, after having engaged in both mediaticn and
arbitration, DPL and EIM entered into a settlement agreement resolving all
coverage issues and finalizing all obligations in connection with the claim. The
proceeds from the settlement amounted to $3.4 million, net of associated
expenses, and were recorded as a reduction to Operation and maintenance
expense during the year ended December 31, 2010.

~

17. Contractual Obligations, Commercial Commitments and
Contingencies




DPL - Guaranfees

In the normal course of business, DPL enters into various agreements with
its wholly-owned subsidiaries, DPLE and DPLER and its wholly-owned
subsidiary, MC Squared, providing financial or performance assurance to third
parties. These agreements are entered into primarily to support or enhance the
creditworthiness otherwise attributed to these subsidiaries on a stand-alone
basis, thereby facilitating the extension of sufficient credit te accomplish these
subsidiaries’ intended commercial purposes.

At December 31, 20112, DPL had $21.5 million of guarantees to third parties
for future financial or performance assurance under such agreements, including
$21.2 million of guarantees on behaif of DPLE and DPLER and $0.3 miflicn of
guarantees on behalf of MC Squared. The guarantee arrangements entered into
by BPL with these third parties cover select present and future obligations of
DPLE, DPLER and MC Squared to such beneficiaries and are terminable by
DPL upon written notice within a certain time to the beneficiaries. The carrying
amount of obligations for commercial transactions covered by these guarantees
and recorded in our Consolidated Balance Sheets was $0.0 million and
$0.1 million at December 31, 2012 and 2011, respectively.

To date, DPL has not incurred any losses rejated to the guarantees of
DPLE’s, DPLER’s and MC Squared’s obligations and we believe it is remote that
DPL would be required to perform or incur any losses in the future associated
with any of the above guaraniees of DPLE’s, DPLER’s and MC Squared’'s
obligations.

Equity Qwnership Interest _

BP&L. owns a 4.9% equity ownership interest in an eleciric generation
company which is recorded using the cost method of accounting under
GAAP. As of December 31, 2012, DP&L could be responsible for the repayment
of 4.9%, or $78.2 million, of a $1,596.5 million debt obligation comprised of both
fixed and variable rate securities with maturities between 2013 and 2040. This
would only happen if this electric generation company defaulted on its debt
payments. At Decemnber 31, 2012, we have no knowledge of such a default.
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Contractual Obligations and Commercial Commitments

We enter into various contractual obligations and other commercial
commitments that may affect the liquidity of our operations. At December 31,
2012, these include:

Payments due in:

- Less More
than 2-3 4-5 than
$ in millions Total 1 year years years 5 years
DPL:
Long-term debt 2,598.7 570.4 4253 450.2 1,152.8
507.¢

Interest payments 1,031.4 133.5 216.3 1741



Pension and postretirement

payments 256.2 24.6 50.3 51.1 130.2
Operating leases 1.0 0.4 0.6 - .
Coal contracts : 586.4 2276 150.6 138.8 69.4
Limestone contracts ¢ 26.8 5.4 10.7 10.7 -

] Purchase orders and other

contractual obligations 55.9 - 346 10.9 10.4 -
Reserve for uncertain fax

positions 18.3 18.3 - - -

Total contractual obligations 4,574.7 1,014.8 864.7 8353 1,859.¢
(a) Total at DP&L operated units.

Long-term debt;
DPL’s long-term debt as of December 31, 2012, consists of DPL’s

unsecured notes and unsecured term toan, along with DP&L’s first mortgage
bonds, tax-exempt pollution control bonds, capital leases, and the WPAFB
note. These long-term debt amounts include current maturities but exclude
unamortized debt discounts, premiums and fair value adjustments.

DP&L’s long-term debt as of December 31, 2012, consists of first mortgage
bonds, tax-exempt pollution control bonds, capital leases, and the WPAFB
note. These long-term debt amounts include current maturities but exclude
unamortized debt discounts.

See Note 7 for additional information.

Interest payments:

Interest payments are associated with the long-term debt described
above. The interest payments relating to variable-rate debt are projected using
the inierest rate prevailing at December 31, 2612.

Pension and postretirement payments: )

As of December 31, 2012, DPL, through its principal subsidiary DP&L, had
estimated future benefit payments as outlined in Note 9. These estimated future
benefit payments are projected through 2022.

Capital leases:
As of December 31, 2012, DPL, through its principal subsidiary DP&L, had

two immaterial capital leases that expire in 2013 and 2014.

Operating leases:
As of December 31, 2012, DPL, through its principal subsidiary DP&L, had
several immaterial operating leases with various terms and expiration dates.

Coal contracts.

DPL, through its principal subsidiary DP&L, has entered into various long-
term coal contracts to supply the coal requirements for the generating stations it
operates. Some contract prices are subject to periodic adjustment and have
features that limit price escalation in any given year.

Limestone contracts:

DPL, through its principal subsidiary DP&L, has entered into various
limestone contracts to supply limestone used in the operation of FGD equipment
at its generating facilities.
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Purchase orders and other contractual obligations:

As of December 31, 2012, DPL had various other contractual obligations
including non-cancelable contracts to purchase goods and services with various
terms and expiration dates,

Reserve for uncertain tax positions:
As of December 31, 2012, DPL had $18.3 million in uncertain tax positions
which are expected to be resolved within the next year.

Contingencies ]

In the normal course of business, we are subject to various lawsuits, actions,
proceedings, claims and other matters asserted under laws and regulations. We
believe the amounts provided in our Consolidated Financial Statements, as
prescribed by GAAP, are adequate in light of the probable and estimable
contingencies. However, there can be no assurances that the actual amounts
required to satisfy alleged liabilities from various legal proceedings, claims, tax
examinations, and other matters, including the matters discussed below, and to
comply with applicable laws and regulations, will not exceed the amounts
reflected in our Consolidated Financial Statements. As such, costs, if any, that
may be incurred in excess of those amounts provided as of December 31, 2012,
cannot be reasanably determined.

Environmental Matters

DPL, DP&L and our subsidiaries’ facilities and operations are subject to a
wide range of environmentatl regulations and laws by federal, state and local
authorities. As well as imposing continuing compliance obligations, these laws
and regulations authorize the imposition of substantial penalties for
noncompliance, including fines, injunctive relief and other sanctions. In the
normal course of business, we have investigatory and remedial activities
underway at these facilities to comply, or to determine compliance, with such
regulations.  We record liabilities for josses that are probable of cccurring and
can be reasonably estimated. We have estimated liabilities of approximately
$3.6 million for environmental matters. We evaluate the potential liability related
to probable losses arising from environmental matters quarterly and may
revise our estimates. Such revisions in the estimates of the potential liabilities
could have a material adverse effect on our results of operations, financial
condition or cash flows.

We have several pending environmental matters associated with our electric
generating stations. Some of these matters could have material adverse impacts
on the operation of the stations; especially the stations that do not have SCR and
FGD equipment installed to further conirol certain emissions. Currently,
Hufchings and Beckjord are our only coal-fired generating units that do not have
this equipment installed. DP&L owns 100% of the Hutchings Station and a 50%
interest in Beckjord Unit 6. .

On July 15, 2011, Duke Energy, a co-owner at the Beckjord Unit 6 facility,
_filed their Long-term Forecast Report with the PUCQO. The plan indicated that
Duke Energy plans to cease production at the Beckjord Station, including our



commonly owned Unit 6, in December 2014. This was followed by a notification
by the jeint owners of Beckjord 6 to PJM, dated April 12, 2012, of a planned June
1, 2015 deactivation of this unit. Beckjord was valued at zero at the Merger

date. We do not believe that any additional accruals are needed as a result of
this decision.

DP&L has informed PJM that Hutchings Unit 4 has incurred damage to a
rotor and wili be deactivated June 1, 2014. In addition, DP&L has notified PJM
that the remaining Hutchings units will be deactivated by June 1, 2015, We do
nof believe that any accruals are needed related to the Hutchings-Station.

Environmental Matters Related to Air Quality

Clean Air Act Compliance :
In 1990, the federal government amended the CAA to further reguiate air

pollution. Under the CAA, the USEPA sets limits on how much of a poliutant can
be in the ambient air anywhere in the United States. The CAA allows individual
states to have stronger pollution controls than those set under the CAA, but
states are not allowed to have weaker pollution controls than those set for the
whole country. The CAA has a materiai effect on our operations and such
effects are detailed below with respect to certain programs under the CAA.

- Cross-State Air Pollution Rule
The USEPA promulgated the “Clean Air Interstate Rule” (CAIR) on March

10, 2005, which required allowance surrender for SO, and NOx emissions from
existing electric generating stations located in 28 eastern states and the District
of Columbia. CAIR contemplated two implementation phases. The first phase
was to begin in 2009 and 2010 for NOx and S0., respectively. A second phase
with additional aliowance surrender obligations for both air emissions was to
begin in 2015. To implement the required emission reductions for this rule, the
states
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were to establish emission allowance based “cap-and-trade”
programs. CAIR was subsequenily challenged in federal court, and on July 11,
2008, the United States Court of Appeals for the D.C. Circuit issued an opinion
siriking down much of CAIR and remanding it to the USEPA.

In response to the D.C. Circuit’s opinion, on July 7, 2011, the USEPA issued
a final rule titled “Federal Implementation Plans to Reduce Interstate Transport of
Fine Particulate Matter and Ozone in 27 States,” which is now referred to as the
Cross-State Air Pollution Rule (CSAPR). Starting in 2012, CSAPR would have
required significant reductions in SO, and NOx emissions from covered sources,
such as power stations. Once fully implemented in 2014, the rule would have
required additional SO, emission reductions of 73% and additional NOx
reductions of 54% from 2005 levels. Many states, utilities and other affected
parties filed petitions for review, challenging the CSAPR before the U.S. Court of
Appeals for the District of Columbia. A large subset of the Petitioners also
sought a stay of the CSAPR. On December 30, 2011, the D.C. Circuit granted a
stay of the CSAPR and directed the USEPA to continue administering CAIR. On
August 21, 2012, a three-judge panel of the D.C. Circuit Court vacated CSAPR,
ruling that USEPA overstepped its regulatory autherity by requiring states to



make reductions beyond the levels required in the CAA and failed to provide
states an initial opportunity to adopt their own measures for achieving federal
compliance. As a result of this ruling, the surviving provisions of CAIR will
continue to serve as the governing program until USEPA takes further action or
the U.S. Congress intervenes. Assuming that USEPA constructs a replacement
interstate transport rule addressing the D.C. Circuit Court’s ruling, we believe
companies will have three years or more before they would be required to
comply with a replacement rule. At this time, it is not possible to predict the
details of such a replacement fransport rule or what impacts it may have on our
consolidated financial condition, results of operations or cash flows. On October
5, 2012, USEPA, several states and cities, as well as environmental and health
organizations, filed petitions with the D.C. Circuit Court requesting a rehearing by
all of the judges of the D.C. Circuit Court of the case pursuant to which the three-
judge panel ruled that CSAPR be vacated. On January 24, 2013, the D.C.
Circuit Court denied this petition for rehearing en banc of the D.C. Circuit Court’s
August 2012 decision to vacate CSAPR. Therefore, CAIR remains in effect. if
CSAPR were to be reinstated in-its current form, we do not expect any material
capital costs for DP&L's stations, assuming Beckjord 6 and Hutchings .
generating stations will not operate on coal in 2015 due to implementation of the
Mercury and Air Toxics Standards. Because we cannot predict the final outcome
of the replacement interstate transport rulermaking, we cannot predict its financial
impact on BP&L’s operations.

Mercury and Other Hazardous Air Pollutants ,

On May 3, 2011, the USEPA published proposed Maximum Achievable
Control Technology (MACT) standards for coal- and oil-fired electric generating
units. The standards include new requirements for emissions of mercury and a
number of other heavy metals. The USEPA Administrator signed the final rule,
now called MATS (Mercury and Air Toxics Standards), on December 16, 2011,
and the ruie was published in the Federal Register on February 16, 2012. Our
affected electric generating units (EGUs) will have to come inte compliance with
the new requirements by April 16, 2015, but may be granted an additional year
contingent on Ohio EPA approval. DP&L is evaluating the costs that may be
incurred to comply with the new requirement; however, MATS couid have a
material adverse effect on our results of operations and result in material
compliance costs.

On April 29, 2010, the USEPA issued a propesed rule that would reduce
emissions of toxic air poliutants from new and existing industrial, commercial and
institutional boilers, and process heaters at major and area source facilities. The
final rule was published in the Federal Register on March 21, 2011. This
reguiation affects seven auxiliary boilers used for start-up purposes at DP&L’s
generation facilities. The regulations contain emissions limitations, operating
limitations and other requirements. In December 2011, the USEPA proposed
additional changes to this rule and solicited comments. On December 21, 2012,
the Administrator of USEPA signed the final rule, which will be followed by
publication in the Federal Register. Compliance costs are not expected to be
material to DP&L’s operations.

On May 3, 2010, the National Emissions Standards for Hazardous Air
Pallutants for compression ignition (C1) reciprocating internal combustion
engines (RICE)} became effective. The units affected at DP&L are 18 diesel
electric generating engines and eight emergency “black start” engines. The
existing Cl RICE units must comply by May 3, 2013. The regufations contain
emissions limitations, operating limitations and other requirements. DP&L



expects to meet this deadline and expects the compliance costs 1o be
immaterial.

National Ambient Air Quality Standards

On January 5, 2005, the USEPA published its final non-attainment
designations for the National Ambient Air Quality Standard {NAAQS) for Fine
Particulate Matter 2.5 {PM 2.5). These designations included counties and
partial counties in which DP&L operates and/or owns generating facilities. On
December 31, 2012, USEPA redesignated Adams County, where Stuart and
Killen are located, to attainment status. This status may be
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temporary, as on December 12, 2012, the USEPA tightened the PM 2.5
standard to 12.0 micregrams per cubic meter. This will begin a process of
redesignations during 2014. We cannot predict the effect the revisions to the PM
2.5 standard will have on DP&L’s financial condition or results of operations.

On September 16, 2009, the USEPA announced that it would reconsider the
2008 national ground level ozone standard. On September 2, 2011, the USEPA
decided to postpone their revisiting of this standard until 2013. DP&L cannot
determine the effect of this potential change, if any, on its operations.

Effective April 12, 2010, the USEPA implemented revisions to its primary
NAAQS for nitrogen dioxide. This change may affect certain emission sources in
heavy traffic areas like the 1-75 corridor between Cincinnati and Dayton after
2016. Several of our facilities or co-owned facilities are within this area. DP&L
cannot determine the effect of this potential change, if any, on its operations.

Effective August 23, 2010, the USEPA implemented revisions to its primary
NAAQS for SO, replacing the current 24-hour standard and annual standard with
a one hour standard. DP&L cannot determine the effect of this potential change,
if any, on its operations.

On May 5, 2004, the USEPA issued its proposed regional haze rule, which
addresses how states should determine the Best Available Retrofit Technology
{BART) for sources covered under the regional haze rule. Final rules were
published July 8, 2005, providing states with several options for determining
whether sources in the state should be subject to BART. Numerous units owned
and operated by us will be affected by BART. We cannot determine the extent of
the impact until Ohio determines how BART will be implemented.

Carbon Dioxide and Other Greenhouse Gas Emissions

In response to a U.S. Supreme Court decision that the USEPA has the
authority to reguiate CO; emissions from mator vehicles, the USEPA made a
finding that CO, and certain other GHGs are pollutants under the
CAA. Subsequently, under the CAA, USEPA determined that CO; and other
GHGs from motor vehicles threaten the health and welfare of future generations
by contributing fo climate change. This finding became effective in January
2010. Numerous affected parties have petitioned the USEPA Adminisirator to
reconsider this decision. On April 1, 2010, USEPA signed the “Light-Duty
Vehicle Greenhouse Gas Emission Standards and Corporate Average Fuel




Ecdﬁbﬁny Standards” rule. Under USEPA’s view, this is the final action that
renders CO; and other GHGs “regulated air pollutants” under the CAA.

Under USEPA regulations finalized in May 2010 (referred to as the “Tailoring
Rule"}, the USEPA began regulating GHG emissions from certain stationary
sources in January 2011. The Taiforing Rule sets forth criteria for determining
which facilities are required to obtain permits for their GHG emissions pursuant
to the CAA Prevention of Significant Deterioration and Title V operating permit
programs. Under the Tailoring Rule, permitting requirements are being phased
in through successive steps that may expand the scope of covered sources over
time. The USEPA has issued guidance on what the best available control
technology entails for the control of GHGs and individual states are required to
determine what controls are required for facilities on a case-by-case basis. The
ultimate impact of the Tailoring Rule to DP&L cannot be determined at this time,
but the cost of compliance could be material. -

On April 13, 2012, the USEPA published its proposed GHG standards for
néew electric generating units (EGUs) under CAA subsection 111(b), which would
requijre certain new EGUs to meet a standard of 1,000 pounds of CO, per
megawatt-hour, a standard based on the emissions limitations achievable
through natural gas combined cycle generation. The proposal anticipates that
affected coal-fired units would need to install carbon capture and storage or
other expensive CO, emission control fechnology to meet the
standard. Furthermore, the USEPA may propose and promulgate guidelines for
states to address GHG standards for existing EGUs under CAA subsection
111(d). These latter rules may focus on energy efficiency improvements at
electric generating stations. We cannot predict the effect of these standards, if
any, on DP&L’s operations.

Approximately 97% of the energy we produce is generated by ccal. DP&L’s
share of CO, emissions at generating stations we own and co-own is
approximately 16 miltion tons annually. Further GHG legislation or regulation
finalized at a future date could have a significant effect on DP&L’s operations
and costs, which could adversely affect our net income, cash flows and financial
condition. However, due to the uncertainty associated with such legislation or
regulation, we cannot predict the final outcome or the financial impact that such
legislation or regufation may have on DP&L.

142

Litigation, Notices of Violation and Other Matters Related to Air Quality

Litigation Involving Co-Owned Stations

On June 20, 2011, the U.S. Supreme Court ruled that the USEPA's
regulation of GHGs under the CAA displaced any right that plaintiffs may have
had to seek similar regulation through federal common law litigation in the court
system. Although we are not named as a party to these lawsuits, DP&L is a co-
owner of coal-fired stations with Duke Energy and AEP (or their subsidiaries) that
could have been affected by the outcome of these lawsuits or similar suits that
may have been filed against other electric power companies, including
DP&L. Because the issue was not squarely before it, the U.S. Supreme Court




did not rule against the portion of plaintiffs’ original suits that sought refief under
state law.

As a resuft of a 2008 consent decree entered into with the Sierra Club and
approved by the U.S. District Court for the Southern District of Ohic, DP&L and
the other owners of the Stuart generating station are subject to certain specified
emission targets related to NOx, SO, and particulate matter. The consent
decree aiso includes commitments for energy efficiency and renewable energy
activities. An amendment to the consent decree was entered into and approved
in 2010 fo clarify how emissions would be computed during
malfunctions. Continued compliance with the consent decree, as amended, is
not expected to have a material effect on DP&L.’s results of operations, financial
condition or cash flows in the future.

Notices of Violation_Involving Co-Owned Stations
In November 1999, the USEPA filed civil complaints and NOVs

against operators and owners of certain generation facilities for alleged violations
of the CAA. Generation units operated by Duke Energy (Beckjord Unit ) and
Ohic Power {Conesville Unit 4) and co-owned by DP&L were referenced in these
actions. Although DP&L was not identified in the NOVs, civil complaints or state
"actions, the resuits of such proceedings couid materially affect DP&L’s co-
owned stations.

In June 2000, the USEPA issued an NOV to the DP&L-operated Stuart
generating station {co-owned by DP&L, Duke Energy and Ohio Power) for
alleged violations of the CAA. The NOV contained allegations consistent with
NOVs and complaints that the USEPA had brought against numerous other coai-
fired utilities in the Midwest. The NOV indicated the USEPA may: (1) issue an
order requiring compliance with the requirements of the Ohio SIP; or (2) bring a
civil action seeking injunctive relief and civil penalties of up to $27,500 per day
for each violation. To date, neither action has been taken. DP&L cannot predict
the outcome of this matter.

In December 2007, the Ohio EPA issued an NOV to the DP&L-cperated
Killen generating station (co-owned by DP&L and Duke Energy) for alieged
violations of the CAA. The NOV alleged deficiencies in the continuous
monitoring of opacity. We submitted a compliance plan to the Ohic EPA on
December 19, 2007. To date, no further actions have been taken by the Ohio
EPA.

On March 13, 2008, Duke Energy, the operator of the Zimmer generating
station, received an NOV and a Finding of Violation (FOV) from the USEPA
alleging violations of the CAA, the Ohio State Implementation Program (SIP) and
permits for the Station in areas including SO,, opacity and increased heat input.
A second NOV and FOV with similar allegations was issued on November 4,
2010. Also in 2010, USEPA issued an NOV to Zimmer for excess
emissions. DP&L is a co-owner of the Zimmer generating station and could be
affected hy the eventual resolution of these matters. Duke Energy is expected to
act on behalf of itself and the co-owners with respect to these matters. DP&L is
unable to predict the outcome of these matters.

Notices of Violation Involving Wholly-Owned Stations

In 2007, the Ohio EPA and the USEPA issued NOVs to DP&L for aileged
violations of the CAA at the Hutchings Station. TheeNOVs’ alleged deficiencies
relate to stack opacity and particulate emissions. Discussions are under way
with the USEPA, the U.S. Department of Justice and Ohioc EPA. On November




18, 2009, the USEPA issued an NOV to DP&L for alleged NSR violations of the
CAA at the Hutchings Station relating to capital projects performed in 2001
involving Unit 3 and Unit 6. DP&L does not believe that the projects described in
the NOV were modifications subject to NSR. DP&L is engaged in discussions
with the USEPA and Justice Department to resolve these matters, but DP&L is
unable to determine the timing, costs or method by which these issues may be
resolved. The Chio EPA is kept apprised of these discussions.

Environmental Matters Related to Water Quality, Waste Disposal and
Ash Ponds

Ctean Water Act — Regulation of Water Intake
On July 9, 2004, the USEPA issued final rules pursuant to the Clean Water
Act governing existing facilities that have cooling water intake structures. The
rules required an assessment of impingement and/or entrainment of
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organisms as a result of cooling water withdrawal. A number of parties
appealed the rules. In April 2009, the U.S. Supreme Court ruled that the USEPA
did have the authority to compare costs with benefits in determining best
technology available. The USEPA released new proposed regulations on March
28, 2011, which were published in the Federal Register on April 20, 2011. We
submitted comments to the proposed regulations on August 17, 2011. In July
2012, USEPA announced that the final rules will be released in June 2013. We
do not yet know the impact these proposed rules will have on our operations.

Clean Water Act — Regulation of Water Discharge

In December 2006, we submitted an application for the renewal of the Stuart
Station NPDES permit that was due to expire on June 30, 2007. In July 2007,
we received a draft permit proposing to continue our authority to discharge water
from the station into the Ohio River. On February 5, 2008, we received a letter
from the Ohio EPA indicating that they intended to impose a compliance
schedule as part of the final permit, that requires us to implement one of two
diffuser options for the discharge of water from the station into the Ohio River as
identified in a thermal discharge study completed during the previous permit
term. Subsequently, DP&L and the Ohio EPA reached an agreement to allow
DP&L to restrict public access to the water discharge area as an alternative to
installing one of the diffuser options. The Ohio EPA issued a revised draft permit
that was received on November 12, 2008. In December 2008, the USEPA
requested that the Ohio EPA provide additional information regarding the thermal
discharge in the draft permit. In June 2009, DP&L provided information to the
USEPA in response to their request to the Ohio EPA. In September 2010, the
USEPA formally objected fo a revised permit provided by Ohio EPA due to
questions regarding the basis for the alternate thermal limitation. In December
2010, DP&L.saguested a public hearing on the objection, which was held on
March 23, 2011. We participated in and presented our position on the issue at
the hearing and in written comments submitted on April 28, 2011. In alefter to
the Ohio EPA dated September 28, 2011, the USEPA reaffirmed its objection to
the revised permit as previously drafted by the Ohic EPA. This reaffirmation
stipulated that if the Ohio EPA does not re-draft the permit to address the
USEPA’s objection, then the authority for issuing the permit will pass to the
USEPA. The Ohio EPA issued ancther draft permit in December 2011 and a




public hearing was held on February 2, 2012. The draft permit would require
DP&L, over the 54 months following issuance of a final permit, to take undefined
actions to lower the temperature of its discharged water to a level unachievable
by the station under its current design or alternatively make other significant
modifications to the cooling water system. DP&L submitted comments to the
draft permit. In November 2012, Ohio EPA issued anocther draft which included a
compliance schedule for petforming a study to justify an alternate therrnal
limitation and to which DP&L submitted comments. In December 2012, the
USEPA formally withdrew their objection to the permit. On January 7, 2013,
Ohio EPA issued a final permit. On February 1, 2013, DP&L appealed various
aspects of the final permit to the Environmental Review Appeals

Commission. Depending on the outcome of the process, the effects could be
material on DP&L’s operations.

In September 2009, the USEPA announced that it will be revising
technology-based regulations governing water discharges from steam electric
generating facilities. The rulemaking included the celiection of information via an
industry-wide questionnaire as well as targeted water sampling efforts at
selected facilities. Subsequent to the information collection effort, it was
anticipated that the USEPA would release a proposed rule by mid-2012 with a
final regulation in place by early 2014. In December 2012, USEPA announced
that the proposed rule would be released by Aprit 19, 2013 with a deadline for a
final rule on May 22, 2014. At present, DP&L is unabte to predict the impact this
rulemaking will have on its operations.

In August 2012, DP&L submitted an application for the renewal of the Killen
Station NPDES permit which expired in January 2013. At present, the outcome
of this proceeding is not known.

In April 2012, DP&L received an NOV related to the construction of the
Carter Hollow landfill at the Stuart Station. The NOV indicated that construction
activities caused sediment to flow into downstream creeks. In addition, the U.S.
Army Corps of Engineers issued a Cease and Desist order followed by a notice
" suspending the previously issued Corps permit authorizing work associated with
the landfill. DP&L has installed sedimentation ponds as part of the runoff control
measures tc address this issue and is working with the various agencies to
resolve their concerns including entering into settlement discussions with _
USEPA, although they have not issued any formal NOV. This may affect the
landfill's construction schedule and delay its operational date. DP&L has
accrued an immateriaf amount for anticipated penalties related to this issue.

Regulation of Waste Disposal

In September 2002, DP&L. and other parties received a special notice that
the USEPA considers us to be a PRP for the clean-up of hazardous substances
at the South Dayton Dump landfill site. In August 2005, DP&L and other parties
received a general notice regarding the performance of a Remedial Investigation
and Feasibility Study (RI/FS) under a Superfund Alternative Approach. In
October 2005, DP&L received a special notice letter
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inviting it fo enter into negotiations with the USEPA to conduct the RI/FS. No
recent activity has occurred with respect to that notice or PRP status. However,



on August 25, 2009, the USEPA issued an Administrative QOrder requiring that
access to DP&L’s service center building site, which is across the street from the
landfill site, be given to the USEPA and the existing PRP group to help
determine the extent of the landfill site’s contamination as well as to assess
whether cerfain chemicals used at the service center building sife might have
migrated through groundwater to the iandfill site. DP&L granted such access
and drilling of soil borings and installation of monitoring wells occurred in late
2009 and early 2010. On May 24, 2010, three members of the existing PRP
group, Hobart Corporation, Kelsey-Hayes Company and NCR Corporation, filed
a civil complaint in the United States District Court for the Southern District of
Ohio against DP&L and numerous other defendants alleging that DP&L and the
other defendants contributed to the contamination af the South Dayton Dump
landfill site and seeking reimbursement of the PRP group’s costs associated with
the investigation and remediation of the site. On February 10, 2011, the Court
dismissed claims against DP&L that related to allegations that chemicals used
by DP&L at its service center contributed to the landfill site’s contamination. The
Court, however, did not dismiss claims alleging financial responsibility for
remediation costs based on hazardous substances from DP&L that were
allegedly directly delivered by truck to the landfill. Discovery, including
depositions of past and present DP&L employees, was conducted in 2012 and
may continue throughout 2013. In October 2012, DP&L received a request from
PRP group’s consultant to conduct additional soil and groundwater sampling on
DP&L’s service center property. DP&L is complying with this sampling

request. On February 8, 2013, the Court granted DP&L’s motion for summary
judgment on statute of limitations grounds with respect to claims seeking a
contribution toward the costs that are expected to be incurred by PRP group in
their performing a Remediation Investigation and Feasibility Study. The Court’s
ruling is likely to be appealed. DP&L is unable to predict the outcome of the
appeal. Additionally, the Court's ruling does not address future litigation that
may arise with respect to actual remediation costs. While DP&L is unable fo
predict the outcome of these matters, if DP&L were required to contribute to the
clean-up of the site, it could have a material adverse effect on its operations.

In December 2003, DP&L and other parties received a special notice that
the USEPA considers us to be a PRP for the clean-up of hazardous substances
at the Tremont City landfill site. Information available to DP&L does not
demonstrate that it contributed hazardous substances to the site. While DP&L is
unable to predict the outcome of this matter, if DP&L were required to contribute
to the clean-up of the site, it could have a material adverse effect on its
operations. :

On April 7, 2010, the USEPA published an Advance Notlice of Proposed
Rulemaking announcing that it is reassessing existing regulations governing the
use and distribution in commerce of polychlerinated biphenyls (PCBs). While
this reassessment is in the early stages and the USEPA is seeking information
from potentially affected parties on how it should proceed, the outcome may
have a material effect on BP&L. While the USEPA has indicated that the official
release date for a proposed rule is sometime in April 2013, it may be delayed
until late 2013 or early 2014. At present, DP&L is unable to predict the impact
this initiative will have on its operations.

Regulation of Ash Ponds

In March 2009, the USEPA, through a formal Information Collection Request,
collected information on ash pond facilities across the country, including those at
Killen and Stuart Stations. Subsequently, the USEPA collected similar
information for the Hutchings Station. -




In August 2010, the USEPA conducted an inspection of the Huichings
Station ash ponds. In June 2011, the USEPA issued a final report from the
inspection including recommendations relative to the Hutchings Station ash
ponds. DP&L is unable to predict whether there will be additional USEPA action
relative to DP&L's proposed plan or the effect on operations that might arise
under a different plan.

fn June 2011, the USEPA conducted an inspection of the Killen Station ash
ponds. In May 2012, we received a draft report on the inspection. DP&L
submitted comments on the draft report in June 2012. DP&L is unable to predict
the outcome this inspection will have on its operations.

There has been increasing advocacy to regulate coal combustion byproducts
under the Resource Conservation Recovery Act (RCRA). On June 21, 2010, the
USEPA published a proposed rule seeking comments on two options under
consideration for the regulation of coal combustion byproducts including
regulating the material as a hazardous waste under RCRA Subtitle C cras a
solid waste under RCRA Subtitle D. Litigation has been filed by several groups
seeking a court-ordered deadline for the issuance of a final rule which USEPA
has opposed. At present, the timing for a final rule regulating coal combustion
byproducts cannot be determined. DP&L is unable to predict the financial effect
of this regulation, but if coal combustion byproducts are regulated as hazardous
waste, itis expected to have a material adverse effect on its operations.
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Notice of Violation Involving Co-Owned Units

On September 9, 2011, DP&L received an NOV from the USEPA with
respect to its co-owned Stuart generating station based on a compliance
evaluation inspection conducted by the USEPA and Ohio EPA in 2009. The
notice alleged non-compliance by DP&L with certain provisions of the RCRA, the
Clean Water Act Nationat Pollutant Discharge Elimination System permit
program and the station’s storm water pollution prevention plan. The notice
requested that DP&L respond with the actions it has subsequently {aken or plans
to take to remedy the USEPA’s findings and ensure that further violations will not
occur. Based on its review of the findings, although there can be no assurance,
we believe that the notice will not result in any material effect on DP&L’s results
of operations, financial condition or cash flow,

Legal and Other Matters

In February 2007, DP&L filed a lawsuit in the United States District Couri for
Southern District of Ohio against Appalachian Fuels, LL.C (*Appalachian”)
seeking damages incurred due to Appalachian's failure to supply approximately
1.5 millien tons of coal to two commonly owned stations under a coal supply
agreement, of which approximately 570 thousand tons was DP&L.’s
share. DP&L obtained replacement coal to meet its needs. Appalachian has
denied liability, and is currently in federal bankrupicy proceedings in which DP&L.
is participating as an unsecured creditor. DP&L is unable to determine the
ultimate resolution of this matter. DP&L has not recorded any assets relating to
possible recovery of costs in this lawsuit.



In connection with DP&L and ofher utifities joining PJM, in 2006, the FERC
ordered utilities to eliminate certain charges to implement transitional payments,
known as SECA, effective December 1, 2004 through March 31, 2006, subject to
refund. Through this proceeding, DP&L was obligated tc pay SECA charges to
other utilities, but received a net benefit from these transitional payments. A
hearing was held and an initiat decision was issued in August 2006. A final
FERC order on this issue was issued on May 21, 2010 that substantially
supports DP&L’s and other utilities’ position that SECA obligations should be
paid by parties that used the transmission system during the timeframe stated
above. Prior to this final order being issued, DP&L entered into a significant
number of bilateral setifement agreements with certain parties to resoive the
matter, which by design will be unaffected by the final decision. On July 5, 2012,
a Stipulation was executed and filed with the FERC that resolved SECA claims
against BP Energy Company (“BP”) and DP&L, AEP (and its subsidiaries) and
Exelon Corporation (and its subsidiaries). On October 1, 2012, DP&L received
the $14.6 million (inciuding interest income of $1.8 million) from BP and recorded
the setilement in the third quarter; at December 31, 2012, there is no remaining
balance in other deferred credits related to SECA.

Lawsuits were filed in connection with the Merger seeking, among other

" things, one or more of the following: to enjoin consummation of the Merger until
certain conditicns were met, to rescind the Merger or for rescissory damages, or
‘to commence a sale process andfor obtain an afternative transaction or to
recover an unspecified amount of other damages and costs, including attorneys’
fees and expenses, or a constructive trust or an accounting from the individual
defendants for benefits they allegediy obtained as a result of their alleged breach
of duty. All of these fawsuits were resolved and/or dismissed on or before March
29, 2012. Only immaterial amounts of plaintiff legal fees were paid as a result of
these suits.

| 18. Business Segments |

DPL operates through two segments consisting of the operations of two of its
wholly-owned subsidiaries, DP&L (Utility segment) and DPLER (Competitive
Retail segment) and DPLER’s wholly-owned subsidiary, MC Squared
(Competitive Retail segment). This is how we view our business and make
decisions on how to allocate resources and evaluate performance.

The Utility segment is comprised of DP&L’s electric generation, transmission
and distribution businesses which generate and sell electricity to residential,
commercial, industrial and governmental customers. Electricity for the
segment’s 24 county service area is primarily generated at eight coal-fired
electric generating stations and is distributed to more than 513,000 retail
customers who are located in a 6,000 square mile area of West Central
Ohio. DP&L also sells electricity to DPLER and any excess energy and capacity
is sold into the wholesale market. DP&L’s transmission and distribution
businesses are subject to rate regulation by federal and state regulators while
rates for its generation business are deemed competitive under Ohio law.

The Competitive Retaif segment is DPLER's and MC Squared's competitive
retail electric service businesses which sell retail electric energy under contract
to residential, commercial, industrial and govemmental customers -
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who have selected DPLER or MC Squared as their alternative electric
supplier. The Competitive Retfail segment sells electricity to approximately
198,000 customers currently located throughout Chio and in lllinois. In February
2011, DPLER purchased MC Squared, a Chicago-based retail electricity
supplier, which served approximately 3,157 customers in Northern lllinois. Due
to increased competition in Ohio and lllinois, since 2010 we have increased the
number of employees and resources assigned to manage the Competitive Retail
segment and increased its marketing to customers. The Competitive Retail
segment’s electric energy used to meet its sales obligations was purchased from
DP&L and PJM. During 2010, we implemented a new wholesale agreement
between DP&L and DPLER. Under this agreement, intercompany sales from
DP&L to DPLER were based on the market prices for wholesale power. In
periods prior to 2010, DPLER'’s purchases from DP&L were transacted at prices
that approximated DPLER’s sales prices to its end-use retail customers. The
Competitive Retail segment has no transmission or generation assets. DP&L
started selling physical power to MC Squared during June 2012 and became
their sole source of power in September, 2012. The operations of the
Competitive Retail segment are not subject to cost-of-service rate regulation by
federal or state regulators.

Included within the “Other” column are other businesses that do not meet the
GAAP requirements for disclosure as reportable segments as well as certain
corporate costs which include interest expense on DPL’s debt.

Management evaluates segment performance based on gross margin. The
accounting policies of the reportable segments are the same as those described
in Note 1 — Overview and Summary of Significant Accounting
Policies. Intersegment sales and profits are eliminated in consolidation.

The following tables present financial information for each of DPL’s
reportable business segments:

Successor
Adjustm
Compet ents and DPL

$ in millions Utility itive Retail Other Eliminations Consolidates
Year ended December 31, 2012
Revenues from exiernal )

customers 1,1384 493 1 36.9 - 1,668.4
Intersegment revenues 3934 - 3.4 (396.8) -
Total revenues 1,531.8 493.1 403 {396.8) 1,668.4
Fuel 354.9 - 7.0 - 361.€
Purchased power 309.5 424.5 15 {393.4) 3421
Amortization of intangibles ‘ - - 951 - 95.1
Gross margin © 867.4 68.6 (63.3) (3.4) 869.2




Depreciation and amortization 141.3 0.4 (16.3) - 1254

Goodwill impairment (Note 19) - - 1,817.2 - 1,817.2
Fixed asset impairment 80.8 - (80.8) - -
Interest expense 39.1 0.6 83.9 {0.7) 122.€
Income tax expense / {benefit) 55.1 18.1 {25.5) - 477
Net income / (loss) 91.2 22.8 (1,725.4) (118.4) (1,729.8
Cash capital expenditures 195.5 - 26 - 198.1
Total assets (end of year) 3,464.2 992 683.9 - 4,247.2
(a) For purposes of discussing operating results, we present and discuss

gross rmargins. This format is useful to investors because it allows analysis and
comparability of operating trends and includes the same information that is used by
management to make decisicns regarding our financial performance.
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Successor
Adjustm
Compet ents and DPL

$ in millions Utility itive Retail Other Eliminations Consolidate:
November 28, 2011 through December 31, 2011
Revenues from external :

customers 116.2 38.2 25 - 156.€
Intersegment revenues 27.8 - 0.3 (28.1) -
Total revenues 144.0 38.2 2.8 (28.1) 156.€
Fuel 345 - 1.3 - 35.8
Purchased power 31.0 334 - (27.7) 36.7
Amortization of intangibles - - 11.6 - 11.€
Gross margin ¥ - 785 4.8 (10.1) (0.4) 72.8
Depreciatioh and amortization 12.7 - (1.1) - 11.€
interest expense 2.8 0.1 8.8 {0.2) 11.8
Income tax expense / {benefit) 58 1.1 (6.3) - 0.€
Net income / (loss), . 458 1.7 (53.7) - {6.2
Cash capital expenditures 30.5 - - - 30.£
Total assets (end of year) 3,538.3 69.9 2,528.0 - 6,136.2

(a) For purposes of discussing operating results, we present and discuss

gross margins. This format is useful to investors because it allows anatysis and
comparability of operating trends and includes the same information that is used by
management to make decisions regarding our financial performance.

Predecessor




Adjustm

Compet ents and DPL
$ in millions Utility itive Retail Other Eliminations Consolidate:
January 1, 2011 through November 27, 2011
. Revenues from external
customers 1,234.5 387.2 492 - 1,670
Intersegment revenues 299.2 - 3.7 (302.9) -
Total revenues 1,533.7 387.2 529 (302.9) 1,670.¢
Fuel : 346.1 - a7 - 355.¢
Purchased power 370.6 330.5 2.7 (299.2) 404.€
Gross margin @ 817.0 56.7 40.5 (3.7) 910.£
Depreciation and amortization 122.2 06 6.8 - 129.4
Interest expense 354 0.2 234 (0.3) 58.7
Income tax expense / (benefit) 98.4 16.7 (13.1) - 102.C
Net income / (loss) 147.4 241 {21.0) - 150.£
Cash capital expenditures 174.0 - 0.2 - 174.2
{a) For purposes of discussing operating results, we present and discuss

gross margins. This format is useful to investors because it allows analysis and

comparability of operating trends and includes the same information that is used by

management to make decisions regarding our financial performance.
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Predecessor
Adjustm
~ Compet ents and DPL
$ in milfions Utility  itive Retail Other Eliminations Consolidate
Year ended December 31, 2010
Revenues from external
customers 1,500.3 277.0 541 - 1.831.4

intersegment revenues 238.5 - 4.5 (243.0) -
Total revenues , 1,738.8 277.0 58.6 (243.0) 1,831.4
Fuel 371.9 - 12.0 - 383.¢
Purchased power 383.5 238.5 a9 (238.5) 387.4
Gross margin 983.4 38.5 427 {4.5) 1,060.1
Depreciation and amortization 130.7 0.2 8.5 - 139.4
Interest expense 371 - 33.5 - 70.€
Income tax expense / (benefit) 1356.2 10.5 (2.7) - 143.C
Net income / (loss) 277.7 18.8 (3.5) {2.7) 290.2



Cash capital expenditures 148.2 - 32 - 1514

Total assets (end of year) 34754 357 302.2 - 3,813.2

(a) For purposes of discussing operating results, we present and discuss
gross margins. This format is useful to investors because it atlows analysis and
comparability of operating trends and includes the same information that is used by
management ta make decisions regarding our financial petfformance.

[ 19. Goodwill Impairment |

In connection with the acquisition of DPL by AES, DPL allocated the
purchase price to goodwill for two Reporting Units, the DP&L Reporting Unit,
which includes DP&L and other entities, and DPLER. Of the total goodwill,
approximately $2.4 billion was allocated to the DP&L Reportlng Unit and the
remainder was allocated to DPLER.

On October 5, 2012, DP&L filed for approval an ESP with the
PUCO. Within the ESP filing, PP&L has agreed to request a separation of its
generation assets from its transmission and distribution assets in recognition that
a restructuring of DP&L’s operations will be necessary, in compliance with Ohio
law. Also, during 2012, North American natural gas prices fell significantly from
the previous year exerting downward pressure on wholesale electricity prices in
. the Ohio power market. Falling power prices compressed wholesale margins at
DP&L. Furthermore, these lower power prices have led to increased switching
from DP&L to other CRES providers, including DPLER, who are offering retail
prices lower than DP&L’s current standard service offer. Also, several
municipalities in DP&L’s service territory have passed ordinances allowing them
o become government aggregatars and some municipalities have contracted
with CRES providers to provide generation service to the customers located
“within the municipal boundaries, further contributing to the switching
trend. CRES providers have also become more active in DP&L’s service
territory. In September 2012, management revised its cash flow forecasts based
on these new developments and forecasted lower profitability and operating cash
flows than previously prepared forecasts. These new developments have
reduced DP&L’s forecasted profitability, operating cash flows, liquidity and may
impact DPL and DP&L’s ability to access the capital markets and maintain their
current credit ratings in the future. Collectively, in the third quarter of 2012, these
events were considered an interim impairment indicator for DPL’s goodwili at the
DP&L Reporting Unit. There were no interim impairment indicators identified for
the goodwill at DPLER.

We performed an interim impairment test on the $2.4 billion of goodwill at the
DP&L Reporting Unit level. In the preliminary Step 1 of the goodwill impairment
test, the fair value of the Reporting Unit was determined under the income
approach using a discounted cash flow valuation model. The material
assumptions included within the discounted cash flow valuation model were
customer switching and aggregation trends, capacity price curves, energy price
curves, amount of the nonbypassable charge, commeodity price curves,
dispatching, transition period
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for the conversion to a wholesale competitive bidding structure, amount of

the standard service offer charge, valuation of regulatory assets and liabilities,
discount rates and deferred income taxes. Further refinement to these
assumptions as part of the completion of the preliminary Step 1 and Step 2 tests
impacted the enterprise value and the implied fair value of goodwill in the fourth
quarter of 2012. The Reporting Unit failed the preliminary Step 1 and a
preliminary Step 2 of the goodwill impairment test was performed. For the three
months ended September 30, 2012, we recognized a goodwill impairment
expense of $1,850.0 million, which represented our best estimate of the

_impairment loss based on the latest information available and the results of the
preliminary Step 1 and Step 2 tests. In the fourth quarter of 2012, we concluded
the interim impairment test of goodwill and finalized the estimation of the
impairment charge. The final estimate of the goodwill impairment was $1,817.2
million. The difference between the third quarter estimate of the goodwill
impairment and the finalized impairment of $1,817.2 million was recorded in the
fourth quarter of 2012. :

The goodwill associated with the DPL acquisition is not deductible for tax
purposes. Accordingly, there is no cash tax or financial statement tax benefit
refated to the impairment. The Company’s effective tax rates were impacted by
the pretax impairment, however. The Company’s effective tax rate was (2.8)%
for the year ended December 31, 2012.

I 20. Selected Quarterly Information (Unaudited)

For the 2011 periods ended (a):

Succes
Predecessor sor
$ in millions except per share March Septem Novem Decerr
amounts 31 Jupe 30 ber 30 ber 27 ber 31
Revenues 480.6 433.4 497.5 259.4 N/A
Operating income 100.9 65.8 112.8 48.2 N/A
Net income 43.5 31.7 67.1 82 N/A
Earnings per share of commaon
stock: :
Basic : 0.38 0.28 0.58 0.07 N/A
Diluted - 0.38 0.28 0.58 0.07 N/A
Dividends declared per share 0.3325 0.3325 0.3325 0.5400 N/A
For the 2010 quarters ended:
Predecessor
$ in millions except per share March Septem Decem
amounts 31 June 30 ber 30 per 31
Revenues 437.0 4341 502.3 458.0
Operating income 126.0 109.3 144.6 124.5
Net income 71.0 61.4 86.4 71.5
Eamings per share of common
stock:
0.62

Basic 0.61 0.53 0.75



Diluted 0.61 0.53 .74
Dividends declared per share 0.3025 0.3025 0.3025
(a) Periods ended March 31, June 30, and September 30 represent three

months then ended. Period ended November 27 represents approximately two months
then ended and period ended December 31 represents approximately one month then
ended.

Effective with the Merger, DPL is indirectly wholly-owned by AES and
guarterly information and earnings per share information are no longer required.
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Report of Independent Registered Public Accounting Firm
The Board of Directors of The Dayton Power and Light Company:

We have audited the accompanying balance sheet of The Dayton Power and
Light Company (DP&L) as of December 31, 2012, and the related Statements of
Results of Operations, Comprehensive Income / (Loss), Cash Flows and
Shareholder's Equity for the year ended December 31, 2012. In connection with
our audit of the financial statements, we also have audited the financial
statement schedule, “Schedule It — Valuation and Qualifying Accounts™ for the
year ended December 31, 2012. These financial statements and schedule are
the responsibility of DP&L’s management. Our responsibility is to express an
opinion on these financial statements and schedule based on our audit.

We conducted our audit in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about
whether the financial staterents are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all -

material respects, the financial position of DP&L as of December 31, 2012, and
the results of its operations and its cash flows for the year ended December 31,
2012, in conformity with U.S. generally accepted accounting principles. Also in
our opinion, the related financial staterment schedule, when considered in relation
to the basic financial statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.

/s/ Emst & Young
Cincinnati, Ohio
February 26, 2013
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Report of Independent Registered Public Accounting Firm

The Beoard of Directors
Dayton Power and Light Company:

We have audited the accompanying balance sheet of The Dayton Power and
Light Company {DPP&L) as of December 31, 2011, and the related statements of
results of operations, comprehensive income / (loss), cash flows and
shareholder’'s equity each of the years in the two-year period ended
December 31, 2011. In connection with our audits of the financial statements,
we also have audited the financial statement schedule, "Scheduie I| — Valuation
and Qualifying Accounts” for the years ended December 31, 2011 and
2010. These financial statements and schedule are the responsibility of DPL's
management. Our responsibility is to express an opinion on these financial
statemenis based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as -
weli as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of DP&L as of December 31, 2011, and
the results of its operations and its cash flows for each of the years in the two-
year period ended December 31, 2011, in conformity with U.S. generaliy
accepted accounting principles. Also in our opinion, the related financial
statement schedufe, when considered in relation to the basic financial
statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

fs/ KPMG LLP

Philadelphia, Pennsylvania
March 27, 2012
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THE DAYTON POWER AND LIGHT COMPANY
STATEMENTS OF RESULTS OF OPERATIONS



Years ended December 31,

$ in millions 2012 2011 2010
Revenues 1,531.8 16777 1,738.8
Cost of revenues:
Fuel 3549 - 380.6 371.€
Purchased power 309.5 401.6 383.€
Total cost of revenues _ 664.4 782.2 755.4
Gross margin 867.4 8955 983.4
Operating expenses:
Operation and maintenance 385.9 364.8 330.1
Depreciation and amortization 141.3 134.9 130.7
General taxes 74.4 759 724
Fixed assef impairment 80.8 - I
Total operating expenses - 6824 575.6 533.2
Operating income 185.0 319.9 450.2
Other income / (expense), net
Investment income 23 17.3 1.7
Interest expense (39.1) (38.2) {371
Other deductions _ {1.9) : {1.6) {1.9
Total other expense, net {38.7) (22.5) (37.3
Earnings (loss) from operatidns before
income fax 146.3 2974 412.€
Income fax expense 55.1 104.2 135.2
Net income 91.2 193.2 - 2779
Dividends on preferred stock 0.9 0.9 0.¢
Earnings on common stock 90.3 192.3 276.8

See Notes to Financial Statements.
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THE DAYTON POWER AND LIGHT COMPANY
STATEMENTS OF COMPREHENSIVE INCOME / (LOSS)
. Year Year Year
$ in millions ended ended ended




December 31, December 31, December 31,
2012 2011 2010
Net income 91.2 193.2 277.7
Available-for-sale securities activity:
Change in fair value of available-for-sale
securities, net of income tax benefit / (expense) of
$(0.2), $4.3 and $0.6 for each respective period 0.5 (7.8) (1.0
Reclassification to earnings, net of immaterial
tax effect {0.1) - -
Total change in fair value of available-for-sale
securities 0.4 (7.8) (1.0
Derivative activity:
Change in derivative fair value, net of income
tax benefit of $1.6, $0.5 and $0.2 for each
respective period (3.0) {1.2) 31
Reclassification of earnings, net of income tax
benefit / (expense) of $0.5, $0.1 and $({0.5) for each
respective period {3.4) (0.2) (5.8
Total change in fair value of derivatives (6.4) (1.4) (2.8
Pension and postretirement activity:
Prior Service Cost for the period, net of income
tax benefit / (expense} of $(0.5), $(0.4) and ${0.4)
for each respective period 08 0.5 1.2
Net loss for the period, net of income tax
benefit / (expense) of $0.8, $5.4 and $(0.1) for each
respective period {1.5) (8.0) 0.4
Reclassification to earnings, net of income tax
benefit / (expense) of $(1.5), $(1.5) and $(0.5) for
each respective period 2.7 2.3 1.7
Total change in unfunded pension and
postretirement obligation 2.0 (5.2) 3.3
Other comprehensive loss (4.0) (14.4) {0.5
87.2 178.8 2772

Net comprehensive income

See Notes to Financial Statements.
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THE DAYTON POWER AND LIGHT COMPANY

STATEMENTS OF CASH FLOWS

Years ended December 31,




% in millions 2012 2011

2010
Cash flows from operating activities:
Net income 91.2 193.2 277.7
Adjustments to reconcile Net income
{loss) fo Net cash from operating activities
Depreciation and amortization 141.3 134.9 130.7
Deferred income taxes 3.6 50.7 543
Gain on liguidation of DPL stock, held
in trust - {14.6) -
Fixed asset impairment 80.8 - -
Recognition of deferred SECA revenue {17.8) - -
Changes in certain assets and
liabilities: ,
Accounts receivable ‘ 209 5.3 15.2
Inventories 14.2 {11.8) 12.2
Prepaid taxes 0.1 8.1 (8.9
Taxes applicable to subsequent
years 5.2 {8.0) (3.6
Deferred regulatory costs, net (1.5} (12.8) 21.8
Accounts payabie (15.3) 71 16.¢
Accrued taxes payable (8.5) 16.2 1.7
Accrued interest payable 52 0.2 (5.4
Pension, retiree and other benefits 285 ) (24.0) (58.2
Unamortized investment tax credit (2.5) {2.5) (2.8
Cther (5.6) 24.0 3.7
Net cash from operating activities 339.8 364.2 455.2
Cash flows from investing activities:
Capital expenditures {1855) - {204.5) (150.0
Decrease / (increase) in restricted cash 29 (3.8) (6.0
Purchase of emission allowances {0.1) {0.2) (0.9
Purchase of renewable energy credits {5.4) (4.4) (2.0
Proceeds from sale of property - other 0.2 - -
Proceeds from liquidation of DPL stock,
held in trust - 26.9 -
Other investing aclivities, net 04 1.0 14
Net cash from investing activities (197.5) {185.0) (157.5
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THE DAYTON POWER AND LIGHT COMPANY
STATEMENTS OF CASH FLOWS (continued)
Years ended December 31,
$ in millions 2012 - 2011 2010




Cash flows from financing activities
Dividends paid on common stock to

parent . . (145.0) {220.0) (300.0
Dividends paid on preferred stock {0.9) (0.9) (0.8
Retirement of long-term debt (0.1) (0.1) -
Cash contribution from parent - 20.0 -
Borrowings from revelving credit faciiities - 50.0 -
Repayment of borrowings from revolving :

credit facilities - {50.0) -

Net cash from financing activities (146.0) (201.0) (300.9
Cash and cash equivalents:
Net change (3.7) (21.8) (3.1
Balance at beginning of pericd 32.2 54.0 57.1
Cash and cash equivalents at end of
period 28.5 322 54.C
Supplemental cash flow information:
Interest paid, net of amounts capitalized 351 39.2 451
Income taxes (refunded} / paid, net 61.8 13.9 87.C
Non-cash financing and investing
activities:
Accruals for capital expenditures 16.7 26.5 23.2
Long-term liability incurred for the
purchase of plant assets - 18.7 -
See Notes to Financial Statements.
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THE DAYTON POWER AND LIGHT COMPANY
BALANCE SHEETS
December Decembe:
$ in millions 31,2012 31, 2011
ASSETS
Current assets:
Cash and cash equivalents 28.5 322
Restricted funds 10.7 13.€
Accounts receivable, net (Note 3) 160.0 178.5
inventories (Note 3) 108.9 1231
Taxes applicable to subsequent years 66.7 71.8
Regulatory assets, current (Note 4) 18.3 177
33.0 23.¢

Other prepayments and current assets




Total current assets 426.1 460.€
Property, plant and equipment:
Property, plant and equipment 5,249.0 9,277.€
Less: Accumulated depreciation and amortization {2,516.3) {2,568.9
27327 2,709.C
Construction work in process 87.8 150.7
Total net property, plant and equipment 2,820.5 2,859.7
Other non-current assets:
Regulatory assets, non-current (Note 4) 185.5 177.8
Intangible assets, net of amortization (Note 1) 9.0 6.5
Other deferred assets 231 334
Total other non-current assets 217 .6 217.7
Total Assets 3,464.2 3,538.2
See Notes to Financial Statements.
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THE DAYTON POWER AND LIGHT COMPANY
BALANCE SHEETS
December Decembel
$ in millions 31,2012 31, 2011
LIABILITIES AND SHAREHOLDER'S EQUITY
Current liabilities:
Current portion - long-term debt (Note 6) 5704 0.4
Accounts payable 791 106.C
Accrued taxes 92.2 72.8
Accrued interest 13.1 7.8
Customer security deposits 35.2 15.8
Regulatory liabilities, current (Note 4) 01 .
Other current fiabilities 521 46.1
Total current liabilities 842.2 249.C
Non-current liabilities:
Long-term debt (Note 6) 332.7 903.C
Deferred taxes (Note 7) 652.0 637.7
Taxes payabie 66.0 93.¢
Regulatory liabilities, non-current (Note 4) 117.3 118.€
Pension, retiree and other benefits 61.6 47 F
Unamortized investment tax credit 27.4 29¢
Other deferred credits 43.0 778
Total non-current liabilities 1,300.0 1,908.8




Redeemable preferred stock 22.9
Commitments and contingencies {(Note 14)

Common shareholder's equity:

22.¢

Common stock, par value of $0.01 per share : 04 04
50,000,000 shares authorized, 41,172,173 shares issued and
outstanding .
Other paid-in capital 803.2 803.1
Accumulated other comprehensive loss {38.7) (34.7
Retained earnings , 534.2 589.1
Total common shareholder's equity 1,299.1 1,357 .¢
Total Liabilities and Shareholder's Equity 3.464.2 3,638.2
See Notes to Financial Statements.
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THE DAYTON POWER AND LIGHT COMPANY
STATEMENTS OF SHAREHOLDER'S EQUITY
Common Stock @
Accumulat
ed Other
$ in millions (except Qutstanding Other  Comprehensive Retaine
Qutstanding Shares} Shares Amgount Paid-in Capital Income /{Loss) d Earnings Toftal
Beginning balance 41,172,173 0.4 781.6 (19.7) 640.3 1,402.¢€
Year ended December 31, 2010
Total comprehensive income
{loss) 0.5} 277.7 2772
Common stock dividends (300.0} (300.C
Preferred stock dividends 0.9) (0.€
Tax effects to equity 0.2 0.2
Employee / Director stock
pians 0.4 0.¢
Other 0.2 ' {0.2)
Ending balance 41,172,173 0.4 7824 (20.2) 616.9 1,379.¢
Year ended December'31 , 2011
Total comprehensive income
{foss) . (14.4) 193.2 178.¢
Commen stock dividends {220.0) {220
Preferred stock dividends ; (0.9) (0.£
Parent company capital
contribution 200 2D0.0
Tax effects to equity 14 1.¢
Empiocyee / Director stock
plans (5.4) (5.4



Other 47 0.2} 4.5
Ending balance 41172173 04 803.1 (34.6) 589.0 1,357
Year ended December 31, 2012
Total comprehensive income

{loss) {4.0) 91.2 87.:
Common stock dividends (145.0) {145.C
Preferred stock dividends (.9 {0.£
Other 0.1 (0.2) (0.1
Ending balance 41172173 0.4 803.2 (38.5) 534.1 1,299, 1

{(a) $0.01 par value, 50,000,000 shares authorized.

See Notes to Financial Statements.
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The Dayton Power and Light Company
Notes to Financial Statements

| 1. Overview and Summary of Significant Accounting Policies |

Description of Business

DP&L is a public utility incorporated in 1911 under the laws of Ohio. DP&L
is engaged in the generation, transmission, distribution and sale of electricity to
residenttal, commercial, industrial and governmental customers in a 6,000
square mile area of West Central Ohio and the wholesale sales of power to its
DPLER and MC Squared affiliates in Ohio and Hllinois. Electricity for DP&L's 24
county service area is primarily generated at eight coal-fired electric generating
stations and is distributed to more than 513,000 retail customers. Principal
industries served include automotive, food processing, paper, plastic
manufacturing and defense. DP&L is a wholly-owned subsidiary of DPL. The
terms “we,” “us,” “our” and “ours™ are used fo refer to DP&L.

On November 28, 2011, DP&L’s parent company DPL was acquired by AES
in the Merger and DPL became a wholly-owned subsidiary of AES. See Note 2
for more information. Following the Merger of DPL and Dolphin Subsidiary I,
Inc., DPL became an indirectly wholly-owned subsidiary of AES.

DP&L's sales reflect the general economic conditions and seasonal weather
patterns of the area. DP&L sells any excess energy and capacity into the
wholesale market.

DP&L’s electric transmission and distribution businesses are subject to rate
regulation by federal and state regulators while i{s generation business is
deemed competitive under Ohio law. Accordingly, DP&L applies the accounting
standards for regulated operations to its electric transmission and distribution
businesses and records reguiatory asseis when incurred costs are expected to
be recovered in future customer rates, and regulatory liabilities when current cost
recoveries in customer rates relate to expected future costs.




DP&L employed 1,428 pecple as of December 31, 2012. Approximately
52% of all employees are under a collective bargaining agreement which expires
on Cctober 31, 2014.

Financial Statement Presentation

DP&L does not have any subsidiaries. DP&L has undivided ownership

* interests in seven electric generating facilities and numerous transmission
facilities. These undivided interests in jointly-owned facilities are accounted for
on a pro rata basis in DP&L’s Financial Statements.

Deferred SECA revenue of $17.8 million at December 31, 2011 was
reclassified frormn Regulatory liabilities to Other deferred credits. The FERC-
approved SECA billings were unearned revenue where the eamnings process
was not complete. On July 5, 2012, a Stipulation was executed and filed with the
FERC that resolved SECA claims against BP Energy Company ("BP") and
DP&L, AEP (and its subsidiaries) and Exelon Corporation {and its
" subsidiaries). On October 1, 2012, DP&L received $14.6 million (including
interest income of $1.8 million) from BP and recorded the settlement in the third
quarter; at December 31, 2012, there is no remaining balance in Other deferred
credits related to SECA. See Note 14 for more information relating to SECA.

Certain immaterial amounts from prior periods, including derivative assets
and liabilities and restricted cash, have been reclassified to conform to the
current period presentation.

The preparation of financial statements in conformity with GAAP requires us
to make estimates and judgments that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities, and the revenues
and expenses of the periods reported. Actual results could differ from these
estimates. Significant items subject to such estimates and judgments include:
the carrying value of Property, plant and equipment; unbilled revenues; the
valuation of derivative instruments; the valuation of insurance and claims
liabilities; the valuation of allowances for receivables and deferred income taxes;
Regulatory assets and liabilities; reserves recorded for income tax exposures;
litigation; contingencies; the valuation of AROs; and assets and liabilities related
to employee benefits.

Revenue Recognition

Revenues are recognized from retail and wholesale electricity sales and
electricity transmission and distribution delivery services. We consider revenue
realized, or realizable, and earned when persuasive evidence of an arrangement
exists, the products or services have been provided to the customer, the sales
price is fixed or determinable, and collection is reasonably assured. Energy
sales to customers are based on the reading of their meters that occurs ona
systematic basis throughout the month. We recognize the revenues on our

statements
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of results of operations using an accrual methed for retail and other energy
sales that have not yet been billed, but where electricity has been
consumed. This is termed “unbilled revenues” and is a widely recognized and



accepted practice for utilities. At the end of each month, unbilled revenues are
determined by the estimation of unbilled energy provided to customers since the
date of the last meter reading, estimated line losses, the assignment of unbilled
energy provided to customer classes and the average rate per customer class.
Ail of the pawer produced at the generation stations is sold to an RTO and
we in turn purchase it back from the RTO to supply our customers. These power
sales and purchases are reported on a net hourly basis as revenues or
purchased power on our statements of results of operations. We record
expenses when purchased electricity is received and when expenses are
incurred, with the exception of the ineffective portion of certain power purchase
contracts that are derivatives and qualify for hedge accounting. We also have
certain derivative contracts that do not qualify for hedge accounting, and their
unrealized gains or losses are recorded prior fo the receipt of electricity.

Allowance for Uncollectible Accounts

We establish provisions for uncollectible accounts by using both historical
average loss percentages to project future losses and by esfablishing specific
provisions for known credit issues.

Property, Plant and Equipment

We record our ownership share of our undivided interest in jointly-held
stations as an asset in property, plant and equipment. Property, plant and
equipment are stated at cost. For regulated transmission and distribution
property, cost includes direct labor and material, allocable overhead expenses
and an allowance for funds used during construction (AFUDC). AFUDC
represents the cost of borrowed funds and equity used to finance regulated
construction projects. For non-reguiated property, cost also includes capitalized
interest. Capitalization of AFUDC and interest ceases at either project
completion or at the date specified by regulators. AFUDC and capitalized
interest was $4.0 million, $4.4 million, and $3.4 million for the years ended
December 31, 2012, 2011 and 2010, respectively.

For unregulated generation property, cost includes direct labor and material,
allocable overhead expenses and interest capitalized during construction using
the provisions of GAAP relating to the accounting for capitalized interest.

For substantially all depreciable property, when a unit of property is retired,
the original cost of that property less any salvage value is charged to
Accumulated depreciation and amortization.

Property is evaluated for impairment when events or changes in
circumstances indicate that its carrying amount may not be recoverable.

At December 31, 2012, DP&L did not have any material plant acquisition
adjustments or other plant-related adjustments.

Repairs and Maintenance

Costs associated with maintenance activities, primarily station outages, are
recognized at the time the work is performed. These costs, which include labor,
materials and supplies, and cutside services required to maintain equipment and
facilities, are capitalized or expensed based on defined units of property.

Depreciation — Changes in Estimates
Depreciation expense is calculated using the straight-line method, which
allocates the cost of properly over its estimated useful life. For DP&L’s



generation, transmission and distribution assets, straight-line depreciation is
applied monthly on an average composite basis using group rates.

fn the third quarter of 2012, a series of events led DP&L management to
conclude that there was an impairment in the value of certain generating stations
(see Note 15 for more information). The effect of this impairment will be {o
reduce future depreciation related to these stations by approximately $7.1 million
per year. The effect in the year ended December 31, 2012 was a reduction of
approximately $1.8 million.

In July 2010, DP&L completed a depreciation rate study for non-regulated
generation property based on its property, ptant and equipment balances at
December 31, 2009, with certain adjustments for subsequent property
additions. The resuits of the depreciation study concluded that many of DP&L’s
compaosite depreciation rates should be reduced due to projected useful asset
lives which are longer than those previcusly estimated. DP&L adjusted the
depreciation rates for its non-regulated generation property effective July 1,

2010, resuiting in a net
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reduction of depreciation expense. During the year ended December 31,
2011, the net reduction in depreciation expense amotnted to $3.4 million {$2.2
million net of tax) compared to the prior year. On an annualized basis going
forward, the net reduction in depreciation expense is projected to be
approximately $6.8 million (34.4 million net of tax).

For DP&L’s generation, fransmission, and distribution assets, straight-line
depreciation is applied on an average annual composite basis using group rates
that approximated 4.2% in 2012, 2.5% in 2011 and 2.6% in 2010.

The following is a summary of DP&L’s Property, plant and equipment with
corresponding composite depreciation rates at December 31, 2012 and
December 31, 2011:

At December 31,

Composi Composi
% in millions 2012 te Rate 2011 e Rate
Regulated:
Transmission 380.9 2.4% 367.5 2.4%
Distribution 1,480.7 3.4% 1,371.5 3.4%
General 100.0 5.4% 84.8 4.1%
Non-depreciable 60.1 N/A 59.7 N/A
Total regulated 2,021.7 1,883.5
Unregulated:
Production / Generation 3,210.8 4.9% 3,377.9 2.2%
Non-depreciable 16.5 N/A 16.5 N/A



Total unregulated 3,227.3 3,394.4

Total property, plant and

equipment in service : 5,249.0 4.2% 5277.9 2.5%

AROs
We recognize AROs in accordance with GAAP which requires legal

obligations associated with the retirement of long-lived assets to be recognized

at their fair value at the time those obligations are incurred. Upon initial

recognition of a legal liability, costs are capitalized as part of the related long-

lived asset and depreciated over the useful life of the related asset. Our legal

obligations associated with the retirement of our long-lived assets consisted

primarily of river intake and discharge structures, coal unloading facilities,

loading docks, ice breakers and ash disposal facilities. Our generation AROs

are recorded within other deferred credits on the balance sheets.
Estimating the ameunt and timing of future expenditures of this type requires

significant judgment. Management routinely updates these estimates as

additional information becomes available.

162

Changes in the Liability for Generation AROs
$ in millions
Year ended December 31, 2011
Balance at January 1, 2011 17.£
Accretion expense 0.€
Additions -
Seitlements (0.5
Estimated cash flow revisions 1.C
Balance at December 31, 2011 18.8
Year ended December 31, 2012
Accretion expense ' a.c
Additions -
Settlements (0.4
Estimated cash flow revisions (0.1
Balance at December 31, 2012 19.2

Asset Removal Costs

We continue to record cost of removal for our regulated transmission and
distribution assets through our depreciation rates and recover those amounts in
rates charged to our customers. There are no known legal AROs associated
with these assets. We have recorded $112.1 million and $112.4 million in
estimated costs of removal at December 31, 2012 and 2011, respectively, as
regulatory liabilities for our transmission and distribution property. These
amounts represent the excess of the cumulative removal costs recorded through
depreciation rates versus the cumulative remeval costs actually incurred. See
Note 4.



Changes in the Liability for Transmission and Distribution Asset
Removal Costs

$ in millions

Year ended December 31, 2011
Balance at January 1, 2011
Additions

Settlements

Balance at December 31, 2011

Year ended December 31, 2012
Additions

Settlements

Balance at December 31, 2012

Regulatory Accounting

In accordance with GAAP, regulatory assets and liabilities are recorded in
the balance sheets for our regulated fransmission and distribution
businesses. Regulatory assets are the deferral of costs expected fo be
- recovered in future customer rates and Regulatory liabilities represent current
recovery of expected future costs.

We evaluate our Regulatory assets each period and believe recovery of
these assets is probable. We have received or requested a return on certain
regulatory assets for which we are currently recovering or seeking recovery
through rates. We record a return after it has been authorized in an order by a
regulator. If we were required to terminate application of these GAAP provisions
for all of our regulated operations, we would have to write off the amounts of all
reguiatory assets and liabilities to the statements of results of operations at that
time. See Note 4.

Effective December 31, 2011, Regulatory assets and Liabilities are
presented on a current and non-current basis, depending on the term recovery is
anticipated. This change was made to conform with AES’ presentation of
Regulatory assets and liabilities.

Inventories
[nventories are carried at average cost and include coal, limestone, oil and
gas used for electric generation, and materials and supplies used for utility
operations.
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107.
94
(4.9

112.4

10.1
(10.4

112.1

Intangibles

Intangibles consist of emission allowances and renewable energy
credits. Emission allowances are carried on a first-in, first out {FIFO) basis for
purchased emission allowances. Net gains or losses on the sale of excess
emission aliowances, representing the difference between the sales proceeds
and the cost of emission allowances, are recorded as a component of our fuel



costs and are reflected in Operating income when realized. Beginning in
January 2010, part of the gains on emission allowances were used to reduce the
overall fuel rider charged to our SSO retail customers. Emission allowances are
amortized as they are used in our operations. Renewable energy credits are
amortized as they are used or retired.

Prior to the Merger date, emission allowances and renewable energy credits
were carried as inventory. Emission allowances and renewable energy credits
are now carried as intangibles in accordance with AES’ policy.

Income Taxes

GAAP requires an asset and liability approach for financial accounting and
reporting of income taxes with tax effects of differences, based on currently
enacted income tax rates, between the financial reporting and tax basis of
accounting reported as deferred tax assets or liabilities in the balance
sheets. Deferred tax assets are recognized for deductible temporary
differences. Valuation allowances are provided against deferred tax assets
unless it is more likely than not that the asset will be realized.

Investment tax credits, which have been used to reduce federal income
taxes payable, are deferred for financiat reporting purposes and are amortized
over the useful lives of the property to which they relate. For rate-regulated
operations, additional deferred income taxes and offsetting requlatory assets or
liabilities are recorded to recognize that income taxes will be recoverable or
refundable through future revenues.

As a result of the Merger, DPL. and its subsidiaries file L.S. federal income
tax returns as part of the consolidated U.S. income tax return filed by AES. Prior
to the Merger, DPL and its subsidiaries fited a consolidated U.S. federal income
tax return. The consolidated tax liability is allocated to each subsidiary based on
" the separate refurn method which is specified in our tax allocation agreement
and which provides a consistent, systematic and rational approach. See Note 7
for additional information.

Financial Instruments

We classify our investments in debt and equity financial instruments of
publicly traded entities into different categories: held-to-maturity and available-
for-sale. Available-for-sale securities are carried at fair value and unrealized
gains and losses on those securities, net of deferred income taxes, are
presented as a separate component of shareholders’ equity. Other-than-
temporary declines in value are recognized currently in earnings. Financial
instruments classified as held-to-maturity are carried at amortized cost. The cost
basis for public equity security and fixed maturity investments is average cost
and amortized cost, respectively.

:Accounting for Taxes Collected from Customers and Remitted to
Governmental Authorities

DP&L collecis certain excise taxes levied by state or local governments from
its customers. DP&L’s excise taxes are accounted for on a net basis and
recorded as a reduction in revenues in the accompanying Statements of Results
of Operations in accordance with AES policy. The amounts for the years ended
December 31, 2012, 2011 and 2010 were $50.5 million, $53.7 million and $51.7
million, respectively.

Share-Based Compensation



We measure the cost of empioyee services received and paid with equity
instrurnents based on the fair value of such equity instrument on the grant
date. This cost is recognized in resulis of operations over the period that,
employees are required to provide service. Liability awards are initially recorded
based on the fair value of equity instruments and are 1o be re-measured for the
change in stock price at each subsequent reporting date until the liability is
ultimately settled. The fair value for employee share options and other similar
instruments at the grant date are estimated using option-pricing models and any
excess tax benefits are recognized as an addition to paid-in capital. The
reduction in income taxes payable from the excess tax benefits is presented in
the statements of cash flows within Cash flows from financing activities. See
Note 11 for additional information. As a result of the Merger (see Note 2),
vesting of all share-based awards was accelerated as of the Merger date, and
none are in existence at December 31, 2012 or 2011.

Cash and Cash Equivalents

Cash and cash equivalents are stated at cost, which approximates fair
value. All highly liquid short-term investments with original maturities of three
months or less are considered cash equivalents.
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Restricted Cash

Restricted cash includes cash which is restricted as o withdrawai or
usage. The nature of the resfrictions include restrictions imposed by agreements
related to depesits held as coliateral.

Financial Derivatives

All derivatives are recognized as either assets or Fabilities in the balance
sheets and are measured at fair value. Changes in the fair value are recorded in
earnings unless they are designated as a cash flow hedge of a forecasted
transaction or qualify for the normal purchases and sales exception.

We use forward confracts to reduce our exposure to changes in energy and
commodity prices and as a hedge against the risk of changes in cash flows
associated with expected electricity purchases. These purchases are used to
hedge our full load requirements. We also hold farward sales contracts that
hedge against the risk of changes in cash flows associated with power sales
during periods of projected generation facility availability. We use cash flow
hedge accounting when the hedge or a portion of the hedge is deemed to be
highly effective and MTM accounting when the hedge or a portion of the hedge is
not effective. We have elected not to offset net derivative positions in the
financial statements. Accordingly, we do not offset such derivative positions
against the fair value of amounts recognized for the right fo reclaim cash
collateral or the obligation 1o return cash coliateral under master netting
agreements. See Note 10 for additionaf information.

Following the acquisition of DPL in November 2011 by AES, DPL began
presenting its derivative positions on a gross basis in accordance with AES
policy. This change has been reflected in the 2011 balance sheet contained in
these statements.



Insurance and Claims Costs

In addition to insurance obtained from third-party providers, MVIC, a wholly-
owned captivéSubsidiary of DPL, provides insurance coverage to DP&L and, in
some cases, our partners in commonly owned facilities we operate, for workers’
compensation, general liability, property damage, and directors’ and officers’
liability. DP&L is responsible for claim costs below certain coverage thresholds
of MVIC for the insurance coverage noted above. In addition, DP&L has
estimated liabilities for medical, life, and disability claims costs below certain
coverage thresholds of third-party providers. We record these additional -
insurance and claims costs of approximately $17.7 million and $18.9 million for
2012 and 2011, respectively, within Other current liabilities and Other deferred
credits on the balance sheets. The estimated liabilities for workers’
compensation, medical, life and disability at DP&L are actuarially determined
based on a reasonable estimation of insured events occurring. There is
uncertainty associated with these loss estimates and actual resuits may differ
from the estimates. Modification of these loss estimates based on experience
and changed circumstances is reflected in the period in which the estimate is re-
evaluated,
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Related Party Transactions

In the normal course of business, DP&L enters into transactions with other
subsidiaries of DPL. All material intercompany accounts and transactions are
eliminated in DPL’s Consolidated Financial Statements. The following table
provides a summary of these transactions:

Years ended December 31,

$ in millions 2012 2011 2010
DP&L revenues:
Sales to DPLER & 350.8 327.0 238.5
Sales to MC Squared 40.0 - -

DP&L Operation & Maintenance Expenses:
Premiums paid for insurance services provided by

Mmvic ® (2.6) (3.1) (3.3
Expense recoveries for services provided fo DPLER :
@ 4.0 48 5.8
DP&L Customer security deposits:
Deposits received from DPLER * o 20.2 - -
(a) DP&L sells power fo DPLER and MC Squared to satisfy the electric

requirements of their retail customers. The revenue dollars associated with sales fo
DPLER and MC Squared are recorded as wholesale revenues in DP&L’s Financial
Statements. The increase in DP&L's sales to DPLER during the year ended December
31, 2012, compared to the year ended December 31, 2011 is primarily due to customers
electing to switch their generation service from DP&L to DPLER. DP&L. started selling
physical power to MC Squared during June 2012 and became their sole source of power
in September 2012. :



) MVIC, a wholly-owned captive insurance subsidiary of DPL, provides
insurance coverage to DP&L and other DPL subsidiaries for workers’ compensation,
general liability, property damages and directors’ and officers’ liability. These amounts
represent insurance premiums paid by DP&L to MVIC.

{c) in the normal course of business DP&L incurs and records expenses
on behalf of DPLER. Such expenses include but are not limited to employee-related
expenses, accounting, information technology, payroll, legal and other administration
expenses. DP&L subsequently charges these expenses to DPLER at DP&L’s cost and

_ credits the expense in which they were initially recorded.
(d) DP&L requires credit assurance from the CRES providers serving
~~ - customers in its service territory because DP&L is the default energy provider should the
CRES provider fail to fulfill its obligations to provide electricity. Due to DPL’s credit
downgrade, DP&L required cash collateral from DPLER.

Recently Adopted Accounting Standards

Fair Value Disclosures

In May 2011, the FASB issued ASU 2011-04 “Fair Value Measurements”
{ASU 2011-04) effective for interim and annual reporting periods beginning after
December 15, 2011. We adopted this ASU on January 1, 2012. This standard
updates FASC 820, “Fair Value Measurements.” ASU 2011-04 essentially
converges US GAAP guidance on fair value with the IFRS guidance. The ASU
requires more disclosures around Level 3 inputs. It also increases reperting for
financial instruments disclosed at fair value but not recorded at fair value and
provides clarification of blockage factors and other premiums and
discounts. These new rules did not have a material effect on our overall resulis
of operations, financial position or cash flows.

Comprehensive Income

In June 2011, the FASB issued ASU 2011-05 “Presentation of
Comprehensive Income” (ASU 2011-05) effective for interim and annual
reporting periods beginning after December 15, 2011. We adopted this ASU on
January 1, 2012. This standard updates FASC 220, “Comprehensive
Income.” ASLF 2011-05 essentially converges US GAAP guidance on the
presentation of comprehensive income with the IFRS guidance. The ASU
requires the presentation of comprehensive income in one continuaus financial
statement or two separate but consecutive statements. Any reclassification
adjustments from other comprehensive income to net income are required to be
presented on the face of the Statement of Comprehensive Income. These new
rules did not have a material effect on our overali results of operations, financial
position or cash flows.

Goodwill Impairment

In September 2011, the FASB issued ASU 2011-08 “Testing Goodwill for
Impairment” (ASU 2011-08) effective for interim and annual reporting periods
beginning after December 15, 2011. We adopted this ASU on January 1,
2012. This standard updates FASC Topic 350, “Intangibles-Goodwill and
Other.” ASU 2011-08 allows an entity to first test goodwill using qualitative
factors to determine if it is more likely than not that the fair value of a reporting
unit has been impaired, if so, then the two-step impairment test is
performed. DP&L does not have any goodwill.
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Recently issued Accounting Standards

The FASB recently issued ASU 2613-01, “Scope Clarification of Disclosures
about Offsetting Assets and Liabilities”, to limit the scope of ASU 2011-11
“Disclosures about Offsefting Assets and Liabilities” to derivatives (including
bifurcated embedded derivatives), repurchase agreements and reverse
repurchase agreements, and securities borrowing and lending transactions. This
ASU is effective for annual and interim periods beginning on or after January 1,
2013. The FASB clarified that the disclosures were not intended to included
trade reCeivables and other contracts for financial instruments that may be
subject to a master netting arrangement. This new rule is not expected to have a
materiat effect on our overall results of operations, financial position or cash
flows.

The FASB recently issued ASU 2013-02, “Comprehensive Income (Topic
220). Reporting of Amounts Reclassified out of Accumnulated Other
Comprehensive Income” effective for annual and interim periods beginning after
December 15, 2012. The ASU does not change the current requirements for
reporting net income or other comprehensive income in financial statements.
However, the ASU requires an entity to provide information about the amounts
reclassified out of accumulated other comprehensive income by compeonent. In
addition, an entity is required to present, either on the face of the statement
where net income is presented or in the notes, significant amounts rectassified
out of accumulated other comprehensive income by the respective line items of
net income but only if the amount reclassified is required under U.S. GAAP to be
reclassified fo net income in its entirety in the same reporting period. For other
amounts that are not required under U.S. GAAP to be reclassified in their entirety
fo net income, an entity is required to cross-reference to other disclosures
required under U.S. GAAP that provide additional detail about those
amounts. This new rule is not expected to have a material effect on our overall
results of operations, financial position or cash flows.

[ 2. Business Combination ]

On November 28, 2011, all of the outstanding common stock of DP&L’s
parent company, DPL, was acquired by AES. In accordance with FASC 805, the
assets and liabilities of DPL were valued at their fair value at the Merger date.
These adjustments were “pushed down" to DPL’s records. These adjustments
were not pushed down to DP&L which will continue to present its assets and
liabilities on its historical cost basis. Therefore, DP&L does not need to show a
Predecessor and Successor split of its financial statements.

[ 3. Supplemental Financial Information ' i

December 31,

$ in millions 2012 2011
Accounts receivable, net
Unbilled revenue 48.1 49.5
Customer receivables _ 62.0 85.8
Amounts due from partners in jointly-owned stations 19.7 29.2
Coal sales 16 1.C
Other 29.5 13.€



Provisions for uncollectible accounts (0.9) (0.9

Total accounts receivable, net 160.0 178.E
Inventories
Fuel and limestene 67.3 82.8
Plant materials and supplies o ' 39.8 38.€
Other 1.8 1.7
Total inventories, at average cost 108.9 123.1
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Accumulated Other Comprehensive Income (Loss)

AQCI is included on our balance sheets within the Common shareholders' equity sections. The
following table provides the components that constitute the balance sheet amounts in AOCI at December

31, 2012 and 2011:

December 31,
$ in millions {net of tax) 2012 201
Financiat instruments 1.0 0.€
Cash flow hedges 26 9.C
Pension and postretirement benefits (42.3) (44.3
Total {38.7) (34.7

| 4. Regulatory Matters 1

In accerdance with GAAP, regulatory assets and liabilities are recorded in
the balance sheets for our regulated electric transmission and distribution
businesses. Regulatory assets are the deferral of costs expected {o be
recovered in future customer rates and regulatory liabilities represent current
recovery of expected future costs or gains probable of recovery being reflected in
future rates. :

We evaluate our regulatory assets each period and believe recovery of these
assefs is probable. We have received or requested a return on certain
regulatory assets for which we are currently recovering or seeking recovery
through rates. We record a return after it has been authorized in an order by a
regufator. :
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Regulatory assets and liabilities for DP&L are as follows:



December 31,

Amortiz
Type of ation
$ in millions Recovery Through 2012 2011
Regulatory assets, current:
TCRR, transmission, ancilfary and Ongoin ‘
other PJM-related costs F g 7.0 4.7
Ongoin
Power plant emission fees Cc g - 4.8
Fuel and purchased power recovery Ongoin
costs C g 113 8.2
Total regulatory assets, current 18.3 17.7
Regulatory assets, non-current:
Ongoin
Deferred recoverable income taxes B/C g : 35.1 24.1
Ongoin
Pension benefits Cc g 889 92.1
Unamortized loss on reacquired Ongoin :
debt C g 11.9 13.C
Regional fransmission organization
costs D 2014 ' 2.6 4.1
Deferred sform costs D 244 17.€
CCEM smart grid and advanced
metering infrastructure costs D 6.6 8.6
CCEM energy efficiency program Ongoin
costs F g 5.2 8.8
Consumer education campaign D 3.0 3.C
Retail settlement system costs D 31 31
Other costs 4.7 5.1
Total regulatory assets, non-
current 185.5 177.8
Regulatory liabilities, current:
Fuel and purchased power recovery Ongoin
costs c g 0.1
Total regulatory liabilities,
current 0.1
Regulatory liabilities, non-current:
Estimated costs of removal -
regulated property 1121 112.4
Postretiremnent benefits 5.0 6.2
Other 0.2 -
Total regulatory liabilities, non-
current 117.3 118.€
(a) B — Balance has an offsetting liability resulting in no effect on rate

base.

C — Recovery of incurred costs without a rate of return.
D — Recovery not yet determined, but is probable of occurring in

future rate proceedings.



F — Recovery of incurred costs plus rate of return.
Reguiatory Assets

TCRR, fransmission, ancitlary and other PJM-related costs represent the
costs related to transmission, ancillary service and other PJM-related charges
that have been incurred as a member of PJM. On an annual basis, retail rates
are adjusted to true-up costs with recovery in rates.

Power plant emission fees represent costs paid to the State of Ohio since
2002, An application is pending before the PUCO ta amend an approved rate
rider that had been in effect to collect fees that were paid and deferred in years
prior to 2002. The defeired costs incurred prior to 2002 have been fully
recovered. As the previously approved rate rider continues to be in effect, we
- believe these costs are probable of future rate recovery.

Fuel and purchased power recovery costs represent prudently incurred fuel,
purchased power, derivative, emission and other related costs which will be
recovered frem or returned to customers in the future through the operation of
the fuel and purchased power recovery rider. The fuel and purchased power
recovery rider fluctuates based on actual costs and recoveries and is modified at
the start of each seasonal quarter. DP&L implemented the fuel and purchased
power recovery rider on January 1, 2010. As part of the PUCO approval
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process, an outside auditor is hired to review fuel costs and the fuel
procurement process. We received the audit report for 2011 on Aprit 27,
2012. The auditor has recommended that the PUCO consider reducing DP&L’s
recovery of fuel costs by approximately $3.4 miilion from certain
transactions. On October 4, 2012, we filed testimony on this issue and a hearing
was scheduled. In December 2012, we agreed to an immaterial adjustment to
settle these issues. The liability was recorded in the fourth quarter of 2012 and
will be credited to customers in early 2013.

Deferred recoverable income taxes represent deferred income tax assets
recognized from the normalization of flow through items as the result of amounts
" previously provided to customers. This is the cumulative flow through benefit
given to regulated customers that will be ceollected from them in future
years. Since currently existing temporary differences between the financial
statements and the related tax basis of assets will reverse in subsequent
periods, these deferred recoverable income taxes will decrease over time.

Pension benefits represent the qualifying FASC 715 “Compensation —
Retirement Benefits” costs of our regulated operations that for ratemaking
purposes are deferred for future recavery. We recognize an asset for a plan’s
overfunded status or a liability for a plan’s underfunded status, and recognize, as
a component of other comprehensive income (OCI}, the changes in the funded
status of the plan that arise during the year that are not recognized as a
component of net periodic benefit cost. This regulatory asset represents the
regulated portion that would otherwise be charged as a loss to OCI.




Unamortized loss on reacquired debt represents losses on long-term debt
reacquired or redeemed in prior periods. These costs are being amortized over
the lives of the original issues in accordance with FERC and PUCO rules.

Regional fransmission organization costs represent costs incurred to join an
RTO. The recovery of these costs will be requested in a future FERC rate case.

Deferred storm costs relate to costs incurred to repair the damage caused by

storms in the following years:

- 2008 - related to costs incurred to repair the damage caused by hurricane force winds in
September 2008, as well as other 2008 storms. On January 14, 2009, the PUCO granfed DP&L
the authority to defer these costs with a return until such time that DP&L. seeks recovery in a
future rate proceeding.

. 2011 — related to five major storms in 2011. On December 21, 2012, DP&L
filed a request with the PUCO for an accounting order to defer costs and a request
for recovery of costs associated with these storms. DP&L believes the recovery of
these costs is probable at December 31, 2012.

. 2012 - related to storm damage that occurred during final weekend of June 2012. On Augus
10, 2012, DP&L filed a request with the PUCO, which was modified on October 19, 2012, for an
accounting order to defer the costs associated with this storm damage. On December 19, 2012,
the PUCO issued an order permitting partial deferral,

On December 21, 2012, DP&L filed a request for recovery
of all of these deferred storm costs with the PUCO.

CCEM smart grid and AMI costs represent costs incurred as a resuit of
studying and developing distribution system upgrades and implementation of
AMI. On October 19, 2010, DP&L elected to withdraw its case pertaining fo the
Smart Grid and AMI programs. The PUCO accepted the withdrawal in an order
issued on January 5, 2011. The PUCO also indicated that it expects DP&L to
continue to monitor other utiliies’ Smart Grid and AMI programs and fo explore
the potential benefits of investing in Smart Grid and AMI proegrams and that
DP&L will, when appropriate, file new Smart Grid and/or AMI business cases in
the future. We plan fo file to recover these deferred costs in a future regulatory
rate proceeding. Based on past PUCO precedent, we believe these costs are
probable of future recovery in rates.

CCEM energy efficiency program costs represent costs incurred to develop
and implement various new customer programs addressing energy

efficiency. These costs are being recovered through an energy efficiency rider
that began July 1, 2009 and that is subject to a two-year true-up for any
over/under recavery of costs. The two-year true-up was approved by the PUCO
and a new rate was set.

Consumer education campaign represents costs for consumer education
advertising regarding electric deregulation and its related rate case. DP&L will
be seeking recovery of these costs as part of our next distribution rate case filing
at the PUCO. The timing of such a filing has not yet been determined.
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Retail setlement system costs represent costs to implement a retail
settlement system that reconciles the energy a CRES supplier delivers to ifs



customers with what its customers actually use. Based on case precedent in
other utilities’ cases, the costs are recoverable through DP&L’s next
-transmission rate case.

Other costs primarily include RPM capacity, other PJM and rate case costs
and alternative energy costs that are or will be recovered over various periods.

Regulatory Liabilities

Fuel and purchased power recovery costs represent prudently
incurred fuel, purchased power, derivative, emission and other related
costs which will be recovered from or returned to customers in the future
through the operation of the fuel and purchased power recovery
rider. The fuel and purchased power recovery rider fluctuates based cn
actual costs and recoveries and is modified at the start of each seasonal
quarter. DP&L implemented the fuel and purchased power recovery rider
on January 1, 2010. As part of the PUCO approval process, an outside
auditor is hired to review fuel costs and the fuel procurement
process. We received the audit report for 2011 on April 27, 2012. The
auditor has recommended that the PUCO consider reducing DP&L’s
recovery of fuel costs by approximately $3.4 million from certain
transactions. On October 4, 2012, we filed testimony on this issue and a
hearing was scheduled. In December 2012, we agreed to an immaterial
adjustment to settle these issues. The liability was recorded in the fourth
quarter of 2012 and will be credited to customers in early 2013.

Estimated costs of removal — requlated property reflect an estimate of
amounts collected in customer rates for costs that are expected to be incurred in
the future to remove existing transmission and distribution property from service
when the property is retired.

Postretirement benefits represent the gualifying FASC 715 “Compensation -
Retirement Benefits” gains related to our regulated operaticns that, for
ratemaking purposes, are probable of being reflected in future rates. We
recognize an asset for a plan’s overfunded status or a Iability for a plan’s
underfunded status, and recognize, as a component of OCI, the changes in the
funded status of the plan that arise during the year that are not recognized as a
component of net periodic benefit cost. This regulatory liability represents the
regulated portion that would otherwise be reflected as a gain to OCL.

| 5. Ownership of Coal-fired Facilities |

DP&L and certain other Ohio utilities have undivided ownership interests in
seven coal-fired elecfric generating facilities and numerous transmission
facilities. Certain expenses, primarily fuel costs for the generating units, are
allocated to the owners based on their energy usage. The remaining expenses,
investments in fuel inventory, plant materials and operating supplies, and capital
additions are allocated to the owners in accordance with their respective
ownership interests. As of December 31, 2012, DP&L had $36.0 million of
construction work in process at such faciliies. DP&L’s share of the operating
cost of such facilities is included within the corresponding line in the Statements
of Results of Operations and DP&L’s share of the investment in the facilities is
included within Total net property, plant and equipment in the Balance



Sheets. Each joint owner provides their own financing for their share of the
operations and capital expenditures of the jointly-owned station.
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DP&L’s undivided ownership interest in such facilities as well as our wholly-
owned coal fired Hutchings Station at December 31, 2012, is as follows:

DP&L Share DP&L Investment
SCR
Constru  and FGD
Summ Gross Accumul ction Equipmen
er Plant ated Work in Installed
Owner Production In Service Depreciation  Process and in
ship Capagcity ($in ($in ($in Service
: % {MW) millions) millions) millions)  (Yes/No)
Jointly-owned production
units
Beckjord Unit 6 50.0 207 76 64 - No
Conesville Unit 4 16.5 129 18 1 11 Yes
East Bend Station 31.0 186 208 136 3 Yes
Killen Station 67.0 402 . 617 299 5 Yes
Miami Fort Units 7 and 8 36.0 368 363 147 3 Yes
Stuart Station 35.0 808 744 294 12 Yes
Zimmer Station 28.1 365 1,099 642 2 Yes
Transmission (at varying
percentages) 96 59 -
Total 2,465 3,221 1,642 36
Wholly-owned production
unit
Hutchings Station 100.0 365 - - - No

Currentiy, our coal-fired electric generation units at Hutchings and Beckjord
do not have the SCR and FGD emission-control equipment installed. DP&L
owns 100% of the Hutchings Station and has a 50% interest in Beckjord Unit
6. On July 15, 2011, Duke Energy, a co-owner at the Beckjord Unit 6 facility,
filed their Long-terim Forecast Report with the PUCO. The plan indicated that
Duke Energy plans io cease production at the Beckjord Station, including our
commonly owned Unit 6, in December 2014. This was followed by a notification
by the joint owners of Beckjord Unit 6 to PJM, dated April 12, 2012, of a planned
June 1, 2015 deactivation of this unit. We are depreciating Unit 6 through
December 2014 and do not believe that any additional accruals or impairment
charges are needed as a result of this decision.

DP&L has informed PJM that Hutchings Unit 4 has incurred damage to a
rotor and will be deactivated June 1, 2014. In addition, DP&L has notified PJM
that the remaining units at Hutchings will no longer operate after May 2013 and
will be deactivated on June 1, 2015. The decision to deactivate these units has
been made because these units are not equipped with the advanced



environmental control technologies needed to“ég;r‘lply with the MACT standard,
which was renamed MATS (Mercury Air Toxics Standard) when the final rule
was issued on December 16, 2011. We do not believe that any additional

accruals are needed related to the Huichings Station.

As part of the provisional DPL purchase accounting adjustments related to
the Merger, four stations (Beckjord, Conesville, £ast Bend and Hutchings) had
future expected cash flows that, when discounted, produced a zero fair market
value. Since DP&L did not apply push down accounting, this valuation did not
affect the book value of these stations’ valuation at DP&L.. in the third quarter of
2012, DP&L performed an impairment review of its stations, and recorded an
impairment of $80.8 million related to two of the stations, Conesville and

Hutchings. See Note 15 for more information on this impairment.
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[ 6. Debt Obligations B
Long-term debt is as foliows:
Long-term debt
December 31, December 31,
$ in millions 2012 2011
First mortgage bonds maturing in October 2013 -

5.125% - 470.C
Pollution controi series maturing in January 2028 - 4.7% 353 35.2
Pollution control series maturing in January 2034 - 4. 8% 179.1 1791
Pollution control series maturing in September 2036 - ,

4.8% 1000 100.C
Pollution control series maturing in November 2040 -

variable rates: 0.04% - 0.26% and 0.06% - 0.32% (a) - 100.C
U.S. Government note maturing in February 2061 -

4.2% 18.3 18.5
Capital lease obligations 0.1 04
Unamortized debt discount (0.1) (0.3
Total long-term debt 332.7 903.C
Current portion - long-term debt

December 31, December 31,
$ in millions 2012 2011
First mortgage bonds maturing in October 2013 -

5.125% 470.0 -
Pollution control series maturing in November 2040 -

variable rates: (.04% - 0.26% and 0.06% - 0.32% (a) 100.0 -
U.S. Government note maturing in February 2061 - 0.1 0.1



4.2%
Capital lease obligations 0.3 0.2
Total current portion - long-term debt ' 570.4 0.4

(a} - range of interest rates for the twelve months ended December 31, 2012 and December 31, 2011, respectively

At December 31, 2012, maturities of long-term debt, including capital iease
obligations, are summarized as follows;

$ in millions
Due within one year 570.4
Due within two years 0.2
Due within three years 0.1
Due within four years 0.1
Due within five years 0.1
Thereafter 332.2
: 903.2
Unamortized discount {0.1
Total long-term debt 903.1

On November 21, 2006, DP&L entered into a $220.0 million unsecured
revolving credit agreement. This agreement was terminated by DP&L on August
29, 2011.

On December 4, 2008, the OAQDA issued $100.0 million of collateralized,
variable rate Revenue Refunding Bonds Series A and B due November 1,
2040. In turn, DP&L borrowed these funds from the OAQDA and issued
corresponding First Mortgage Bonds to support repayment of the funds. The
payment of principal and interest on each series of the bonds when due is
backed by a standby letter of credit issued by JPMorgan Chase Bank, N.A. This
letter of credit facility, which expires in December 2013, is irrevocable and has no
subjective acceleration clauses. Since this letter of credit facility expires in
December 2013, at which point the bandholders could tender the bonds, we
have reflected these outstanding bonds as a current liability. Management will
continue to monitor
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and evaluate market conditions over the next several months and make a
determination to either seek a renewal of this standby tetter of credit or to explore
alternative financing arrangements. Fees associated with this letter of credit
facility were not material during the years ended December 31, 2012 and 2011.

On April 20, 2010, DP&L entered into a $200.0 million unsecured revolving
credit agreement with a syndicated bank group. This agreement is for a three
year term expiring on April 20, 2013 and provides DP&L. with the ability to
increase the size of the facility by an additionat $50.0 million. DP&LHad no
outstanding borrowings under this credit facility at December 31, 2012 or
2011. Fees associated with this revolving credit facility were not material during



the twelve months ended December 31, 2012 or the period between April 20,
2010 and December 31, 2011. This facility also contains a $50.0 million letter of
credit sublimit. As of December 31, 2012 and 2011, DP&L had no outstanding
letters of credit against the facility.

On March 1, 2011, DP&L completed the purchase of $18.7 miilion electric
transmission and distribution assets from the federal government that are located
at the Wright-Patterson Air Force Base (WPAFB). DP&L financed the
acquisition of these assets with a note payable to the federal government that is
payable monthly over 50 years and bears inferest at 4.2% per annum,

0On August 24, 2011, DP&L entered into a $200.0 million unsecured
revolving credit agreement with a syndicated bank group. This agreement is for
a four year term expiring on August 24, 2015 and provides DP&L with the ability
to increase the size of the facility by an additional $50.0 million. DP&L had no
outstanding borrowings under this credit facility at December 31, 2012 or
2011. Fees associated with this revolving credit facility were not material during
the year ended December 31, 2012 or the five months ended December 31,
2011. This facility also contains a $50.0 million letter of credit sublimit. As of
December 31, 2012 and 2011, DP&L had no outstanding letters of credit against
the facility.

Substantially all property, plant and equipment of DP&L is subject to the lien
of the mortgage securing DP&L’s First and Refunding Mortgage, dated Oclober
1, 1835, with the Bank of New York Mellon as Trustee.
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[ 7. Income Taxes i

DP&L’s components of income tax expense were as follows:

Year ended Year ended Year endec
December 31, December 31, December 31,
$ in millions : 2012 2011 2010
Computation of tax expense .
Federal income tax expense / (benefit)™ 50.9 103.8 144.2
Increases (decreases) in tax resufting from:
State income taxes, net of federal effect (2.0) 1.4 1€
Depreciation of AFUDC - Equity 3.0 (3.2) (2.2
Investment tax credit amortized (2.5) {2.5) (2.8
Section 199 - domestic production
deduction {2.5) {4.9) (9.1
Non-deductible merger-related
compensation 0.6 36
ESOP . - 136, -
- Compensation and benefits ‘ - (5.3) -
Other, net @ 7.6 (2.3) 3.2
135.2

Total tax expense 55.1 104.2



Components of Tax Expense

Federal - current 521 549 83.1
State and Local - current 1.0 0.9 0.¢
Total cusrent 53.1 55.8 83.€
Federal - deferred 4.7 47 1 50.1
State and local - deferred (2.7) 1.3 1.2
Total deferred 2.0 48.4 51.2
Total tax expense 55.1 104.2 135.2
December 31,
$ in millions 2012 201
Net non-current Assets / (Liabilities)
Depreciation / property basis (622.1) (6131
Income taxes recoverable {12.3) (8.6
Regulatory assets {20.6) {18.8
Investment tax credit 9.6 10.8
Compensation and employee benefits 0.3 {42
Other (6.9) (3.5
Net non-current liabilities (652.0) (637.7
Net current Assets / (Liabilities)
Other 2.0 1.8
Net current assets 2.0 1.E
(a) The statutory tax rate of 35% was applied to pre-tax earmnings.
b) Includes expense of $7.6 million and benefits of $2.4 million and $0.3
million in 2012, 2011 and 2010, respectively, of income tax refated to adjustments from
prior years.
{c) Amounts are included within Other prepayments and current assets on
the Balance Sheets of DP&L.,
" The following table presents the tax {(benefit) / expense related to pensions,
postretirement benefits, cash flow hedges and financial instruments that were
credited to Accumulated cther comprehensive loss.
Year ended Year ended Year endec
December 31, December 31, Pecember 31,
$ in millions 2011 2010
Tax expense / (benefit) (0.8) (7.2) | 0.1

Accounting for Uncertainty in Income Taxes



We apply the provisions of GAAP relating to the accounting for uncertainty in
income taxes. A reconciliation of the beginning and ending amount of
unrecognized tax benefits for DP&L is as follows:

$ in millions
Year ended December 31, 2011
Bailance at January 1, 2011 19.4
Tax positions taken during prior periods 2.
Tax positions taken during current period 3.€
Balance at December 31, 2011 25C
Year ended December 31, 2012
Tax positions taken during prior periods (6.3
Tax positions taken during current period (0.4
Balance at December 31, 2012 18.3
' Of the December 31, 2012 balance of unrecognized tax benefits, $19.4
million is due to uncertainty in the timing of deductibility offset by $1.1 million of
unrecognized tax liabilities that would affect the effective tax rate.
We recognize interest and penalties related to unrecognized tax benefits in
Income tax expense. The following iable represents the amounts accrued as
well as the expense / (benefit) recorded as of and for the periods noted below:
Amounts in Balance Sheet
Year ended Year ended Year endec
December 31, December 31, December 31,
$ in millions 2012 2011 2010
Liability 0.8 0.2
Amounts in Statement of Operations
Year ended Year ended Year endec
December 31, December 31, December 31,
% in millions 2012 2011 2010
Expense / (benefit) {0.1) 0.4

Following is a surmnmary of the tax years open to examination by major tax
jurisdiction:

U.S. Federal ~ 2007 and forward

State and Local — 2007 and forward

All of the unrecognized tax benefits are expected to settle within the next
twelve months.

The Internal Revenue Service began an examination of our 2008 Federal
income tax return during the second quarter of 2010. The examination was
completed on January 18, 2013 and we do not expect the results of this
examination {o have a material effect on our financial condition, resuits of
operations and cash flows.



As a result of the Merger, DPL and its subsidiaries file U.S. federal income
tax returns as a part of the consolidated U.S. income tax return filed by
AES. Prior to the Merger, DPL and its subsidiaries filed a consolidated U.S.
federal income tax return. The consclidated {ax liability is allocated to each
subsidiary based
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on the separate return method which is specified in our tax allocation
agreement and which provides a consistent, systematic and rational approach.

I 8. Pension and Postretirement Benefits 1

DP&L sponsors a traditional defined benefit pension plan for substantially all
employees of DPL. For collective bargaining employees, the defined benefits
are based on a specific doliar amount per year of service. For all other
employees (management employees), the traditional defined benefit pension
plan is based primarily on compensation and years of service. As of December
31, 2010, this traditional pension plan was closed to new management
employees. A participant is 100% vested in all amounts credited to his or her
account upon the completion of five vesting years, as defined in The Dayton
Power and Light Company Retirement Income Plan, or the participant’s death or
disability. If a participant's empioyment is terminated, other than by death or
disability, prior to such participant becoming 100% vested in his or her account,
the account shall be forfeited as of the date of termination.

All DP&L management employees beginning employment on or after
January 1, 2011 are enrolled in a cash balance pension plan. Similar to the
traditional defined benefit pension plan for management employees, the cash
balance benefits are based on compensation and years of service. A participant
shall become 100% vested in all amounts credited to his or her account upen the
completion of three vesting years, as defined in The Dayton Power and Light
Company Retirement Income Plan, or the participant's death or disability. ifa
participant’s empioyment is terminated, other than by death or disability, prior to
such participant becoming 100% vested in his or her account, the account shail
be forfeited as of the date of termination. Vested benefits in the cash balance
plan are fully portable upon termination of employment.

In addition, we have a Supplemental Executive Retirement Plan (SERP) for
certain retired key executives. The SERP was replaced by the DPL Inc.
Supplemental Executive Defined Contribution Retirement Plan (SEDCRP)
effective January 1, 2008, which is for certain active and former key
executives. Pursuant to the SEDCRP, we provide a supplemental retirement
benefit to participants by crediting an account established for each participant in
accordance with the Plan requirements. We designate as hypothetical
investment funds under the SEDCRP one or more of the investment funds
provided under The Dayton Power and Light Company Employee Savings
Pian. Each participant may change his or her hypothetical investment fund
selection af specified times. If a participant does not elect a hypothetical
investment fund(s), then we select the hypothetical investment fund(s) for such
participant. Per the SEDCRP plan document, the balances in the SEDCRP,
including eamings on contributions, were paid out to participants in December



2011, following thé merger with AES on November 28, 2011. However, the
SEDCRP continued and a 2011 contribution was calculated in March 2012. The
SEDCRP was terminated by the Board of Direcfors as of December 31, 2012,
but a 2012 contribution will be calcufated and the balances, including earnings
on contributions, will be paid to participants in 2013. We also have an unfunded
liability relatedto agreements for retirement benefits of certain terminated and
retired key executives. The unfunded liabilities for these agreements and the
SEDCRP were $1.1 million and $0.8 million at December 31, 2012 and 2011,
respectively.

We generally fund pension plan benefits as accrued in accordance with the
minimum funding requirements of the Employee Retirement Income Security Act
of 1974 (ERISA) and, in addition, make voluntary contributions from time to
time. DP&L made discretionary contributions of $40.0 million and $40.0 million
to the defined benefit plan during the year ended December 31, 2011 and the
year ended December 31, 2010, respectively.

Qualified employees who retired prior to 1987 and their dependents are _
eligible for health care and life insurance benefits until their death, while qualified
employees who retired after 1987 are eligible for life insurance benefits and
partiaily subsidized health care. The parially subsidized health care is at the
election of the employee, who pays the majority of the cost, and is available only
from their retirement until they are covered by Medicare at age 65. We have
funded a portion of the union-eligible benefits using a Voiuntary Employee
Beneficiary Association Trust.

We recognize an asset for a plan’s overfunded status and a liability for a
plan’s underfunded status and recognize, as a component of OCI, the changes
in the funded status of the plan that arise during the year that are not recognized
as a component of net periodic benefit cost. For the transmission and
distribution areas of our electric business, these amounts are recorded as
reguiatory assets and liabilities which represent the regulated portion that would
otherwise be charged or credited to AOCI. We have historically recorded these
costs on the accrual basis and this is how these costs have been historically
recovered through customer rates.
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This factor, combined with the historical precedents from the PUCO and
FERC, make these costs probable of future rate recovery.

The following tables set forth cur pension and postretirement benefit plans’
obligations and assets recorded on the balance sheets as of December 31, 2012
and 2011. The amounts presented in the following tables for pension include the
collective bargaining plan formula, traditional management plan formula and
cash balance plan formula and the SERP in the aggregate. The arnounts
presented for postretirement include both heaith and life insurance benefits.

% in millions Pension
Years ended December 31,
2012 2011




Change in benefit obligation

Benefit obligation at beginning of period
Service cost

Interest cost

Plan amendments

Actuarial loss

Benefits paid

Benefit obligation at end of period

Change in plan assets

Fair value of plan assets at beginning of period
Actual return on plan assets

Contributions to plan assets

Benefits paid

Fair value of plan assets at end of period

Funded status of plan

$ in miflions

365.2 333.8
6.2 5.C
17.3 17.0
- 7.2

291 . 218
(22.2) (19.4
395.6 365.2
335.9 291.8
46.2 23.1
1.5 40.4
(22.2) (19.4
361.4 335.
(34.2) (29.3

Poétreti rement

Years ended December 31,

2012 2011
Change in benefit obligation
Benefit obligation at beginning of period 21.7 23.7
Service cost ' : 0.1 0.1
Interest cost 0.9 1.0
Actuarial (gain} / loss 1.2 (1.3
Benefits paid (1.7) (2.0
Medicare Part D reimbursement 0.2 0.2
Benefit obligation at end of period 22.4 21.7
Change in plan assets
Fair value of plan assets at beginning of period 4.5 48
Actual return on plan assets 0.2 0.2
Contributions to plan assets 12 \ 1.8
Benefiis paid " (1.7) (2.0
Fair vaiue of plan assets at end of period 4.2 4.5
Funded status of plan {18.2) (17.2
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$ in millions Pension Postretirement
December 31, December 31,
2012 - 2011 2012 2011

Amounts recognized in the




Balance sheets at December 31

Current liabilities (0.4) (1.3) (0.6) (0.6
Non-current liabilities (33.8) {27.9) (178} (16.6
Net liability at December 31 (34.2) (29.2) {18.2) (17.2
Amounts recognized in

Accumulated Other Comprehensive

Income, Regulatory Assets and

Regulatory Liabilities, pre-tax
Components:
Prier service cost . 19.0 21.9 , 0.8 0.c
Net actuarial loss / (gain) 136.1 140.2 (5.7) (7.7
Accumulated Other Comprehensive :

Income, Regulatory Assets and

Regulatory Liabilities, pre-tax 155.1 162.1 {4.9) (6.8
Recorded as:
Regulatory asset 88.0 91.1 0.5 1.
Regulatory liability - - {5.0) (6.6
Accumulated other comprehensive

income 67.1 71.0 {0.4) (1.2
Accumulated Other Comprehensive

income, Regulatory Assets and

Regulatory Liabilities, pre-tax 1551 162.1 {4.9) {6.8
The accumulated benefit obfigation for our defined benefit pension plans was

$382.5 million and $355.5 million at December 31, 2012 and 2011, respectively.
The net periodic benefit cost (income) of the pension and postretirement

benefit plans were:
Net Periodic Benefit Cost - Pension

Years ended December 31,
$ in millions 2012 2011 2010
Service cost 6.2 5.0 48
Interest cost 173 17.0 17.7
Expected return on assets @ (22.7) (24.5) (22.4
Amortization of unrecognized:
Actuarial loss 8.8 8.0 7.2
Prior service cost 2.8 2.1 3.7
Net pericdic benefit cost before adjustments 12.4 7.6 11.C
Settlement Expense 0.6 - -
Net periodic benefit cost after adjustments 13.0 7.6 11.0
(a) For purposes of calculating the expected retum on pension plan assets

under GAAP, the market-related value of assets (MRVA) is used. GAAP requires that the
difference beween actual plan asset returns and estimated pian asset returns be
amortized intc the MRVA equally over a period not to exceed five years. We use a
methodology under which we include the difference hetween actual and estimated asset
returns in the MRVA equally over a three year period, The MRVA used in the calculation
of expected return on pension plan assets was approximately $346.0 million in 2012,
$335.0 million in 2011, and $274.0 million in 2010.
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" Net Periodic Benefit Income -

Postretirement
: Years ended December 31,
$ in millions 2012 2011 2010
Service cost 0.1 0.1 0.1
Interest cost 09 1.0 1.2
Expected return on assets (0.3) (0.3) (0.3
Amortization of unrecognized:
Actuarial gain (C.9) (1.1) (1.1
Prior service cost 0.1 0.1 0.1
Net periodic benefit income before :
adjustments (0.1) 0.2}
Pension :
Years ended December 31,
$ in millions 2012 2011 2010
Net actuarial loss 5.2 228 1.€
Prior service cost - 7.1
Reversal of amortization item:
Net actuarial gain (9.4) (8.0) (7.2
Prior service credit (2.8) (2.0 (3.7
Transition asset - - -
Total recognized in Accumulated Other
Comprehensive Income, Regulatory Assets and
Regulafory Liabilities (7.0) 19.9 (9.C
Total recognized in net periodic benefit cost
Accumulated Other Comprehensive Income,
Reguiatory Assets and Regulatory Liabilities 6.0 27.5 2.C
Postretirement
Years ended December 31,
$ in millions 2012 2011 2010
Net actuarial loss / {gain) 11 - (1.3} (1.9
Prior service credit - - -
Reversal of amortization item: ,
Net actuarial loss 0.9 1.2 1.1
Prior service credit {0.1) (0.1) (0.1
Transition asset - - -
Total recognized in Accumulated Other
Comprehensive income, Reguiatory Assets and
Regulatory Liabilities : 1.9 (0.2) (0.9




~ Total recognized in net periodic benefit cost
and Accumulated Other Comprehensive Income,
Regulatory Assets and Regulatory Liabilities 1.8 (0.4)

e

(0.9
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Estimated amounts that will be amortized from AQCI, Regulatory assets and
Regulatory fiabilities into net periodic benefit costs during 2013 are:

% in millions Pension

Postretirer
ent

Net actuarial loss / (gain) 8.3
Prior service cost 2.8

Our expected return on plan asset assumptions, used to determine benefit
obligations, are based on historical long-term rates of return on investments,
which use the widely accepted capital market principle that assets with higher
volatility generate a greater return over the long run. Current market factors,
such as inflation and interest rates, as well as asset diversification and portfolio
rebalancing, are evaluated when long-term capital market assumptions are
determined. Peer data and historical returns are reviewed to verify
reasonabieness and appropriateness.

For 2013, we are maintaining our expected long-term rate of return on
assets assumption of 7.00% for pension plan assets and 6.00% for
postretirement benefit plan assets. These expected returns are based primarily
on portfolio investment atlocation. There can be no assurance of our ability to
generate these rates of return in the future.

Our overall discount rate was evaluated in relation to the Aon AA Above
Median Yield Curve which represents a portfolio of Above Median AA-rated
bonds used to settle pension obligations. Peer data and historical returns were
also reviewed to verify the reasonableness and appropriateness of our discount
rate used in the calculation of benefit obligations and expense.

The weighted average assumptions used to determine benefit obligations
during the years ended December 31, 2012, 2011 and 2010 were:

Benefit Ohligation

(0.7
0.1

Assumptions Pension Postretirement

2012 2011 2010 2012

2011

201

4.04 438 531 3.75
-Discount rate for obligations % % % %
Rate of compensation 3.94 3.04 394
increases % % % N/A

The weighted-average assumptions used to determine net periodic benefit
cost {(income) for the years ended December 31, 2012, 2011 and 2010 were:

4.62
%

N/A

4.5€
%

N/A



Net Periodic Benefit

Benefit payménts, which reflect future service, are expected to be paid as

follows:

Cost / (Income} Assumptions Pension Postretirement
2012 2011 2010 2012 2011 201(
: : 4.88 5.31 575 462 4.96 538
Discount rate % % % % % %
Expected rate of return 7.00 8.00 8.50 6.00 6.00 6.0C
on plan assets % % % % % %
Rate of compensation 3.94 3.94 444
increases ' % % % N/A N/A N/A,
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The assumed health care cost trend rates at December 31, 2012, 2011 and
2010 are as foliows:
Health Care Cost .
Assumptions Expense Benefit Obligation
2012 2011 2010 2012 2011 201(
Pre - age 65
Current health care cost 8.50 8.50 9.50 8.00 8.50 8.5C
trend rate % % % % % %
Year trend reaches ulfimate 2019 2018 2015 2019 2019 201¢
Posi - age 65
. Current health care cost 8.00 8.00 9.00 7.50 8.00 8.0C
trend rate % % % % % %
Year trend reaches ultimate 2018 2017 2014 2018 2018 2013
Ultimate health care cost 5.00 5.00 5.00 5.00 5.00 5.0C
trend rate % % % % % %
The assumed health care cost trend rates have an effect on the amounts
reported for the health care plans. A one-percentage point change in assumed
health care cost trend rates would have the following effects on the net periodic
postretirement benefit cost and the accumulated postretirement benefit
obligation:
Effect of change in health Care Cost Trend Rate
One-percent One-percen
$ in millions increase decrease
Service cost plus interest cost 0.1 (0.1
Benefit obligation 1.2 (1.0



Estimated future benefit payments and Medicare Part D reimbursements

Postretirerr
$ in millions ‘ Pension ent
2013 2.5
2014 24
2015 2.2
2016 2.1
2017 1t
2018-2022 122.6 7€

We expect to make contributions of $0.4 milion to our SERP in 2013 to
cover benefit payments. We also expect to contribute $2.1 million to our other
postretirernent benefit plans in 2013 to cover benefit payments.

The Pension Protection Act of 2006 (the Act) contained new
requirements for our single employer defined benefit pension plan. In
addition to establishing a 100% funding target for plan years beginning
after December 31, 2008, the Act also limits some benefits if the funded
status of pension plans drops below certain thresholds. Among other
restrictions under the Act, if the funded status of a plan falls below a
- predetermined ratio of 80%, lump-sum payments to new retirees are
limited to 50% of amounts that otherwise would have been paid and new
benefit improvements may not go into effect. For the 2012 plan year, the
funded status of our defined benefit pension plan as calculated under the
requirements of the Act was 116.56% and is estimated to be 116.56%
until the 2013 status is certified in September 2013 for the 2013 plan
year. The Worker, Retiree, and Employer Recovery Act of 2008
(WRERA), which was signed into law on December 23, 2008, grants plan
sponsors certain relief from funding requirements and benefit restrictions
of the Act.

Plan Assets

Plan assets are invested using a total retum investment approach whereby a
mix of equity securities, debt securities and other investrments are used fo
preserve asset values, diversify risk and achieve our target investment return
benchmark. lnvestment strategies and asset allocations are based on careful
consideration of plan liabilities, the plan's funded status and our financial
condition. Investment performance and asset allocation are measured and
menitored on an ongoing basis.
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Plan assets are managed in a balanced portfolio comprised of two major
components: an equity portion and a fixed income portion. The expected role of
Plan equity investments is to maximize the long-term real growth of Pian assets,
while the role of fixed income invesiments is to generate current income, provide



for more stable periodic returns and provide some protection against a prolonged
decline in the market value of Plan equity investments.

Long-term sirategic asset allocation guidelines are determined by
management and take into account the Plan’s long-term ohjectives as well as its
short-term constraints. The target allocations for plan assets are 30 - 80% for
equity securities, 30 - 65% for fixed income securities, 0 - 10% for cash and 0 -
25% for alternative investments. Equity securities include U.S. and international
equity, while fixed income securities include long-duration and high-yield bond
funds and emerging market debt funds. Other fypes of investments inciude
investments in hedge funds and private equity funds that follow several different
strategies.

The fair values of our pension plan assets at December 31, 2012 by asset
“category are as follows:

Fair Value Measurements for Pensionr Plan Asseis at December 31, 2012

Quoted
prices
Market in active Significa Significa
Value markets for nt nt
Asset Category at December identical observable unobservabl
$ in millions 31, 2012 assets inputs inputs
(Level {Level {Level
' 1) 2) 3)
Equity securities ¥
Small/Mid cap equity 14.3 - 14.3 -
Large cap equity 50.5 - 50.5 -
International equity 37.0 - 37.0 -
Total equity securities 101.8 - 101.8 -
Debt Securities
Emerging markets debt 7.4 ) - 74 -
High yield bond 12.7 - 12.7 -
Long duration fund 188.6 - 188.86 -
Total debt securities : 208.7 : - 208.7 -
Cash and cash equivalents
Cash 13.9 13.9 - -
Other investments ¥
Lirmited partnership interest - - - -
Common collective fund 37.0 - - 37.C
Total other investments 37.0 - - 37.C
Total pension plan assets 361.4 13.9 310.5 37.C
(a) This category includes investments in equity securities of large, small

and medium sized companies and equity securities of foreign companies including those
in developing countries. The funds are valued using the net asset value method in which
an average of the market prices for the underlying investrments is used fo value the funds.

{b) This category includes investments in investment-grade fixed-income

instruments that are designed to mitror the term of the pension assets and generally have



a tenor between 10 and 30 years. The funds are valued using the net asset value method
in which an average of the market prices for the underlying investments is used to value
the fund.

{c) This category comprises cash held to pay beneficiaries and the
proceeds received from the sale of the DPL common stock, which was cashed out at
$30/share. The fair value of cash equals its book value.

(d) This category represents a private equity fund that specializes in
management buyouts and a hedge fund of funds made up of 30+ different hedge fund
managers diversified over eight different hedge strategies. The fair value of the private
equity fund is detemined by the General Partner of the fund based on the performance of
the individual companies. The fair value of the hedge fund is valued using the net asset
value method in which an average of the market prices for the underlying investments is
used to value the fund.
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The fair values of our pension plan assets at Becember 31, 2011 by asset
category are as follows:

Fair Value Measurements for Pension Plan Assets at December 31, 2011

Quoted
prices
Market in active Significa Significa
Value markets for nt nt
Asset Category at December identical ohservable unobservabl
$ in millions 31,2011 assets inputs inputs
{Level {Level {Level
1) 2) 3)
Equity securities
Small/Mid cap equity 16.2 - 16.2 -
Large cap equity 545 - 545 -
International equity 34.2 - 34.2 -
Total equity securities 104.9 - - 104.9 -
Debt Securities
Long duration fund 130.8 - 130.8 -
Total debt securities 130.8 - 130.8 -
Cash and cash equivalents
Cash 28.0 28.0 - -
Other investments
Limited partnership interest 0.8 - - 0.8
Common collective fund 71.4 - - 71.4
Total other investments 72.2 - - 72.2
Total pension plan assets 3359 28.0 2357 . 72.2
{a) This category includes investments in equity securities of large, small

and rnedium sized companies and equity securities of foreign companies including those



in developing countries, The funds are valued using the net asset value methed in which
an average of the market prices for the underlying investments is used to value the fund
except for the DPL common stock which is valued using the closing price on the New
York Stock Exchange.

{b) This category includes investments in investment-grade fixed-income
instrurnents, U.S. dellar-denominated debt securities of emerging market issuers and high
yield fixed-income securities that are rated below investment grade. The funds are valued
using the net asset value methed in which an average of the market prices for the
underlying investments is used to value the fund.

(c) This category comprises cash held to pay beneficiaries. The fair value
of cash equals its book value.

d) This category represents a privaie equity fund that specializes in
management buyouts and a hedge fund of funds made up of 30+ different hedge fund
managers diversified over eight different hedge strategies. The fair value of the private
equity fund is determined by the General Partner of the fund based on the performance of
the individual companies. The fair value of the hedge fund is valued using the net asset
value method in which an average of the market prices for the underlying investments is
used to value the fund.
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The change in the fair value for the pension assets valued using significant
uncbservable inputs (Level 3} was due to the following:

Change in fair value measurements
of pension assets using significant unobservable inputs

{Level 3)
Limited Common
Partnership Collective

$ in millions Interest Fund
Year ended December 31, 2011 . .
Beginning balance January 1, 2011 2.8 574
Actual return on plan assets:;

Relating to assets still held at the reporting date (0.8) (1.4

Relating to assets sold during the period - -
Purchases, sales, and seftlements . (1.2) 154
Transfers in and / or out of Level 3 - -
Ending balance at December 31, 2011 a8 714
Year ended December 31, 2012
Actual return on plan assets:

Relating to assets still held at the reporting date : : - 14

Relating to assets sold during the period ‘ 0.9 -
Purchases, sales, and settlements {1.7) (35.8
Transfers in and / or out of Level 3 - .
Ending balance at December 31, 2012 (0.0} - 37.0

The fair values of our other postretirement benefit plan assets at December
31, 2012 by asset category are as follows:



Fair Value Measurements for Pension Plan Asseis at December 31, 2012

Quoted
prices

Market in active Significa Significa

Value markets for nt nt
Asset Category at December identical observable unobservabl

$ in millions 3, 2012 assets inputs inputs

(Level (Level {Level

o 1) 2) 3)
JP Morgan Core Bond Fund @ 42 - 42 -

(@ This category includes investments in U.S. government obligafions and

mortgage-backed and asset-backed securities. The funds are valuaed using the net asset
value method in which an average of the market prices for the underlying investments is
used to value the fund.
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The fair values of our other postretirement benefit plan assets at December
31, 2011 by asset category are as follows:

Fair Value Measurements for Pension Plan Assets at December 31, 2011

Quoted
prices
Market in active Significa Significa
Value ~ markets for nt nt
Asset Category - at December identical observable unobservabit
$ in millions 31, 2011 assets inputs inputs

{Level {Level (Level

1) 2) 3)
JP Morgan Core Bond Fund @ 45 - 45 -

(a) This category includes investments in U.S. government obligations and

mertgage-backed and asset-backed securities. The funds are valued using the net asset
value method in which an average of the market prices for the underlying investments is
used to value the fund.

During October 1992, our Board of Directors approved the formation of a
Company-spensored ESOP to fund matching contributions to DP&L’s 401(k)
retirement savings plan and certain other payments to eligible full-time
employees. ESCP shares that were used to fund matching contributions to
DP&L’s 401{k) vested afler either fwo or three years of service in accordance
with the match formula effective for the respective plan maich year; other
compensation shares awarded vested immediately. In 1992, the ESOP Plan
entered into a $20 million loan agreement with DPL in order to purchase shares
of DPL common stock in the open market. The leveraged ESOP was funded by
an exempt loan, which was secured by the ESOP shares. As debt service
payments were made on the loan, shares were released on a pro rata
basis. The term loan agreement provided for principal and interest on the loan to
be paid prior to October 9, 2007, with the right to extend the loan for an
additional ten years. In 2007, the maturity date was extended to October 7,



2017. Effective January 1, 2009, the interest on the loan was amended to a
fixed rate of 2.06%, payable annually. Dividends received by the ESOP were
used o repay the principal and interest on the ESOP foan to DPL. Dividends on
the allocated shares were charged fo retained eamings and the share value of
these dividends was allocated to participants. '

_ During December 2011, the ESOP Pian was terminated and participant
balances were transferred to one of the two DP&L. sponsored defined
contribution 401(k) plans. On December 5, 2011, the ESOP Trust paid the total
outsianding principal and interest of $68 million on the loan with DPL, using the
merger proceeds from DPL common stock held within the ESOP suspense
account.

Compensation expense recorded, based on the fair value of the shares
committed to be released, amounted to $4.8 million and $6.7 million in the years
ended 2011 and 2010, respectively.

[ 9. Fair Value Measurements |

The fair values of our financial instruments are based on published sources
for pricing when possible. We rely on valuation medels only when no other
method is available to us. The fair value of our financiat instruments represents
estimates of possible value that may or may not be realized in the fufure. The
table below presents the fair vaiue and cost of ocur non-derivative instruments at
December 31, 2012 and 2011. See also Note 10 for the fair values of our
derivative instruments.

December 31, 2012

December 31, 2011

Fair Fair
$ in millions Cost Value Cost Value -
Assets K
Money market funds 0.2 0.2 0.2 02
Equity securities 40 5.1 3.9 44 .
Debt securities 4.6 5.0 5.0 5E
Multi-strategy fund 0.3 0.3 0.3 0.2
Total assets 9.1 10.6 9.4 10.3
Liabilities .
Debt 903.1 926.9 903.4 - 934
186
Debt

The fair value of debt is based on current public market prices for disclosure
purposes only. Unrealized gains or losses are not recognized in the financial
statements as debt is presented at amortized cost in the financial
statements. The debt amounts include the current partion payable in the next
twelve months and have maturities that range from 2013 to 2061.



Master Trust Assets

DP&L established a Master Trust to hold assets that could be used for the
benefit of employees participating in employee benefit plans and these assets
are not used for general operating purposes. These assets are primarily
comprised of open-ended mutual funds which are valued using the net asset
vaiue per unit. These investments are recorded at fair value within Other assets
on the balance sheets and classified as available for sale. Any unrealized gains
or iosses are recorded in AQC! until the securities are sold.

DP&L had $1.6 million ($1.0 million after tax) in unrealized gains and
immaterial unrealized losses on the Master Trust assets in AOC! at December
31, 2012 and $1.0 million ($0.7 million after tax) in unrealized gains and
immaterial unrealized losses in AOCI at December 31, 2011.

Various investments were sold during the past twelve months to facilitate the
distribution of benefits. $0.1 million ($0.1 million after tax) of unrealized gains
were reversed into earnings during the past twelve months. $0.1 million ($0.1
million after tax) of unrealized gains are expected to be reversed to earnings
over the next twelve months.

Net Asset Value (NAV) per Unit

The following table discloses the fair value and redemption frequency for
those assets whose fair value is estimated using the NAV per unit as of
December 31, 2012 and 2011. These assets are part of the Master Trust. Fair
values estimated using the NAV per unit are considered Level 2 inputs within the
fair value hierarchy, unless they cannot be redeemed at the NAV per unit on the
reporting date. Investments that have restrictions on the redemption of the
investments are Level 3 inputs. As of December 31, 2012, DP&L did not have
any investments for sale at a price different from the NAV per unit.

Fair Value Estimated Using Net Asset Value per Unit

Fair Fair

Value at Value at Redempt

December December 31, Unfunded on

$ in mitlions 31, 2012 2011 Commitments  Frequency

: Immedia

Money market fund @ 0.2 0.2 - e
Immedia

Equity securities ® 5.1 4.4 - e
Immedia

Debt Securities © 5.0 5.5 - e
Immedia

Multi-strategy fund @ 0.3 0.2 - e

Total 10.6 10.3 -
(a) This category includes investments in high-quality, short-term

securities. Investments in this category can be redeemed immediately at the current net
asset value per unit.

(b) This category includes investments in hedge funds representing an
S&P 500 index and the Morgan Stanley Capital International (MSCi) U.S. Small Cap 1750

index. Investments in this category can be redeemed immediately at the current net
asset value per unit.



(©) This category includes investments in U.S. Treasury obligations and
U.S. investment grade bonds. Investments in this category can be redeemed immediately
at the current net asset value per unit. ’

{d) This category includes a mix of actively managed funds holding
investments in stocks, bonds and short-term investments in a mix of actively managed
funds. Investments in this category can be redeemed immediately af the current net
asset value per unit.

Fair Vatue Hierarchy

Fair value is defined as the exchange price that would be received for an
asset or paid to transfer a liability {an exit price) in the principal or most
advantageous market for the asset or liability in an orderly fransaction between
market participants on the measurement date. The fair value hierarchy requires
an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. These inputs are then
categorized as Level 1 (quoted prices in active markets for identical assets or
liabilities); Level 2 (observable inputs such as quoted prices for similar assets or
liabilities or quoted prices in markets that are not active); or Level 3
{unobservable inputs).
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Valuations of assets and liabilities reflect the value of the instrument
including the values associated with counterparty risk. We include our own
credit risk and our counterparty’s credit risk in our calculation of fair value using
global average default rates based on an annual study conducted by a targe
rating agency.

We did not have any transfers of the fair values of our financial instruments
between Level 1 and Level 2 of the fair value hierarchy during the twelve months
ended December 31, 2012 and 2011.

The fair value of assets and liabilities at December 31, 2012 and 2011
measured on a recurring basis and the respective category within the fair value
hierarchy for DP&L was determined as follows:

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Level 1 Level 2 Level 3
Based on
Quoted
Fair Prices
Value at in Other
December Active observable Unobsen
$ in'millions 31,2012(a) Markets inputs able inputs
Assets
Master frust assets
Money market funds 0.2 0.2 -
Equity securities 51 - 5.1 -
Debt securities 5.0 - 5.0 -
Multi-strategy fund 0.3 - 0.3 -
Total Master trust assets 10.6 0.2 10.4




Derivative assets

Heating oil futures 0.2 0.2 -
Forward power contracts 7.3 - 7.3
Total derivative assets 7.5 0.2 7.3
Total assets 18.1 04 17.7
Liabilities
Derivative liabilities .
FTRs (0.1) - - (0.1
Forward power contracts {11.6) - {11.6) -
Total derivative liabilities (1.7} - (11.6) {0.1
Long Term debt {926.9) - (908.0) {18.9
Total liabilities (938.6) - {919.6) {19.0
(a) Includes credit valuation adjusimant.
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Assets and Liabilities Measured at Fair Value on a Recurring Basis
Level 1 Level 2 Level 3
Based on
Fair Quoted Prices
Value at in Other
December 31, Active observable Unobsen
$ in miliions. 2011(a) Markets inputs able inputs
Assets
Master trust assels .
Meoney market funds 0.2 - 0.2 -
Equity securities ‘ 4.4 - 4.4 : -
Debt securities 55 - 55 .
Multi-strategy fund 0.2 - 0.2 -
Total Master frust assets 10.3 - 10.3 -
Derivative assets
FTRs 0.1 - 0.1 -
Heating oil futures 1.8 1.8 - .
Forward power contracts 4.1 - 4.1 -
Total derivative assets 8.0 1.8 4.2 -
Total assets 16.3 1.8 14.5 -

Liabilities
Derivative liabilities
Forward NYMEX coal contracts - (14.8) - {14.5) -



Forward power confracts (5.0) - (5.0}

Total derivative liabilities . {19.5) - (19.5)
Total liabilities (19.5) - (19.5)
{a) Includes credit valuation adjustment.

We use the market approach to vaiue our financial instruments. Level 1
inputs are used for derivative contracts such as heating oil futures and for money
market accounts that are considered cash equivalents. The fair value is
determined by reference to quoted market prices and other retevant information
generated by market transactions. Level 2 inputs are used to value derivatives
such as forward power contracts and forward NYMEX-quality coal contracts
{which are traded on the OTC market but which are valued using prices on the
NYMEX for similar contracts on the OTC market). Other Level 2 assets
include: open-ended mutual funds that are in the Master Trust, which are valued
using the end of day NAV per unit; and interest rate hedges, which use
observable inputs to populate a pricing model. Financial transmission rights are
considered a Level 3 input, beginning April 1, 2012, because the monthly
auctions are considered inactive.

Our Level 3 inputs are immaterial to our derivative balances as a whole and
as such no further disclosures are presented.

Our debt is fair valued for disclosure purposes only and most of the fair
values are determined using quoted market prices in inactive markets. These
fair value inputs are considered Level 2 in the fair value hierarchy. Our long-term
leases and the WPAFB note are not publicly traded. Fair vatue is assumed to
equal carrying value. These fair value inputs are considered Level 3 in the fair
value hierarchy as there are no observable inputs. Additional Level 3 '
disclosures were not presented since debt is not recorded at fair value.

Approximately 98% of the inputs to the fair value of our derivative
instruments are from quoted market prices for DP&L.

Non-recurring Fair Value Measurements
We use the cost approach to determine the fair value of our AROs which are
estimated by discounting expected cash outflows to their present value at the
initial recording of the liability. Cash outflows are based on the
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approximate future disposal cost as determined by market information,
historicat information or other management estimates. These inputs to the fair
value of the AROs would be considered Level 3 inputs under the fair value
hierarchy. A new ARO liability in the amount of $0.1 milion was established in
2012 associated with a gypsum landfill disposal site that is presently under
construction. This increase in 2012 was offset by a $0.1 million reduction in
ARO for asbestos as a result of an acceleration of removal and remediation
activities. During the year ended December 31, 2011, there were gross
additions of $1.0 million to our existing river structures, asbestos, ash landfill and
underground storage tank AROS.



[ 10. Derivative Instruments and Hedging Activities

In the normal course of business, DP&L enters into various financial
instruments, including derivative financial instruments. We use derivatives
principally to manage the risk of changes in market prices for commodities and
interest rate risk associated with our long-term debt. The derivatives that we use
to economicaily hedge these risks are governed by our risk management palicies
for forward and futures contracts. Our net positions are continually assessed
within our structured hedging programs to determine whether new or offsetting
transactions are required. The objective of the hedging program is to mitigate
financial risks while ensuring that we have adegquate resources to meet our
requirements. We monitor and value derivative positions monthly as part of our
risk management processes. We use published sources for pricing, when
possible, to mark positions to market. All of our derivative instruments are used
for risk management purposes and are designated as cash flow hedges or
marked to market each reporting period.

At December 31, 2012, DP&L had the following outstanding derivative
instruments:

Net
Purchase Purchases/
Accounti s Sales (Sales)

Commaodity _ng Treatment Unit (in thousands)} (in thousands) (in thousands

FTRs Mark to MWh 6.9 - 6.t
Market

Heating Oil Futures Mark to Gallons 1,764.0 - 1,764.(
Market

Forward Power Contracts Cash MWh 1,021.0 (2,197.9) {1,176.¢

Flow Hedge

Forward Power Contracts Mark to MWh 2,2056.6 (4,760.4) (2,463 ¢

Market
At Decemper 31, 2011, DP&L had the following cutstanding derivative
instruments:
Net
) ) Purchase Purchases/
Accounti s Sales. (Sales)

Commeodity ng Treatment Unit {in thousands) (in thousands) (in thousands

FTRs Mark to Mwh 7.1 ©.7) 6.
Market

Heating Oil Futures Mark to Gallons 27720 - 27721
Market

Farward Power Contracts Cash Mwh 886.2 {341.8) 544 €

Flow Hedge
Forward Power Contracts Mark to MWh 5251 (525.1)

Market

NYMEX-quatity Coal Contracts Mark to Tons 2.015.0 - 2,015.C
Market

{a) : Inciudes our partners' share for the jointly-owned stations that DP&L.

operates.

Cash Flow Hedges



~ As part of our risk management processes, we identify the relationships
between hedging instruments and hedged items, as well as the risk management
objective and strategy for undertaking various hedge transactions. The fair -
values of cash flow hedges determined by current public market prices will
continue to fluctuate with changes in market prices up to contract
expiration. The effective portion of the hedging transaction is recognized in
AOCI and transferred to earnings using specific identification of each contract
when the forecasted hedged transaction takes place or when the forecasted
hedged transaction is probable of not occurring. The ineffective portion of the
cash flow hedge is recognized in earnings in the current period. All risk
components were taken into account to determine the hedge effectiveness of the
cash flow hedges.

We enter into forward power contracts {o manage commaodity price risk
exposure related to our generation of electricity. We do not hedge ail commodity
price risk. We reclassify gains and losses on forward power contracts from AOCI
into earnings in those periods in which the contracts settle.
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The following table provides information for DP&L conceming gains or
fosses recognized in AOCI for the cash flow hedges:

Year ended Year ended Year ended
December 31, 2012 December 31, 2011 December 31, 2010
Intere Interes Interes
st Rate t Rate Rate
$ in millions Power Hedge Power Hedge Power Hedge
Beginning accumulated
derivative gain / (loss} in
AOCI® (0.8) 9.8 (1.8) 12.2 (1.4) 14.7
Net gains / (losses)
associated with current period -
hedging transactions {3.0) - (1.2) - 3.1
Net gains reclassified to
earnings:
Interest Expense - {2.5) - (2.4) - (2.5
Revenues {1.1) - 12 - (3.5) -
Purchased Power 0.2 - 1.0 - - -
Ending accumulated
derivative gain / {loss) in _
AQOCI {4.7) 7.3 (0.8) 5.8 {1.8) 12.2

Net gains or losses associated with the ineffective portion of the hedging transactions were

immaterial in the years ended December 31, 2012, 2011 and 2010.

Portion expected to be {6.2) (2.5)



reciassified to earnings in the
next twelve months @

Maximum length of time
that we are hedging our
exposure to variability in
future cash flows related to
forecasted transactions (in
months) 24 -

{a) The actuai amounts that we reclassify from AQCI to earnings related to
power can differ from the estimate above due to market price changes.
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The following table shows the fair value and balance sheet classification of
DP&L’s derivative instruments designated as hedging instruments at December
31,2012 and 2011.

Fair Values of Derivative Instruments Designated as Hedging Instruments at December 31, 2012

$ in millions Fair Value @ Balance Sheet Location

Short-term Derivative Positions

Other prepayments and current

Forward Power Contracts in an Asset Posifion 0.5 assets
Forward Power Contracts in a Liability Other current liabilities
Position (6.7}
Total Short-term Cash Fiow Hedges (6.2)

Long-term Derivative Positions

Forward Power Contracts in an Asset Position 0.5 Other deferred assets
Forward Power Contracts in a Liability Other deferred credits
Position (1.5)
Total Long-term Cash Flow Hedges {1.0)
Total Cash Flow Hedges ' {7.2)
(a) Inchudes credit valuation adjustment.

Fair Values of Derivative Instruments Designated as Hedging Instruments at December 31, 2011

$ in millions Fair Value @ Balance Sheet |_ocation

* Short-term Derivative Positions

Other prepayments and current
Forward Power Contracts in an Asset Position 15 . assels
Forward Power Confracis in a Liability . Other current liabilities

Position (0.2)



Total Short-term Cash Flow Hedges 1.3

Long-term Derivative Positions

Forward Power Contracts in an Asset Position 0.1 Other deferred assels
Forward Power Coniracts in a Liability Other deferred credits
Position (2.8}
Total Long-term Cash Flow Hedges (2.5)
Total Cash Flow Hedges (1.2)
(@ Includes credit valuation adjustment.

Mark to Market Accounfing

Certain derivative contracts are entered into on a reqular basis as part of our
risk management program but do not gualify for hedge accounting or the normal
purchases and sales exceptions under FASC 815. Accordingly, such contracts
are recorded at fair value with changes in the fair value charged or credited to
the statements of results of operations in the period in which the change
occurred. This is commonly referred to as “MTM accounting.” Contracts we
enter into as part of our risk management program may be seitled financially, by
physical delivery or net settled with the counterparty. We mark to market FTRs,
heating oil futures, forward NYMEX-quality coal confracts and certain forward
power contracts.

Certain qualifying derivative instruments have been designated as normal
purchases or normal sales contracts, as provided under GAAP. Derivative
contracts that have been designated as normal purchases or normal sales under
GAAP are not subject to MTM accounting treatment and are recognized in the
statements of results of operations on an accrual basis.

Regulatory Assets and Liabilities

in accordance with regulatory accounting under GAAP, a cost that is
probable of recovery in future rates should be deferred as a regulatory asset and
a gain that is probable of being returned to customers should be deferred as a
regulatory liability. Portions of the derivative contracts that are marked to market

each reporting period and
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are related to the retail portion of DP&L’s load requirements are included as
part of the fuel and purchased power recovery rider approved by the PUCO
which began January 1, 2010. Therefore, the Ohio retail customers’ portion of
the heating oil futures and the NYMEX-quality coal contracts are deferred as a
regulatory asset or liability until the contracts setfle. If these unrealized gains
and losses are no longer deemed to be probable of recovery through our rates,
they will be reclassified into earnings in the period such determination is made.

The following tables show the amount and classification within the
statements of results of operations or balance sheets of the gains and losses on
DP&L’s derivatives not designated as hedging instruments for the years ended
December 31, 2012 and 2011.



Year ended December 31, 2012

_ : NYMEX Heating
$ in miflions Coal O FTRs

Power Total
Derivatives not desighated as
hedging instruments
Change in unrealized gain /
(loss) 14.5 (1.6) (0.2) 30 15.7
Reaiized gain / {loss) (28.5) 1.9 0.5 4.9 (22.2
Total (15.0) 0.3 0.3 7.9 -{6.5
Recorded on Balance Sheet:
Partners' share of gain 4.2 - - - 4.2
Regulatory (asset) / liability 1.0 {0.6) - - 0.4
Recorded in Income Statement: gain / (loss)
Revenue - - - 2.7 2.7
Purchased Power - - 0.3 5.2 5.5
Fuel {20.2) 0.7 - - {19.5
O&M - 0.2 - - 0.2
Total (15.0) 0.3 0.3 7.9 (6.5
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Year ended December 31, 2011
NYMEX Heating
$ in millions Coal Qil FTRs Power Total
Derivatives not designated as
hedging instruments
Change in unrealized gain /
{loss) - (52.1) 0.1 {0.1) 0.3 (51.8
Realized gain / (loss) 7.5 23 (0.6) (1.4) 7.8
Total (44.6) 2.4 (0.7) (1.1 {44.0
Recorded on Balance Sheet:
Partners' share of loss (26.1) - - - {26.1
Regulatory asset 7.1 - - - (7.1
Recorded in [ncome Statement: gain / (loss)
Revenue - - - 2.5 2.5
Purchased Power - - {0.7) (3.6) (4.3
Fuel (11.4) 22 - - - (9.2
O&M - 0.2 - - 0.2
Total (44.6) 2.4 {0.7) (1.1 {(44.0




Year ended December 31, 2010

NYMEX Heating
$ in millions Coal Qil FTRs Power Total
Derivatives not designated as
hedging instruments
Change in unrealized gain /
(loss) 33.5 2.8 (0.6) 0.1 35.8
Realized gain / (loss) 3.2 (1.6) {1.5) (0.1) -
Total - 3B.7 1.2 {2.1) - 35.8
Recorded on Balance Sheet:
Partners' share of gain 20.1 - - - 201
Regulatory liabifity 46 11 - - 5.7
Recorded in Income Statement: gain / {loss)
Revenue - - - - -
Purchased Power - - (2.1) - (2.1
Fuel 12.0 0.1 - - 12.1
O&M - - - - -
Total 36.7 1.2 (2.1) - 35.8
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The following tables show the fair value and balance sheet classification of
DP&L’s derivative instruments not designated as hedging instruments at

December 31, 2012 and 2011,

Fair Values of Derivative Instruments Not Designated as Hedging Instruments
December 31, 2012

@)

$ in millions Fair Value Balance Sheet Location
Short-term Derivative Positions
FTRs in a Liability Position (0.1) Other current liabifities
Other prepayments and current
Forward Power Contracts in an Asset Position 2.8 assets
Forward Power Centracts in a Liability
Position (2.7) Other current liabilities
Other prepayments and current
Heating Oil Futures in an Asset Position 0.2 assets
Total Shor-term Derivative MTM Positions 0.2
Long-term Derivative Positions
Forward Power Contracts in an Asset Position 3.6 Other deferred assets
Forward Power Contracts in a Liability
Position ’ - {0.7) Other deferred credits
Total Long-terrn Derivative MTM Positions 2.9
3.1

Net MTM Position



{a) Inciudes credit valuation adjustment.

Fair Values of Derivative Instruments Not Designated as Hedging Instruments

December 21, 2011
$ in millions Fair Value Balance Sheet Location
Short-term Derivative Positions
Other prepayments and current
FTRs in an Asset Position 0.1 assets
Other prepayments and current
Forward Power Contracts in an Asset Position 1.0 assets
Forward Power Contracts in a Liability
Position . {0.9) Other current liabilities
NYMEX-quality Coal Forwards in a Liability :
Position (8.3) Other current liabilities
Other prepayments and current
Heating Qil Futures in an Asset Position 1.8 assets
Total Short-term Derivative MTM Positions (6.3
Long-term Derivative Positions
Forward Power Contracts in an Asset Position 1.5 Other deferred assefs
Forward Power Contracts in a Liability
Position (1.3) Other deferred credits
NYMEX-quality Coal Forwards in a Liability Other deferred credits
Position 6.2)
Total Long-term Derivative MTM Positions (6.0
Net MTM Position 12.3
{a) Includes credit valuation adjustment.

Certain of our OTC commeodity derivative contracts are under master netting
agreements that contain provisions that require our debt to maintain an
investment grade credit raling from credit rating agencies. If our debt were fo fall
below investment grade, we would be in violation of these provisions, and the
counterparties to the derivative instruments could request immediate payment or
demand immediate and ongoing full overnight collateralization of the MTM
loss. The changes in our credit ratings in November 2012 have triggered the
provisions discussed above with some of our counterparties. Since our debt has
fallen below investment grade, some of our counterparties to the derivative
instruments have requested collateralization of the MTM loss.

The aggregate fair value of DP&L’s derivative instruments that are in a MTM
loss position at December 31, 2012 is $11.7 million. This amount is offset by
$3.6 million in a broker margin account and with other counterparties
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which offsets our loss positions on the forward contracts. This liability
position is further offset by the asset position of counterparties with master



netting agreements of $6.4 miflion. if DP&L debt were to fali below investment
grade, DP&L could be required to post collateral for the remaining $1.7 million.

11, Share-based Compensation I

in Aprii 2008, DPL’s shareholders approved The DPL Inc. Equity and
Performance Incentive Plan {the EPIP) which became immediately effective for a
term of ten years. The Compensation Committee of the Board of Directors
designated the employees and directors eligible to participate in the EPIP and
the times and types of awards to be granted. A total of 4,500,000 shares of DPL
common stock had been reserved for issuance under the EPIP. The EPIP alsc
covered certain employees of DP&L.

As a result of the Merger (see Note 2), vesting of all share-based awards
was accelerated as of the Merger date. The remaining compensation expense
of $5.5 million {$3.6 million after tax} was expensed as of the Merger date.

The following table summarizes share-based cornpensation expense (note
that there is no share-based compensation activity after November 27, 2011 as a
result of the Merger):

Years ended December 31,

$ in millions 2011 2010
Restricted stock units - -
Performance shares 24 2.1
Restricted shares 5.3 1.7
Non-employee directors' RSUs & 0.6 0.4
Management performance shares 1.8 - 0.
Share-based compensation included in Operation and

maintenance expense 101 4.7
Income fax benefit {3.5) (1.6
Total share-based compensation, net of tax 6.6 3.1

(@ Includes an amount associated with compensation awarded to DPL's
Board of Directors which is immaterial in tofal.

| Share-based awards issued in DPL’s common stock were distributed from
treasury stock prior to the Merger; as of the Merger date, remaining share-based
awards were distributed in cash in accordance with the Merger agreement.

Determining Fair Value
Valuation and Amortization Method — We estimated the fair value of
performance shares using a Monte Carlo simulation; restricted shares were
“valued at the closing market price on the day of grant and the Directors' RSUs
were valued at the closing market price on the day prior to the grant date. We
amortized the fair value of all awards on a straight-line basis over the requisite
service periods, which are generally the vesting periods.

Expected Vofatility — Our expecfed volatility assumptions were based on the
historical volatility of DPL common stock. The volatility range captured the high
and low volatility values for each award granted based on its specific ferms.



Expected Life — The expected life assumption represented the estimated
period of time from the grant date until the exercise date and reflected historical
employee exercise patierns.

Risk-Free Inferest Rate — The risk-free interest rate for the expected term of
the award was based on the corresponding yield curve in effect at the time of the
valuation for U.S. Treasury bonds having the same term as the expected life of
the award, i.e., a five-year bond rate was used for valuing an award with a five
year expected life.

Expected Dividend Yield — The expected dividend yield was based on DPL’s
cuirent dividend rate, adjusted as necessary to capture anticipated dividend
changes and the 12 month average DPL common stock price.

Expected Forfeitures — The forfeiture rate used to calculate compensation
expense was based on DPL’s historical experience, adjusted as necessary to
reflect special circumstances.
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Stock Options

In 2000, DPL’s Board of Directors adopted and DPL’s shareholders
approved The DPL Inc. Stock Option Plan. With the approval of the EPIP in April
2008, no new awards were granted under The DPL Inc. Stock Option Plan. Prior
to the Merger, all outstanding stock options had been exercised or had expired.

Summarized stock option activity was as foliows (note that there is no stock
option activity after November 27, 2011 as a result of the Merger):

Years ended December 31,

$ in millions 2011 2010
Options:

Qutstanding at beginning of period 351,500 417,50C
Granted - -
Exercised {75,500) (66,000
Expired (276,000) -
Forfeited - .

Outstanding at end of period - 351,50C

Exercisable at end of period - 351,50C
Weighted average option prices per share:

Qutstanding at beginning of period 28.04 27.1€
Granted - -
Exercised 21.02 21.0C
Expired 29.42 -
Forfeited - -

Outstanding at end of period - 28.04

- 28.04

Exercisable at end of period



The following table reflects information about stock option activity during the
period (note that there is no stock option activity after November 27, 2011 as a
result of the Merger):

Years ended December 31,

$ in millions 2011 2010
Weighted-average grant date fair value of options granted during

the period - -
Intrinsic value of options exercised during the period 0.7 0.5
Proceeds from options exercised during the period 16 1.4
Excess tax benefit from proceeds of options exercised 02 0.1

Fair value of options that vested during the period - -
Unrecognized compensation expense - -
Weighted-average period to recognize compensation expense

(in years) - -

Restricted Stock Units (RSUs)
RSUs were granted to certain key employees prior to 2001. As of the
Merger date, there were no RSUs outstanding.
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Summarized RSU activity was as follows (note that there is no RSU activity
after November 27, 2011 as a result of the Merger):

Years ended December 31,
$ in millions 2011 201D
RSUs:

Outstanding at beginning of period - 3,311
Granted - -
Dividends - ‘ -
Exercised - (3,31
Forfeited - -

Outstanding at end of period -

Exercisable at end of pericd - .

Performance Shares

Under the EPIP, the Board of Directors adopted a Long-Term Incentive Plan
(LTIP) under which BPL granted a targeted number of performance shares of
common stock to executives. Grants under the LTIP were awarded based on a
Total Shareholder Return Relative to Peers performance. The Total Shareholder
Return Relative to Peers is considered a market condition in accordance with the
accounting guidance for share-based compensation.

At the Merger date, vesting for all non-vested LTIP performance shares was
accelerated on a pro rata basis and such shares were cashed out af the $30.00
per share merger consideration price in accordance with the Merger agreement.



Summarized performance share activity was as follows (note that there is no
performance share activity after November 27, 2011 as a resuit of the Merger):

Years ended December 31,

$ in millions 2011 2010
Performance shares:

Outstanding at beginning of period 278,334 237,704
Granted 85,093 161,534
Dividends (198,699) (91,253
Exercised _ (66,836) -
Forfeited {97,892) (29,651

Quistanding at end of period - 278,334

66,83€

Exercisable at end of period -

The following table reflects information about performance share activity
during the period {note that there is no performance share activity after
November 27, 2011 as a result of the Merger):

Years ended December 31,

$ in millions 201 2010
Weighted-average grant date fair value of performance shares

granted during the pericd 22 2.8
Intrinsic value of performance shares exercised during the

period 6.0 2.t
Proceeds from performance shares exercised during the period - -
Excess tax benefit from proceeds of perfermance shares

exercised 0.7 -
Fair value of performance shares that vested during the period 4.7 1.€
Unrecognized compensation expense - 2.4
Weighted-average period {0 recognize compensation expense

' - 1.7

{in years)
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The following table shows the assumptions used in the Monte Carlo
Simulation to calculate the fair value of the performance shares granted during

the period:

Years ended December 31,

$ in millions 2011 2010
Expected volatility 24.0% 24.3%
Weighted-average expected volatility 24.0% 24.3%
Expected life (years) 3.0 3.0
Expected dividends 5.0% 4.5%
4.5%

Weighted-average expected dividends 5.0%



Risk-free interest rate . 1.2%

Restricted Shares
Under the EPIP, the Board of Directors granted shares of DPL Restricted
Shares to various executives and other key employees. These Restricted
Shares were registered in the recipient’s name, carried full voting privileges,
received dividends as declared and paid on all DPL. common stock and vested
after a specified service period.

in July 2008, the Board of Directors granted Resfricted Share awards under
the EPIP to a select group of management employees. The management
Restricted Share awards had a three-year requisite service period, carried full
voting privileges and received dividends as declared and paid on all DPL
common stock.

On September 17, 2009, the Board of Directors approved a fwo-part equity
compensation award under the EPIP for certain of DPL’s executive officers. The
first part was a Restricted Share grant and the second part was a matching
Restricted Share grant. These Restricted Share grants generally vested after
five years if the participant remained continuously employed with DPL or a DPL
subsidiary and if the year-over-year average EPS had increased by at least 1%
from 2009 to 2013. Under the matching Restricted Share grant, participants had
a three-year period from the date of plan implementation during which they could
purchase DPL common stock equal in value to up to two times their 2009 base
salary. DPL matched the shares purchased with another grant of Restricted
Shares (matching Resfricted Share grant). The percentage match by DPL. is
detailed in the table below. The matching Restricted Share grant would have
generally vested over a three-year period if the participant continued to hold the
originally purchased shares and remained continuously employed with DPL or a
DPL subsidiary. The Restricted Shares were registered in the recipient's name,
carried full voting privileges and received dividends as declared and paid on all
DPL common stock.

The matching criteria were:

1.4%

Value (Cost Basis) of Shared Purchased Company % Match of
as a % of 2009 Base Salary Value of Shares Purchased

1% to 25%
>25% to 50% .
>50% to 100%
>100% to 200%

The matching percentage was applied on a cumuiative basis and the
resulting Restricted Share grant was adjusted at the end of each calendar
quarter. As a result of the Merger, the matching Restricted Share grants were
suspended in March 2011,

in February 2011, the Board of Directors granted a targeted number of time-
vested Restricted Shares to executives under the LTIP. These Restricted
Shares did not carry voting privileges nor did they receive dividend rights during
the vesting period. In addition, a one-year holding period was implemented after
the three-year vesting period was completed.

Restricted Shares could only be awarded in DPL common stock.

25%
50%
75%
125%



At the Merger date, vesting for all non-vested Restricted Shares was
accelerated and all outstanding shares were cashed out at the $30.00 per share
merger consideration price in accordance with the Merger agreement,
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Summarized Restricted Share activity was as follows {(note that there is no
Restricted Share activity after November 27, 2011 as a result of the Merger).

. Years ended December 31,
$ in millions 2011 2010

Restricted shares:

Qutstanding at beginning of period 219,391 218,197
Granted 67,346 42,977
Exercised (286,737) (20,803
Forfeited ' - {20,980

Outstanding at end of period L - 219,391

Exercisable at end of period - -
The following table reflects information about Restricted Share activity during

the period (note that there is no Restricted Share activity after November 27,
2011 as a result of the Merger):

Years ended December 31,

$ in millions . C 2011 2010
Weighted-average grant date fair value of restricted shares

granted during the period ' 1.8 1.1
Intrinsic value of restricted shares exercised during the period 86 - 04
Proceeds from restricted shares exercised during the period - -
Excess tax benefit from proceeds of restricted shares exercised 0.5 0.1
Fair value of restricted shares that vested during the period 7.5 0.€
Unrecegnized compensation expense - 34
Weighted-average period to recognize compensation expense

(in years) : - 2.7

Non-Employee Director RSUs

Under the EPIP, as part of their annual compensation for service to DPL and
DP&L, each non-employee Director received a retainer in RSUs on the date of
the shareholders’ annual meeting. The RSUs became non-forfeitable on April 15
of the following year. The RSUs accrued quarterly dividends in the form of
additional RSUs. Upon vesting, the RSUs became exercisable and were
distributed in DPL common stock, unless the Director chose to defer receipt of
the shares until a later date. The RSUs were valued at the closing stock price on
the day prior to the grant and the compensation expense was recognized evenly
over the vesting period.

At the Merger date, vesting for the remaining non-vested RSUs was
accelerated and all vested RSUs {current and prior years) were cashed out at



the $30.00 per share merger consideration price in accordance with the Merger
agreement.

The folfowing table reflects information about RSU activity {note that there is
no non-employee Director RSU activity after November 27, 2011 as a result of
the Merger):

Years ended December 31,

$ in millions 2011 2010
Restricted stock units:

Outstanding at beginning of period 16,320 20,712
Granted 14,392 15,752
Dividends accrued 3,307 2,484
Vested and exercised ‘ . (34,019) (2,618 .
Vested, exercised and deferred - (20,010
Forfeited - -

Qutstanding at end of pericd : - 16,32C

Exercisable at end of period -
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The following iable reflects information about non-employee Director RSU
activity during the period (note that there is no non-employee Director RSU
activity after November 27, 2011 as a result of the Merger):

Years ended December 31,

$ in millions 2011

Weighted-average grant date fair value of non-employee

Director RSUs granted during the period 0.5
intrinsic value of non-employee Director RSUs exercised during

the period 1.0
Proceeds from non-employee Director RSUs exercised during

the period -
Excess tax benefit from proceeds of non-employee Director

RSUs exercised -
Fair value of non-employee Director RSUs that vested during the

period _ 1.0
Unrecegnized compensation expense -
Weighted-average period to recognize compensation expense

(in years) -

Management Performance Shares

Under the EPIP, the Board of Directors granted compensation awards for
select management employees. The grants had a three year requisite service
period and certain performance conditions during the performance period. The
management performance shares could only be awarded in DPL common stock.

0€
0.1



At the Merger date, vesting for all non-vested management performance
shares was accelerated; some of the awards vested at target shares and other
awards vested at a pro rata share of target. All vested shares were cashed out
at the $30.00 per share merger consideration price in accordance with the

Merger agreement.

Summarized management performance share activity was as foilows (note
that there is no management performance share activity after November 27,

2011 as a result of the Merger):

Years ended December 31,

$ in millions 2011 2010
Management performance shares:

Cutstanding at beginning of period 104,124 84,241
Granted ' ' ‘ 49,510 37,48C
Expired (31,081) -
Exercised (111,288) -
Forfeited (11,264) (17,597

Cutstanding at end of period - 104,124

- 31,081

Exercisable at end of period

The following table shows the assumptions used in the Monte Carlo
Simulation to calculate the fair value of the management performance shares

granted during the period:

Years ended December 31,

$ in millions 2011 2010
Expected volatiiity 24.0% 24.3%
Weighted-average expected volatifity 24.0% 24.3%
Expected life (years) 3.0 3.0
Expected dividends 5.0% 4.5%
Weighted-average expected dividends 5.0% 4.5%
1.2% 1.4%

Risk-free interest rate
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The following table reflects information about management performance
share activity during the period {note that there is no management performance
share activity after November 27, 2011 as a result of the Merger):

Years ended December 31,

$ in millions 2011 2010
Weighted-average grant date fair value of management
performance shares granted during the period 1.3 0.
' 3.3 -

Intrinsic value of management performance shares exercised



during the period
Proceeds from management performance shares exercised

during the period - -
Excess tax benefit from proceeds of management performance

shares exercised ‘ -
Fair value of management performance shares that vested

during the period 2.7 0.c
Unrecognized compensation expense - 0.¢
Weighted-average period fo recognize compensation expense

(in years) - 1.7

I 12. Redeemable Preferred Stock I

DP&L has $100 par value preferred stock, 4,000,000 shares authorized, of
which 228,058 were cutstanding as of December 31, 2012. DP&L also has $25
par value preferred stock, 4,000,000 shares authorized, none of which was
outstanding as of December 31, 2012. The table below details the preferred
shares outstanding at December 31, 2012 and 2011:

December 31, 2012 Par Value
and 2011 {$ in millions)
Preferre Redem
d ption price Decem Decerr
$ in millions except per share Stock - {$ per Shares ber 31, ber 31,
amounts ‘ Rate share) Qutstanding 2012 2011

DP&L Series A 3.75% 102.50 93,280 9.3 9.2
DP&L Series B 3.75% 103.00 ©9,398 7.0 7.C
DP&L Series C 3.90% 101.00 65,380 6.6 8.€

Toftal 228,058 229 228

The DP&L. preferred stock may be redeemed at DP&L’s option as
determined by its Board of Directors at the per-share redemption prices indicated
above, plus cumulative accrued dividends. In addition, DP&L’s Amended
Artictes of Incorporation contain provisions that permit preferred stockholders to
elect members of the Board of Directors in the event that cumulative dividends
on the preferred stock are in arrears in an aggregate amount equivatent to at
least four full quarterly dividends. Since this potential redemption-triggering
event is not solely within the cantrol of DP&L, the preferred stock is presented on
the Balance Sheets as *“Redeemable Preferred Stock” in a manner consistent
with temporary equity.

As long as any DP&L preferred stock is outstanding, DP&L's Amended
Articles of Incorporation aiso contain provisions restricting the payment of cash
dividends on any of its common stock if, after giving effect to such dividend, the
aggregate of all such dividends disfributed subsequent to December 31, 1946
exceeds the net income of DP&L available for dividends on its common stock
subsequent to December 31, 1946, plus $1.2 million. This dividend restriction
has historically not impacted DP&L’s ability to pay cash dividends and, as of
December 31, 2012, DP&L's retained eamnings of $534.2 million were all
available for common stock dividends payable to DPL. We do not expect this
restriction fo have an effect on the payment of cash dividends in the future.
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I 13. Common Shareholders’ Equity i

DP&L has 250,000,000 authorized common shares, of which 41,172,173 are
outstanding at December 31, 2012, All common shares are held by DP&L’s
parent, DPL.

As part of the PUCO’s approval of the Merger, DP&L agreed to maintain a
capital structure that includes an equity ratio of at least 50 percent and not to
have a negative retained earnings balance. :

14. Contractual Obligations, Commercial Commitments and
Contingencies

DP&L — Equity Ownership Interest

DP&L owns a 4.9% equity ownership interest in an electric generation
company which is recorded using the cost method of accounting under
GAAP. As of December 31, 2012, DP&L could be responsible for the repayment
of 4.9%, or $78.2 million, of a $1,596.5 million debt obligation comprised of both
fixed and variable rate securities with maturities between 2013 and 2040. This
would only happen if this electric generation company defaulted on its debt
payments. As of December 31, 2012, we have no knowledge of such a default.

Contractual Obligations and Commercial Commitments

We enter into various contractual obiigations and other commercial
commitments that may affect the liquidity of our operations. At December 31,
2012, these include:

Payments due in:

Less More
than 2-3 4-5 than

$ in millions Total 1 year years years 5 years
DP&L:
Long-term debt _ 903.2 570.4 0.3 0.2 332.2
Interest payments _ 361.9 34.0 316 31.6 264.7
Pension and postretirement ‘

payments 256.2 2486 50.3 51.1 130.2
Operating leases 1.0 04 06 - -
Coal contracts @ 586.4 227.6 150.6 138.8 694
Limestone contracts @ 26.8 54 10.7 10.7 -
Purchase orders and other

contractual obligations 559 34.6 10.9 104 -
Reserve for uncertain tax

positions 18.3 . 183 - - -

Total contractual obligations 2,209.7 915.3 255.0 242.8 796.€




. (a) Total at DP&L operated units.

Long-term debt: :
DP&L’s long-term debt as of December 31, 2012, consists of first mortgage

bends and tax-exempt pollution control bonds. These long-term debt amounts
include current maturities but exclude unamortized debt discounts.

See Note 6 for additional information.

Interest payments:

Interest payments are associated with the leng-term debt described
above. The interest payments relating to variable-rate debt are projected using
the interest rate prevailing at December 31, 2012.

Pension and postretirement payments:

As of December 31, 2012, DP&L had estimated future benefit payments as
outlined in Note 8. These estimated future benefit payrnents are projected
through 2022.

Capital leases:
As of December 31, 2012, DP&L had two immaterial capital leases that

expire in 2013 and 2014.
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Operating leases:
As of December 31, 2012, DP&L had several immaterial operating leases
with various terms and expiration dates. 7 :

Coal contracts:

DP&L has entered into various long-term coal contracts to supply the coal
requirements for the generating stations it operates. Some contract prices are
subject to periedic adjustment and have features that limit price escalation in any
given year.

Limestone contracts: ‘
DP&L has entered into various limestone confracts to supply limestone used
in the operation of FGD equipment at its generating facilities.

Purchase orders and other contractual obligations:

As of December 31, 2012, DP&L had various other contractual obligations
including non-cancelable contracts to purchase goods and services with various
terms and expiration dates.

Reserve for uncertain tax positions:
As of December 31, 2012, DP&L had $18.3 million in uncertain tax positions
which are expected to be resclved within the next year.

Contingencies
In the normat course of business, we are subject fo various fawsuits, actions,
proceedings, claims and other matters asserted under laws and regulations. We



believe the amounts provided in our Financial Statements, as prescribed by
GAAP, are adequate in light of the probable and estimable

contingencies. However, there can be no assurances that the actual amounts
required to satisfy alleged liabilities from various legal proceedings, claims, tax
examinations, and other matters, including the matters discussed below, and to
comply with applicable laws and regulations, will not exceed the amounts
reflected in our Financial Statements. As such, costs, if any, that may be
incurred in excess of those amounts provided as of December 31, 2012, cannot
be reasonably determined.

Environmental Matters

DP&L’s facilities and operations are subject to a wide range of federal, state
and local environmental regulations and laws. As well as imposing continuing
compliance obligations, these laws and regulations authorize the imposition of
substantial penalties for noncompliance, including fines, injunctive relief and
other sanciions. In the rormal course of business, we have investigatory and
remedial activities underway at these facilities {o comply, or to determine
compliance, with such regulations. We record liabilities for losses that are
probable of occurring and can be reasonably estimated. We have estimated
liabilities of approximately $3.6 miflion for environmental matters. We evaluate
the potential liability related to probable losses arising from environmental
matters quarterly and may revise our estimates. Such revisions in the estimates
'of the potential liabilities could have a material adverse effect on our results of
operations, financial condition or cash flows.

We have several pending environmental matters associated with our electric
generating stations, Some of these matters could have material adverse impacts
on the operation of the stations; especially the stations that do not have SCR and
FGD equipment installed to further control certain emissions. Currently,
Hutchings and Beckjord are our only coal-fired generating units that do not have
this equipment installed. DP&L owns 100% of the Hutchings Station and a 50%
interest in Beckjord Unit 6.

Cn July 15, 2011, Duke Energy, a co-owner at the Beckjord Unit 6 facility,
filed their Long-term Forecast Report with the PUCO. The plan indicated that
Duke Energy plans to cease production at the Beckjord Station, including our
commonly owned Unit B, in December 2014. This was followed by a notification
by the joint owners of Beckjord 6 to PJM, dated April 12, 2012, of a planned June
1, 2015 deactivation of this unit. We are depreciating Unit 8 through December
2014 and do not believe that any additional accruals or impairment charges are
needed as a result of this decision.

DP&L has informed PJM that Hufchings Unit 4 has incurred damage to a
rotor and will be deactivated June 1, 2014. In addition, DP&L. has nofified PJM
that the remaining Hutchings units will be deactivated by June 1, 2015. We do
not believe that any accruals are needed related to the Hutchings Station.
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Environmental Matters Related to Air Quality

Clean Air Act Compliance




In 1990, the federal government amended the CAA fo further reguiate air
potiution. Under the CAA, the USEPA sets limits on how much of a pollutant can
be in the ambient air anywhere in the United States. The CAA aliows individual
states to have stronger pollution controls than those set under the CAA, but
states are not allowed to have weaker pollution controls than those set for the
whole country. The CAA has a material effect on our operations and such
effects are detailed below with respect to certain programs under the CAA.

Cross-State Air Pollution Rule

The USEPA promuigated the “Clean Air Interstate Rule” (CAIR) on March
10, 2005, which required allowance surrender for SO, and NOx emissions from
existing electric generating stations lecated in 28 eastern states and the District
of Columbia. CAIR contemplated two implementation phases. The first phase
was to begin in 2009 and 2010 for NOx and SO,, respectively. A second phase
with additional allowance surrender obligations for both air emissions was fo
begin in 2015. To implement the required emission reductions for this rule, the
states were to establish emission allowance based “cap-and-trade”
programs. CAIR was subsequently challenged in federal court, and on July 11,
2008, the United States Court of Appeals for the D.C. Circuit issued an opinion
striking down much of CAIR and remanding it to the USEPA.

In respense to the D.C. Circuit's opinion, on July 7, 2011, the USEPA issued
a final rule titled *Federal [mplementation Plans to Reduce Interstate Transport of
Fine Particulate Matter and Ozone in 27 States,” which is now referred to as the
Cross-State Air Poltution Rule (CSAPR). Starling in 2012, CSAPR would have
required significant reductions in SC; and NOx emissions from covered sources,
such as power stations. Once fully implemented in 2014, the rule would have
required additional SO, emission reductions of 73% and additional NOx
reductions of 54% from 2005 levels. Many states, utilities and other affected
parties filed petitions for review, challenging the CSAPR before the U.S. Court of
Appeals for the District of Columbia. A large subset of the Petitioners also
sought a stay of the CSAPR. On December 30, 2011, the D.C. Circuit granted a
stay of the CSAPR and directed the USEPA to continue administering CAIR. On
August 21, 2012, a three-judge panel of the D.C. Circuit Court vacated CSAPR,
ruling that USEPA overstepped its regulatory authority by requiring states to
make reductions beyond the levels required in the CAA and failed to provide
states an initial opportunity to adopt their own measures for achieving federal
compliance. As a result of this ruling, the surviving provisions of CAIR wili
continue to serve as the governing program untii USEPA takes further action or
the U.S. Congress intervenes. Assuming that USEPA constructs a replacement
interstate transport rule addressing the D.C. Circuit Courst's ruling, we believe
companies will have three years or more before they would be required to
comply with a replacement rule. Af this time, it is not possible to predict the
details of such a replacement transport rule or what impacts it may have on our
consolidated financial condition, results of operations or cash flows. On October
8, 2012, USEPA, several states and cities, as weil as environmental and health
organizations, filed petitions with the D.C. Circuit Court requesting a rehearing by
all of the judges of the D.C. Circuit Court of the case pursuant to which the three-
judge panel ruled that CSAPR be vacated. On January 24, 2313, the D.C.
Circuit Court denied this petition for rehearing en banc of the D.C. Circuit Couri's
August 2012 decision to vacate CSAPR. Therefore, CAIR remains in effect. If
CSAPR were to be reinstated in its currént form, we do not expect any material
capital costs for DP&L’s stations, assuming Beckjord 6 and Hutchings
generating stations will not operate on coal in 2015 due to implementaticn of the
Mercury and Air Toxics Standards. Because we cannot predict the final outcome



of the replacement interstate transport rulemaking, we cannot predict its financial
impact on DP&L’s operations.

Mercury and Other Hazardous Air Pollutants

On May 3, 2011, the USEPA published proposed Maximum Achievable
Control Technelogy (MACT) standards for coal- and oil-fired electric generating
units. The standards include new requirements for emissions of mercury and a
number of other heavy metals. The USEPA Administrator signed the final rule,
now called MATS (Mercury and Air Toxics Standards), on December 16, 2011,
and the rule was published in the Federal Register on February 16, 2012, Our
affected electric generating units (EGUs) will have to come into compliance with
the new requirements by April 16, 2015, but may be granted an additional year
contingent on Ohio EPA approval. DP&L is evaluating the costs that may be
incurred to comply with the new requirement; however, MATS could have a
material adverse effect on our results of operations and result in material
compliance costs.

On April 29, 2010, the USEPA issued a proposed rule that would reduce
emissicns of toxic air pollutants from new and existing industrial, commercial and
institutional boilers, and process heaters at major and area source facilities. The
final rule was published in the Federal Register on March 21, 2011. This
regulation affects seven auxiliary boilers used for start-up purposes at DP&L’s
generation faciliies. The regulations contain emissions limitations, operating
limitations and other requirements. In December 2011, the USEPA proposed
additional :
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changes to this rule and solicited comments. On December 21, 2012, the
Administrator of USEPA signed the final rule, which will be followed by
publication in the Federal Register. Compliance costs are not expected to be
material to DP&L’s operations.

On May 3, 2010, the National Emissions Standards for Hazardous Air
Pollutants for compression ignition (Cl) reciprocating internal combustion
engines (RICE) became effective. The units affected at DP&L are 18 diesel
electric generating engines and eight emergency “black start” engines. The
existing Cl RICE units must comply by May 3, 2013. The regulations contain
emissions limitations, operating limitations and other requirements. DP&L
expects to meet this deadline and expects the compliance costs o be
immaterial.

Nationai Ambient Air Quality Standards

On January 5, 2005, the USEPA published its final non-attainment
designations for the National Ambient Air Quality Standard (NAAQS) for Fine
Particulate Matter 2.5 (PM 2.5). These designations included counties and
partial counties in which DP&L operates and/or owns generating facilities. On
December 31, 2012, USEPA redesignated Adams County, where Stuart and
Killen are located, fo attainment. This status may be temporary, as on
December 14, 2012, the USEPA tightened the PM 2.5 standard to 12.0
micrograms per cubic meter. This will begin a process of redesignations during
2014. We cannot predict the effect the revisions to the PM 2.5 standard will
have on DP&L’s financial condition or results of operations.




~ On September 16, 2009, the USEPA announced that it would reconsider the
2008 national ground level ozone standard. On September 2, 2011, the USEPA
decided to postpone their revisiting of this standard until 2013, DP&L cannot
determine the effect of this potential change, if any, on its operations.

Effective April 12, 2010, the USEPA implemented revisions to its primary
NAAQS for nitrogen dioxide. This change may affect certain emission sources in
heavy traffic areas like the |I-75 corridor between Cincinnati and Dayton after
2016. Several of our facilities or co-owned facilities are within this area. DP&L
cannot determine the effect of this potential change, if any, on its operations.

Effective August 23, 2010, the USEPA implemented revisions to its primary
NAAQS for SO, replacing the current 24-hour standard and annual standard with
a one hour standard. DP&L cannot determine the effect of this potential change,
if any, on its operations.

On May 5, 2004, the USEPA issued its proposed regional haze rule, which
addresses how states should defermine the Best Available Retrofit Technology
(BART) for sources covered under the regional haze rule. Final rules were
published July 6. 2005, providing states with several options for determining
whether sources in the state should be subject to BART. Numerous units owned
and operated by us will be affected by BART. We cannct determine the extent of
the impact until Ohio determines how BART will be implemented.

Carbon Dioxide and Other Greenfiouse Gas Emissions

In response to a U.S. Supreme Court decision that the USEPA has the
authority to regulate CO, emissions from motor vehicles, the USEPA made a
finding that CO; and certain other GHGs are pollutants under the
CAA. Subsequently, under the CAA, USEPA determined that CO, and other
GHGs from motor vehicles threaten the health and welfare of future generations
by contributing to climate change. This finding became effective in January
2010. Numerous affected parties have petitioned the USEPA Administrator to
reconsider this decision. On April 1, 2010, USEPA signed the “Light-Duty
Vehicle Greenhouse Gas Emission Standards and Corporate Average Fuel
Economy Standards” rule. Under USEPA’s view, this is the final action that
renders CO, and other GHGs “regulated air pollutants” under the CAA.

Under USEPA regulations finalized in May 2010 {referred to as the "Tailoring
Rule™), the USEPA began regulating GHG emissions from certain stationary
sources in January 2011. The Tailoring Rule sets forth criteria for determining
which facilities are required to obtain permits for their GHG emissions pursuant
to the CAA Prevention of Significant Deterioration and Title V operating permit
programs. Under the Tailoring Rule, permitting requirements are being phased
in through successive steps that may expand the scope of covered sources over
fime. The USEPA has issued guidance on what the best available control
fechnology entails for the control of GHGs and individual states are required to
determine what controls are required for facilities on a case-by-case basis. The
uftimate impact of the Tailoring Rule to DP&L cannot be determined at this time,
but the cost of compliance couid be material.

On Aprit 13, 2012, the USEPA published its proposed GHG standards for
new electric generating units (EGUs) under CAA subsection 111(b), which would
require certain new EGUs fo meet a standard of 1,000 pounds of CO, per
megawatt-hour, a standard based on the emissions limitations achievable
through natural gas combined
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cycle generation. The proposal anficipates that affected coal-fired units
wouid need to install carbon capture and storage or other expensive CO;
emission control technelogy to meet the standard. Furthermore, the USEPA
may propose and promulgate guidelines for states to address GHG standards for
existing EGUs under CAA subsection 111(d). These latter rules may focus on -
energy efficiency improvements at electric generating stations. We cannot
predict the effect of these standards, if any, on DP&L’s operations.

Approximately 97% of the energy we produce is generated by coal. DP&L’s
share of CO, emissions at generating stations we own and co-own is
approximately 16 million tons annually. Further GHG legislation or reguiation
finalized at a future date could have a significant effect on DP&L’s operations
and costs, which could adversely affect our net income, cash flows and financial
condition. However, due to the uncertainty associated with such legislation or
regulation, we cannot predict the final outcome or the financial impact that such
legislation or regulation may have on DP&L.

Litigation, Notices of Violation and QOther Matters Related to Air Quality

Litigation Invelving Co-Owned Units

On June 20, 2011, the .S, Supreme Court ruled that the USEPA’s
regulation of GHGs under the CAA displaced any right that plaintiffs may have
had to seek similar regulation through federal common law litigation in the court
system. Although we are not named as a party to these lawsuits, DP&L is a co-
owner of coal-fired stations with Duke Energy and AEP (or their subsidiaries) that
could have been affected by the outcome of these lawsuits or similar suits that
may have been filed against other electric power companies, including
DP&L. Because the issue was not squarely before it, the U.S. Supreme Court
did not rule against the portion of plaintiffs’ original suits that sought relfief under
state law.

As a result of a 2008 consent decree entered into with the Sierra Club and
approved by the U.S. District Court for the Southern District of Ohio, DP&L and
the other owners of the Stuart generating station are subject to certain specified
emission targets related to NOx, SO, and particulate matter. The consent
decree also includes commitments for energy efficiency and renewable energy
activities. An amendment to the consent decree was entered into and approved
in 2010 to clarify how emissicns would be computed during '
malfunctions. Continued compliance with the consent decree, as amended, is
not expected to have a material effect on DP&L’s results of operations, financial
condition or cash flows in the future.

Notices of Violation Involving Co-Owned Uniis

In November 1999, the USEPA filed civil complaints and NOVs
against operators and owners of certain generation facilities for alleged violations
of the CAA. Generation units cperated by Duke Energy (Beckjord Unit 6) and
Ohio Power {Conesville Unit 4) and co-owned by DP&L were referenced in these
actions. Although DP&L was not identified in the NOVs, civil complaints or state
actions, the results of such proceedings could materially affect DP&L's co-
owned units. . .




In June 2000, the USEPA issued an NOV to the DP&L-operated Stuart
generating station (co-owned by DP&L, Duke Energy, and Ohio Power) for
alleged violaticns of the CAA. The NOV contained allegations consistent with
NOVs and complaints that the USEPA had brought against numerous other coal-
fired utilities in the Midwest. The NOV indicated the USEPA may: (1) issue an
order reguiring compliance with the requirements of the Ohio SIP; or (2) bring a
civil action seeking injunctive relief and civil penalties of up to $27,500 per day
for each violation. To date, neither action has been taken. DP&L cannot predict
- the outcome of this matter.

In December 2007, the Ohio EPA issued an NOV to the DP&L-operated
Killen generating station (co-owned by DP&L and Duke Energy} for alleged
viclations of the CAA. The NQOV alleged deficiencies in the continuous
monitoring of opacity. We submitted a compliance plan to the Ohio EPA on
December 19, 2007. To date, no further actions have been taken by the Ohio
EPA.

On March 13, 2008, Duke Energy, the operator of the Zimmer generating
station, received an NOV and a Finding of Violation {FOV) from the USEPA
alleging violations of the CAA, the Chio State Implementation Program {SIP) and
permits for the Station in areas including SO, opacity and increased heat input.
A second NOV and FOV with similar allegations was issued on November 4,
2010. Also in 2010, USEPA issued an NOV to Zimmer for excess
emissions. DP&L is a co-owner of the Zimmer generating station and could be
affected by the eventual resolution of these matters. Duke Energy is expected to
act on behalf of itself and the co-owners with respect fo these malters. DP&L is
unable to predict the outcome of these matters.
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Notices of Violation Involving Wholly-Owned Stations

In 2007, the Ohio EPA and the USEPA issued NOVs to DP&L for alieged
violations of the CAA at the Hutchings Station. The NOVs' afleged deficiencies
relate to stack opacity and particulate emissions. Discussions are under way
with the USEPA, the U.S. Department of Justice and Ohio EPA. On November
18, 20089, the USEPA issued an NOV to DP&L for alleged NSR violations of the
CAA at the Hutchings Station relating to capital projects performed in 2001
involving Unit 3 and Unit 6. DP&L does not believe that the two projecis
described in the NOV were modifications subject o NSR. DP&L is engaged in
discussions with the USEPA and Justice Department to resolve these matters,
but DP&L is unable to determine the timing, costs or method by which these
issues may be resolved. The Chio EPA is kept apprised of these discussions.

Environmental Matters Related to Water Quality, Waste Disposal and
Ash Ponds

Clean Water Act — Regulation of Water Intake

On July 9, 2004, the USEPA issued final rules pursuant to the Clean Water
Act governing existing facilities that have cooling water intake structures. The
rules required an assessment of impingement and/or enfrainment of organisms
as a result of cooling water withdrawal. A number of parties appealed the




rules. In April 2009, the U.S. Supreme Court ruled that the USEPA did have the
authority to compare costs with benefits in determining best technology
avaiiable. The USEPA released new proposed regulations on March 28, 2011,
which were published in the Federal Register on April 20, 2011. We submitted
comments to the proposed regulations on August 17, 2011, In July 2012,
USEPA announced that the final rules will be released in June 2013. We do not
yet know the impact these proposed rules will have on our operations.

Clean Water Act — Requlation of Water Discharge

in December 2008, we submitted an application for the renewal of the Stuart
Stiation NPDES permit that was due to expire on June 30, 2007. In July 2007,
we received a draft permit proposing to continue our authority to discharge water
from the station into the Ohio River. On February 5, 2008, we received a lefter
from the Ohio EPA indicating that they intended to impose a compliance
schedule as part of the final permit, that requires us to implement one of two
diffuser options for the discharge of water from the station into the Ohio River as
identified in a thermal discharge study completed during the previous permit
term. Subsequently, DP&L and the Ohic EPA reached an agreement to aflow
DP&L to restrict public access to the water discharge area as an aiternative to
installing one of the diffuser options. The Ohio EPA issued a revised draft permit
that was received on November 12, 2008. In December 2008, the USEPA
requested that the Ohio EPA provide additional information regarding the thermal
discharge in the draft permit. In June 2009, DP&L provided information to the
USEPA in response to their request to the Ohio EPA. In September 2010, the
USEPA formally objected o a revised permit provided by Ohio EPA due to
- questions regarding the basis for the alternate thermal limitation. In December
2010, DP&L requested a public hearing on the objection, which was held on
March 23, 2011. We participated in and presented our position on the issue at
the hearing and in written comments submitted on April 28, 2011. In a letter to
the Ohio EPA dated September 28, 2011, the USEPA reaffirmed its objection to
the revised permit as previously drafted by the Ohio EPA. This reaffirmation
stipulated that if the Ohio EPA does not re-drafi the permit to address the
USEPA’s objection, then the authority for issuing the permit will pass to the
USEPA. The Ohio EPA issued ancther draft permit in December 2011 and a
public hearing was held on February 2, 2012. The draft permit would require
DP&L, over the 54 months following issuance of a final permit, to take undefined
actions to lower the temperature of its discharged water to a level unachievable
by the station under its current design or alternatively make other significant
modifications to the cooling water system. DP&L submitted comments to the
draft permit. In November 2012, Ohio EPA issued another draft which included a
compliance schedule for performing a study to justify an alternate thermal
limitation and to which DP&L. submitted comments. in December 2012, the
USEPA formally withdrew their objection to the permit. On January 7, 2013,
Ohio EPA issued a final permit. On February 1, 2013, DP&L appealed various
aspects of the final permit to the Environmental Review Appeals
Commission. Depending on the outcome of the process, the effects could be
material on DP&L’s operations.

In September 2009, the USEPA announced that it will be revising
technology-based reguiations governing water discharges from steam electric
generating facilities. The rulemaking included the collection of information via an
industry-wide questionnaire as well as targeted water sampling efforts at
selected facilities. Subsequent to the information collection effort, it was
anticipated that the USEPA would release a proposed rule by mid-2012 with a
final regulation in place by early 2014. In December 2012, USEPA announced
that the proposed rule would be released by April 19, 2013 with a deadline for a



final rule on May 22, 2014. At present, DP&L is unable to predict the impact this
rulemaking will have on its operations.

In August 2012, DP&L submitted an application for the renewal of the Killen
Station NPDES permit which expired in January 2013. At present, the outcome
of this proceeding is not known.
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In April 2012, DP&L received an NOV related to the construction of the
Carter Hollow landfill at the Stuart Station. The NOV indicated that construction
activities caused sediment to flow into downstream creeks. [n addition, the U.S.
Army Corps of Engineers issued a Cease and Desist order followed by a notice
suspending the previously issued Corps permit authorizing work associated with
the landfill. DP&L has installed sedimentation ponds as part of the runoff control
measures to address this issue and is working with the various agencies to
resolve their concerns including entering into settlement discussions with
USEPA, although they have not issued any formal NOV. This may affect the
landfill's construction schedule and delay its operational date. DP&L has
accrued an immaterial amount for anticipated penalties related fo this issue.

Regulation of Waste Disposal

In September 2002, DP&L and other partres received a special notice that
the USEPA coensiders us to be a PRP for the clean-up of hazardous substances
at the South Dayton Dumnp landfili site. In August 2005, DP&L and other parties
received a general notice regarding the periormance of a Remedial Investigation
and Feasibility Study (RI/FS) under a Superfund Alternative Approach. In
Cctober 2005, DP&L received a special notice letter inviting it to enter into
negotiations with the USEPA to conduct the RI/FS. No recent activity has
occurred with respect to that notice or PRP status. However, on August 25,
2009, the USEPA issued an Administrative Order requiring that access o
DP&L's service center building site, which is across the street from the landfill
site, be given to the USEPA and the existing PRP group fo help determine the
_ extent of the landfill site’s contamination as well as to assess whether certain
chemicals used at the service center building site might have migrated through
groundwater to the landfil site. DP&L granted such access and drilling of soil
borings and installation of monitoring wells occurred in late 2009 and early
2010. On May 24, 2010, three members of the existing PRP group, Hobart
Corporation, Kelsey-Hayes Company and NCR Corporation, filed a civil
complaint in the United States District Court for the Southern District of Ohio
against DP&L and numerous other defendants alleging that DP&L and the other
defendants contributed to the contamination at the South Dayton Dump fandfill
site and seeking reimbursement of the PRP group’s costs associated with the
investigation and remediation of the site. On February 10, 2011, the Court
dismissed claims against DP&L that related to allegations that chemicals used
by DP&L at its service center contributed to the landfill site’s contamination. The
Court, however, did not dismiss claims alleging financial responsibility for
remediation costs based on hazardous substances from DP&L that were
allegedly directly delivered by truck to the landfill. Discovery, including
depositions of past and present DP&L employees, was conducted in 2012 and
may continue throughout 2013. In October 2012, DP&L received a request from
PRP group's consuitant to conduct additional soii and groundwater sampling on




DP&L’s service center properly. DP&L is complying with this sampling
request. On February 8, 2013, the Court granted DP&L’s motion for summary
judgment on statute of fimitations grounds with respect to ciaims seeking a
contribution toward the costs that are expected to be incurred by PRP group in
their performing a Remediation Investigation and Feasibility Study. The Court's
ruling is likely to be appealed. DP&L is unable to predict the outcome of the
appeal. Additionally, the Court’s ruling does not address future litigation that
may arise with respect to actual remediation costs. While DP&L is unable to
predict the outcome of these matters, if DP&L were required to coniribute to the
clean-up of the site, it could have a material adverse effect an its operations.

In December 2003, DP&L and other pariies received a special notice that
the USEPA considers us to be a PRP for the clean-up of hazardous substances
at the Tremont City landfill site. Information available to DP&L does not
demonstrate that it contributed hazardous substances 1o the site. While DP&L is
unable to predict the outcome of this matter, if DP&L were required to confribute
to the clean-up of the site, it could have a material adverse effect on its
operations.

On April 7, 2010, the USEPA published an Advance Notice of Proposed
Rulemaking announcing that it is reassessing existing regulations governing the
use and distribution in commerce of polychlorinated biphenyls (PCBs). While
this reassessment is in the early stages and the USEPA is seeking information
from potentially affected parties on how it should proceed, the outcome may
have a material effect on DP&L. While the USEPA has indicated that the official
release date for a proposed rule is sometime in Aprii 2013, it may be delayed
until late 2013 or early 2014. At present, DP&L is unable to predict the impact
this initiative will have on its operations.

Regutation of Ash Ponds

In March 2009, the USEPA, through a formal Information Collection Request,
collected information on ash pond facilities across the country, including those at
Killen and Stuart Stations. Subsequently, the USEPA collected similar
information for the Huichings Station.

n August 2010, the USEPA conducted an inspection of the Hutchings
Station ash ponds. In June 2011, the USEPA issued a final report from the
inspection including recommendations relative to the Hutchings Station ash
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ponds. DP&L is unable to predict whether there will be additional USEPA
action relative to DP&L’s proposed plan or the effect on operations that might
arise under a different pian.

In June 2011, the USEPA conducted an inspection of the Killen Station ash
ponds. In May 2012, we received a draft report on the inspection. DP&L
submitted comments on the draft report in June 2012. DP&L is unable to predict
the outcome this inspection will have on its operations.

There has been increasing advocacy to regulate coal combustion byproducts
under the Resource Conservation Recovery Act (RCRA). On June 21, 2010, the
USEPA published a proposed rule seeking comments on two options under



consideration for the regulation of coai combustion byproducts including
regulating the material as a hazardous waste under RCRA Subtitle C or as a
solid waste under RCRA Subtitle D. Litigation has been filed by several groups
seeking a court-ordered deadline for the issuance of a final rule which USEPA
has opposed. At present, the timing for a final ruie regulating coal combustion
byproducts cannot be determined. DP&L is unable to predict the financial effect
of this regulation, but if coal combustion byproducts are reguiated as hazardous
waste, it is expected to have a material adverse effect on its operations.

Notice of Violation Involving Co-Owned Units

On September 9, 2011, DP&L received an NOV from the USEPA with
respect to its co-owned Stuart generating station based on a compliance
evaluation inspection conducted by the USEPA and Ohio EPA in 2009. The
notice alleged non-compliance by DP&L with certain provisions of the RCRA, the
Clean Water Act National Pollutant Discharge Elimination System permit
program and the station’s storm water pollution prevention plan. The notice
requested that DP&L respond with the actions it has subsequently taken or plans
to take to remedy the USEPA's findings and ensure that further violations wilf not
occur. Based on its review of the findings, although there can be no assurance,
we believe that the notice will not result in any material effect on DP&L’s results
of operations, financial condition or cash flow.

Legal and Other Matters

In February 2007, DP&L filed a lawsuit against a coal supplier seeking
damages incurred due to the supplier's failure to supply approximately 1.5 million
tons of coal to fwo commonly owned stations under a coal supply agreement, of
which approximately 570 thousand tons was DP&L’s share. DP&L obtained
replacement coal to meet its needs. The supplier has denied kabllity, and is
currently in federal bankruptcy proceedings in which DP&L is participating as an
unsecured creditor. DP&L is unable to determine the ultimate resolution of this
matter. DP&L has not recorded any assets relating to possible recovery of costs
in this lawsuit.

In connection with DP&L and other utilities joining PJM, in 2006 the FERC
ordered utilities to eliminate certain charges to implement transitional payments,
known as SECA, effective December 1, 2004 through March 31, 2006, subject to
refund. Through this proceeding, DP&L. was obligated to pay SECA charges to
other utilities, but received a net benefit from these transitional payments. A
hearing was held and an initial decision was issued in August 2008. A final
FERC order on this issue was issued on May 21, 2010 that substantially
supports DP&L’s and other utilities’ position that SECA obligations should be
paid by parties that used the transmission system during the timeframe stated
above. Prior to this final order being issued, DP&L entered into a significant
number of bilateral settiement agreements with certain parties to resolve the
matter, which by design will be unaffected by the final decision. On July 5, 2012,
a Stipulation was executed and filed with the FERC that resclves SECA claims
against BP Energy Company ("BP"} and DP&L, AEP (and its subsidiaries) and
Exelon Corporation (and its subsidiaries). On October 1, 2012, DP&L received
$14.6 million {including interest income of $1.8 million) from BP and recorded the
settlement in the third quarter; at December 31, 2012, there is no remaining
balance in other deferred credits related to SECA.

{  15. Fixed-asset Impairment , . ]




On October §, 2012, DP&L filed for approval an ESP with the PUCO which
reflects a shift in our outlock for the regulatory environment. Within the ESP
filing, DP&L agreed to request a separation of its generation assets from its
transmission and distribution assets in recognition that a restructuring of DP&L
aperations will be necessary, in compliance with Ohio law. Also, during 2012,
North American natural gas prices fell significantly from the previous year,
exerting downward pressure on wholesale electricity prices in the Ohio power
market. Falling power prices have compressed wholesale margins at DP&L’s
generating stations. Furthermore, these lower power prices have led to
increased customer switching from DP&L to CRES providers, who are offering
retail prices lower than DP&L’s standard service offer. Also, several
municipalities in DP&L’s service territory have passed ordinances allowing them
to become government aggregators with some having already contracted with
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CRES providers, further contributing to the switching trend. In September
2012, management revised its cash flow forecasts based on these developments
as part of its annual budgeting process and forecasted lower operating cash
flows than in prior reporting periods. Collectively, in the third quarter of 2012,
these events were considered to be an impairment indicator for the long-fived
asset group as management believes that these developments represent a
significant adverse change in the business climate that could affect the value of
the long-lived asset group.

The long-lived asset group subject to the impairment evaluation was
determined to be each individual station of DP&L. This determination was based
on the assessment of the stations’ ability to generate independent cash flows.
When the recoverability test of the long-lived asset group was performed,
management conciuded that, on an undiscounted cash flow basis, the carrying
amount of two stations, Conesville and Hutchings, were not recoverable. To
measure the amount of impairment loss, management was required o determine
the fair value of the two stations. Cash flow forecasts and the underlying
assumptions for the valuation were developed by management. While there
were numerous assumptions that impact the fair value, forward power prices,
dark spreads and the transition to a merchant model were the most significant.

In determining the fair value of the Conesville station, the three valuation
approaches prescribed by the fair value measurement accounting guidance were
considered. The fair value under the income approach was considered the most
appropriate and resulted in a $25.0 million fair value. The carrying value of the
Conesville station prior to the impairment was $97.5 million. Accordingly, the
Conesville station was considered impaired and $72.5 million of impairment
expense was recognized in the third quarter of 2012.

In determining the fair value of the Hutchings Station, the three valuation
approaches prescribed by the fair value measurement accounting guidance were
considered. The fair value under the income approach was considered the most
appropriate and resulted in a zero fair value. The carrying vaiue of the Hutchings
Station prior to the impairment was $8.3 million. Accordingly, the Hutchings
Station was tonsidered impaired and $8.3 miflion of impairment expense was
recognized in the third quarter of 2012. :



(i 16. Selected Quarterly Information {Unaudited) i

From 2012 onwards, guarterly information is no longer required.

For the 2011 quarters ended

$ in millions except per share

amounts
Septemb Decembs

and common stock market price March 31 June 30 er 30 r31
Revenues 449.8 397.0 452 5 3784
Operating income 89.3 55.8 100.0 74.8
Net income 52.7 30.8 63.9 458
Earnings on common stock 52.5 30.6 63.7 455
Dividends paid on common stock to

DPL 70.0 450 65.0 40.C

For the 2010 quarters ended

$ in millions except per share

amounts
Septemb Decembe
and common stock market price March 31 June 30 er 30 r31
Revenues 423.8 412.6 472.4 430.C
Operating income 118.4 97.0 131.9 102.¢
Net income 721 59.4 83.2 63.C
Earnings on common stock 71.9 59.2 83.0 62.7
Dividends paid on common stock to :
DPL 90.0 60.0 - 150.C
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Item 9 — Changes in and Disagreements with Accountants on
Accounting and Financial Disclosure

On November 28, 2011, DPL changed auditors to Ernst & Young
LLP. DP&L continued to use KPMG LLP through December 31, 2011 but
changed auditors to Ernst & Young LLP effective January 1, 2012. Emst &
Young LLP are the auditors of AES. These changes were not a result of any
disagreement with KPMG LLP.

ltemn 9A — Controls and Procedures

Disclosure Contrels and Procedures

Our Chief Executive Officer (CEOQ) and Chief Financial Officer {CFO) are
responsible for establishing and maintaining our disclosure controls and
procedures. These controls and procedures were designed to ensure that



material information relating to us and our subsidiaries are communicated to the
CEOQO and CFO. We evaluated these disclosure controls and procedures as of
the end of the pericd covered by this report with the participation of our CEO and
CFO. Based on this evaluation, our CEQ and CFO concluded that our
disclosure controls and procedures are effective: (i} to ensure that information
required to be disclosed by us in the reports that we file or submit under the
Exchange Act is recorded, processed, summarized and reported, within the time
periods specified in the SEC’s rules and forms; and (i) to ensure that information
required to be disclosed by us in the reports that we submit under the Exchange
Act is accumulated and communicated to our management, including our
principal executive and principal financial officers, or persons performing similar
functions, as appropriate, to allow timely decisions regarding required disclosure.,

‘There was no change in our internal control over financial reporting during
the quarter ended December 31, 2012 that has materially affected, or is
reasonably likely to materially affect, internal control over financial reporting.

The i‘cillowing report is our report on internal control over financial reporting
as of December 31, 2012.

Managemenf’'s Report on Internal Control over Financial Reporting

We are responsible for establishing and maintaining adequate internal
control over financial reparting, as such term is defined in Exchange Act Rule
13a-15(f). Under the supervision and with the participation of management,
including the CEO and CFO, we conducted an evaluation of the effectiveness of
our internai control over financial reporting based on the framework in Internal
Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on an evaluation under the
framework in Internal Confrof - Infegrated Framework, we concluded that our
internal control over financial reporting was effective as of December 31, 2012,

Item 9B — Other Information

None.
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PART Il

Item 10 — Directors, Executive Officers and Corporate Governance

Not applicable pursuant to General instruction | of the Form 10-K.

Item 11 — Executive Compensation

Not applicable pursuant to General Instruction | of the Form 10-K.



Iltem 12 — Security Ownership of Certain Beneficial Owners and
Management and Related Shareholder Matters

Not applicable pursuant to General Instruction | of the Form 10-K_

item 13 — Certain Relationships and Related Transactions, and Director
Independence

Not applicable pursuant to General Instruction | of the Form 10-K.

ltem 14 — Principal Accountant Fees and Services

Accountant Fees and Services

The following table presents the aggregate fees billed for professional
services rendered to DPL and DP&L by Emst & Young LLP and KPMG LLP for
2012 and 2011. As noted in Item 9, KPMG LLP was replaced as our principal-
accountant by Emst & Young LLP on January 1, 2012. Other than as set forth
below, no professional services were rendered or fees billed by Ernst & Young
LLP and KPMG LLP during 2012 and 2011.

2012 fees 2011 fees
billed billed
' (DPL
only)
Ernst & Young
Audit fees A 1,464,000 550,00C
Audit-related Fees 823,859 -
Tax Fees ©
All Other Fees @ : - -
Total 2,287,859 550,00C
2012 fees 2011 fee!
KPMG LLP ‘ : billed billed
Audit fees @ N/A 2,080,04€
Audit-related Fees N/A 41,00C
Tax Fees N/A 4,00C
All Other Fees @ N/A 12,00C
Total N/A 2,137,04¢
(@ Audit fees relate to professional services rendered for the
audit of our annual financial statements and the reviews of our quarterly financial
statements and otber services that are normally provided in connection with regulatory
filing or engagements.
(b) Audit-related fees relate to services rendered to us for
assurance and related services. :
() Tax fees consisted principally of tax compliance services.
(d) Other fees relate to services rendered under an agreed upon

procedure engagement related to environmental studies.



The Boards of Directors of DPL Inc. and The Dayton Power and Light
Company {collectively, the “Board”) pre-approve all audit and permitted non-audit
services, including engagement fees and terms for such services in accordance
with Section 10A of the Securities Exchange Act of 1934, as amended. The
Board will generally pre-
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approve a listing of specific services and categories of services, including
audit, audit-related and other services, for the upcoming or current fiscal year,
subject to a specified cost level. Any material service not included in the pre-
approved list of services must be separately pre-approved by the Board. In
addition, all audit and permissible non-audit services in excess of the pre-
approved cost level, whether or not such services are included on the pre-
approved list of services, must be separately pre-approved by the Board.

214

PART IV

item 15 — Exhibits and Financial Statement Schedules

The following documents are filed as part of this report:

1. Financial Statements

DPL - Report of Independent Registered Public Accounting Firms

DPL - Consolidated Statements of Results of Operations for the year ended December
31, 2012, the periods November 28, 2011 through December 31, 2011, January 1, 2011
through November 27, 2011 and the year ended December 31, 2010

DPL - Consolidated Statements of Other Comprehensive Income / (Loss) for the year
ended December 31, 2012, the periods November 28, 2011 through December 31, 2011,
January 1, 2011 through November 27, 2011 and the year ended December 31, 2010

DPL - Consolidated Statements of Cash Flows for the year ended December 31, 2012,
the periods November 28, 2011 through December 31, 2011, January 1, 2011 through
November 27, 2011 and the year ended December 31, 2010 .

DPL - Consolidated Balance Sheets at December 31, 2012 and 2011

DPL - Consolidated Statement of Shareholders’ Equity for the year ended December 31,
2012, the pericds November 28, 2011 through December 31, 2011, January 1, 2011 through
November 27, 2011 and the year ended December 31, 2010

DPL - Notes to Consolidated Financial Statements

DP&L - Report of Independent Registered Public Accounting Firm

DP&L - Statements of Results of Operations for each of the three years in the pericd
ended December 31, 2012 ]

DP&L - Statements of Other Comprehensive Income / (Loss) for each of the three years
in the period ended December 31, 2012

DP&L - Statements of Cash Flows for each of the three years in the period ended
December 31, 2012

DP&L - Balance Sheets at December 31, 2012 and 2011

DP&L. - Statement of Shareholder's Equity for each of the three years in the period

76
78
79

80

84
86
152

154

155

156
158
160



ended December 31, 2012

DP&L — Notes to Financial Staterments 161
2. Financial Statement Schedules
For each of the three years in the period ended December 31, 2012:
Schedule Il — Valuation and Qualifying Accounts

224
The information required to be submitted in Schedules |, Ill, IV and V is omitied as not applicable or

not required under rules of Regulation S-X.
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Exhibits

DPL and DP&L éxhibits aré incorporated by reference as described unless otherwise filed as

set forth herein.

The exhibits filed as part of DPL’s and DP&L’s Annual Report on Form 10-K, respectively, are:

PPL. DP& Exhibit
L Number Exhibit Location
X 2(a) Agreement and Plan of Merger, dated Exhibit 2.1 to Report on
as of April 12, 2011, by and among DPL  |Form 8-K filed April 20, 2011
Inc., The AES Corporation and Dolphin (File No. 1-9052)
Sub, Inc.
X 3(a) Amended Articles of Incorporation of Filed herewith as Exhibit
DPL Inc., as amended through January 6, [3(a)
2012
X 3(b) Amended Regulations of DPL Inc., as Exhibit 3.2 to Report on
amended through November 28, 2011 Form B-K filed November 28,
2011 (File No. 1-8052)
X 3(c) Amended Articles of Incorporation of Exhibit 3{b} to Report on
The Dayton Power and Light Company, as [Form 10-K/A for the year
of January 4, 1991 ended December 31, 1991
(File No. 1-2385)
X 3{d) Regulations of The Daylon Power and Exhibit 3(a) to Report on
Light Company, as of April 9, 1981 Form 8-K filed on May 3,
2004 (File No. 1-2385)
X X 4(a) Composite Indenture dated as of Exhibit 4(a) to Report on
October 1, 1935, between The Dayton Form 10-K for the year endet
Power and Light Company and lrving TrustjDecember 31, 1985 (File
Company, Trustee with all amendments  |[No. 1-2385)
through the Twenty-Ninth Supplemental
Indenture
X X 4(b) Forty-First Supplemental Indenture Exhibit 4(m) to Report or
dated as of February 1, 1999, between Form 10-K for the year endex
The Dayton Power and Light Company December 31, 1998 (File
and The Bank of New York, Trusiee No. 1-2385)
X X 4(c) Forty-Second Supplemental Indenture Exhibit 4(r) to Report on
dated as of Septeraber 1, 2003, between  [Form 10-K for the year endex




he Dayton Power and Light Company
nd The Bank of New York, Trustee

December 31, 2003 (File
No. 1-9052)

X X 4{d) Forty-Third Supplemental Indenture Exhibit 4.4 to Report on
dated as of August 1, 2005, between The |Form 8-K fited August 24,
Dayton Power and Light Company and 2005 (File No. 1-2385)
The Bank of New York, Trustee

X 4(e) indenture dated as of August 31, 2001 Exhibit 4(a) to
between DPL Inc. and The Bank of New  |Registration Statement
'York, Trustee No. 333-74630
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DPL DP& Exhibit
L Number Exhibit Location

X 4(f) First Supplemental indenture dated as Exhibit 4(b) to
of August 31, 2001 between DPL Inc. and |Registration Statement
The Bank of New York, as Trustee No. 333-74630

X 4(g) Amended and Restated Trust Exhibit 4(c) to
Agreement dated as of August 31, 2001 |Registration Statement
among DPL Inc., The Bank of New York, [No. 333-74630
The Bank of New York (Delaware}, the
administrative trustees named therein, and
several Holders as defined therein

X X 4{h) Forty-Fourth Supplemental Indenture Exhibit 4(s) to Report on
dated as of September 1, 2006 between [Form 10-K for the year endex
the Bank of New York, Trustee and The {December 31, 2009 (File No.
Dayton Power and Light Company 1-2385)

X X 4(i) Forty-Sixth Supplemental Indenture Exhibit 4{x) to Report on
dated as of December 1, 2008 between Form 10-K for the year ende:
'The Bank of New York Mellon, Trustee andiDecember 31, 2008 (File No.
The Dayton Power and Light Company 1-2385)

X 4(j) indenture, dated October 3, 2011, Exhibit 4.1 to Report on
between Dolphin Subsidiary Il, Inc. and Form 8-K filed October 5,
\Wells Fargo Bank, National Association  [2011 by The AES Corporatio

(File No. 1-12291)

X 4(k) Supplemental Indenture, dated as of Filed herewith as Exhibit
November 28, 2011, between DPL Inc. (k)
and Wells Fargo Bank, National
Agsociation

X 4(1) Registration Rights Agreement, dated Filed herewith as Exhibit
October 3, 2011, between Dolphin (1)
Subsidiary |1, Inc. and Merrill Lynch Pierce
Fenner & Smith Incorporated and each of
the initial purchasers named therein

X X 10{a) Credit Agreement, dated as of April 20, Exhibit 10.1 to Form 8-K

2010, among the Dayton Power and Light
Company, Bank of America, N.A., as
dministrative Agent and an U/C issuer,

filed April 22, 2010 (File No.
1-2385)




and the lenders party to the Credit
Agreement

10(b)

Limited Consent and Waiver, dated as
of May 24, 2011, to the Credit Agreement,
dated as of April 20, 2010, among The
Dayton Power and Light Company, Bank
of America, N.A., as Administrative Agent
and an L/C Issuer, and the lenders party to
the Credit Agreement

Exhibit 10.1 to Report on
Form 8-K filed May 31, 2011
(File No. 1-2385)

10(c)

First Amendment Agreement, dated as
of November 18, 2011, to the Credit
Agreement, dated as of April 20, 2010,
among The Dayton Power and Light
Company, Bank of America, N.A., as
Administrative Agent and an L/C Issuer,
and the lender party to the Credit
Agreement

Filed herewith as Exhibit
10{c)
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DPL

DP&

Exhibit
Number

Exhibit

Location

10(d)

Credit Agreement, dated as of
August 24, 2011, among DPL Inc,, PNC
Bank, National Association, as
Administrative Agent, Bank of America,
IN.A., Fifth Third Bank and U.S. Bank,
National Association, as Co-Syndication
Agents, Bank of America, N.A., as
Documentation Agent, and the lenders
party to the Credit Agreement

Exhibit 10(b) to Report
on Form 10-Q for the quarter
ended September 30, 2011
(File No. 1-9052)

10(e)

Credit Agreement, dated as of
August 24, 2011, among DPL Inc., U.S.
Bank, Naticna! Association, as
Administrative Agent, Swing Line Lender
and an L/C Issuer, Bank of America, N.A_,
Fifth Third Bank and PNC Bank, National
Association, as Co-Syndication Agents,
Bank of America, N.A., as Documentation

"Agent, and the lenders party to the Credit

Agreement

Exhibit 10(b) to Report
on Form 10-Q for the quarter
ended September 30, 2011
(File No. 1-9052)

10{f)

Credit Agreement, dated as of
August 24, 2011, among The Dayton
Power and Light Company, Fifth Third
Bank, as Administrative Agent, Swing Line
Lender and an L/C Issuer, Bank of
lAmerica, N.A., U.S. Bank, National
jAssociation and PNC Bank, National
IAssociation, as Co-Syndication Agents,

Exhibit 10(b) to Report
on Form 10-Q for the quarter
ended September 30, 2011
(File No. 1-2385)




Bank of America, N.A., as Documentation
,Agent, and the lenders party to the Credit
[Agreement

X 31(a) Certification of Chief Executive Officer Filed herewith as
pursuant to Section 302 of the Sarbanes- [Exhibit 31(a)
Oxley Act of 2062
X 31(b) Certification of Chief Financial Officer Filed herewith as
pursuant to Section 302 of the Sarbanes- |Exhibit 31(b)
Oxley Act of 2002
X 31(c) Certification of Chief Executive Officer Fited herewith as
pursuant to Section 302 of the Sarbanes- |Exhibit 31(c)
Oxley Act of 2002
X 31{d) Certification of Chief Financial Officer Filed herewith as
pursuant to Section 302 of the Sarbanes- [Exhibit 31(d)
Oxley Act of 2002
X 32(a) Certification of Chief Executive Officer Filed herewith as
pursuant to Section 906 of the Sarbanes- |[Exhibit 32(a)
Oxley Act of 2002
X 32(b) Certification of Chief Financial Officer Filed herewith as
pursuant to Section 906 of the Sarbanes- [Exhibit 32(h)
Oxley Act of 2002
218
DPL DP& Exhibit
L Number Exhibit Location
X 32(c) Certification of Chief Executive Officer Filed herewith as
pursuant to Section 906 of the Sarbanes- |[Exhibit 32(c)
Oxley Act of 2002 ,
X 32(d) Certification of Chief Financial Officer Filed herewith as
pursuant to Section 906 of the Sarbanes- [Exhibit 32(d)
Oxley Act of 2002
X X T101.INS XBRI. Instance Furnished herewith as
Exhibit 101.INS
X X 101.5C XBRL Taxonomy Extension Schema Furnished herewith as
H Exhibit 101.SCH
X X 101.CALI  XBRL Taxonomy Extension Furnished herewith as
Calculation Linkbase Exhibit 101.CAL
X X 101.DE XBRL Taxonomy Extension Definition Furnished herewith as
F Linkbase Exhibit 101.DEF
X X 101.LAB XBRL Taxonomy Extension Labei Furnished herewith as
' Linkbase Exhibit 101.LAB
X X 101.PR XBRL Taxonomy Extension Furnished herewith as
E Presentation Linkbase Exhibit 101.PRE



http://ioi.de

Exhibits referencing File No. 1-8052 have been filed by DPL Inc. and those
referencing File No. 1-2385 have been filed by The Dayton Power and Light
Company.

Pursuant to paragraph (b){4){iii}(A) of ltem 601 of Regulation S-K, we have
not filed as an exhibit to this Form 10-K certain instruments with respect to long-
term debt if the total amount of securities authorized thereunder does not exceed
10% of the total assets of us and our subsidiaries on a consolidated basis, but
we hereby agree to furnish to the SEC on request any such instruments.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d} of the Securities

Exchange Act of 1934, DPL Inc. and The Dayton Power and Light Company
have duly caused this report to be signed on their behalf by the undersigned,

thereunto duly authorized

DPL Inc.

February 26, 2013 B /s/ Philip R. Herrington

{Philip R. Herrington)

President and Chief Executive
Officer

(principal executive officer)

The Dayton Power and Light
Company :

February 26, 2013 B {/s{ Philip R. Herrington

{Philip R. Herrington)
President and Chief Executive

Officer
{(principal executive officer)
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Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the foillowing persons on behalf of DPL Inc. and
in the capacities and on the dates indicated.

{s/ Elizabeth Hackenson Director February 26,
2013

(Elizabeth Hackenson)

s/ Philip R. Hesrington Director, President and Chief February 26,
_ 2013
(Phifip R. Herrington) Executive Officer (principal
executive officer)
s/ Willard C. Hoagland, Il Director February 26,
2013

(Wiltard C. Hoagland, IIl)

/s Brian A. Miller Director February 26,
2013

(Brian A. Miller)

/s{ Thomas M. O’Flynn Director February 286,
2013

(Thormas M. O’Flynn)

Director February 26,
2013 '
(Mary Stawikey)
fs/ Andrew M. Vesey Birector and Chairman ‘February 28,
, 2013
(Andrew M. Vesey)
fsf Craig L. Jackson Senior Vice President, Chief February 26,
2013
(Craig L. Jackson) Financial Officer {principal financial
officer)
/sf Gregory S. Campbell Vice President and Controlier February 26,
: 2013

(Gregory S. Campbeli) (principal accounting officer)
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Pursuant {o the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of The Dayton
Power and Light Company and in the capacities and on the dates indicated.

s/ Willard C. Hoagland, Il Director February 26,
2013

{Willard C. Hoagland, 1l}) '

/s/ Elizabeth Hackenson Director February 26,
2013

(Elizabeth Hackenson)

{8/ Philip R. Herrington Director, President and Chief February 26,
2013

{Philip R. Herringfon) Executive Officer {principal

executive officer)

fsf Vincent W. Mathis Director February 26,
2013

(Vincent W. Mathis)

fs/ Brian A. Miller Director February 26,
2013

{Brian A. Miller)

fs/ Britaldo Pedrosa Soares Director February 28,
2013

(Britaldo Pedrosa Soares)

/s/ Andrew M. Vesey Director and Chairman February 26,
2013

(Andrew M. Vesey)

fsf Thomas M. O’Flynn Director February 26,

' 2013
{Fhomas M. O'Flynn)
/sf Kenneth J. Zagzebski Director February 26,



{Kenneth J. Zagzebski)

2013

s/ Craig L. Jackson Senior Vice President, Chief February 26,
2013
(Craig L. Jackson) Financial Officer {principal financial
officer)
fsf Gregory S. Campbell Vice President and Controller February 26,
2013
{Gregory S. Campbell} {principal accounting officer) ‘
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Schedule Il
DPL Inc.
VALUATION AND QUALIFYING ACCOUNTS
For the years ended Year ended December 31, 2010 - 2012
$ in thousands
Balance
at Balance
Beginning Deduction at
Description of Period Additions s End of Perioc
Successor
Year ended December 31, 2012
Deducted from accounts receivable
Provision for uncollectible
accounts 1,136 5,902 5,954 1,084
Deducted from deferred tax assets -
Valuation allowance for deferred
tax assets 6,702 6,747 1,100 12,34¢E
For the pericd November 28, 2011
through December 31, 2011
Deducted from accounts receivable
Provision for uncollectible
accounts 1,062 643 569 1,13€
Deducted from deferred tax assets -
Vaiuation allowance for deferred
fax assets 7,086 349 733 6,702

Predecessor
For the pericd January 1, 2011



through November 27, 2011
Deducted from accounts receivable

Provision for uncollectibie . :
accounts 871 5716 5,525 : 1,062

Deducted from deferred tax assets -
Valuation allowance for deferred
tax assets 13,079 2,705 8,698 7,08€

Year ended December 31, 2010
Deducted from accounts receivable

Provision for uncollectible .
accounts 1,101 4,148 4,378 871

Deducted from deferred tax assets -
Valuation allowance for deferred
tax assets 11,955 1,124 - 13,07¢

@ Amounts written off, net of recoveries of accounts previously written off.
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THE DAYTON POWER AND LIGHT COMPANY
VALUATION AND QUALIFYING ACCOUNTS
For the years ended Year ended December 31, 2010 - 2012
$ in thousands

Balance
at Balance
Beginning ‘ Deduction at
Description of Period Additions g & End of Perioc
Year ended December 31, 2012 : .
Deducted from accounts receivable
Provision for uncollectible . :
accounts 941 5,383 5,411 922
Year ended December 31, 2011
Deducted from accounts receivable
Provision for uncollectible
accounis 832 6,137 6,028 941

Year ended December 31, 2010
Deducted from accounts receivable -

Provision for uncollectible ) ’
accounis 1,101 4 100 4,369 83z



 Amounts written off, net of recoveries of accounts previously written off.
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XBRL-only content section
DPL Statement of OCI
. Decem Decem Novem Decen
Change in available-for-sale securities ber 31, ber 31, ber 27, ber 31,
tax effect 2012 2011 2011 2010
(0.2) - - (0.2
Decem Decem Novem Decen
Reclassification to earnings - available ber 31, ber 31, ber 27, ber 31,
for sale 2012 2011 2011 2010
Decem Decem Novem Decen
Change in derivative fair value tax effect ber 31, ber 31, ber 27, ber 31,
- derivative activity 2012 2011 2011 2010
: 1.4 0.3 31.2 (6.6
Decem Decem Novem ' Decen
Reclassification of earnings tax effect - ber 31, ber 31, ber 27, ber 31,
derivative activity 2012 2011 2011 2010
D4 - (0.3) 2L
Decemn Decem Novem ‘ Decen
ber 31, ber 31, ber 27, ber 31,
Prior service cost - pension 2012 2011 2011 2010
- 02 - (3.7
Decem Decem Novem Decen
ber 31, ber 31, ber 27, ber 31,
Net loss - pension 2012 2011 2011 2010

10 ~(0.2) (0.7) 4c



Decem Decem Novem Decen
Reclassification to earnings tax effect - ber 31, ber 31, ber 27, ber 31,
pension 2012 2011 2011 2010
- - 1.5 (1.3
225
DP&L Statement of OCI
Decemb Decemb Decemt
Change in available-for-sale securities tax effect er 31, 2012 er 31, 2011 er 31, 2010
(0.2) 4.3 0e
Reclassification to earnings tax effect - available Decemb Decemb Decemt
for sale er 31, 2012 er3f, 2011 er 31, 2010
Change in derivative fair value tax effect - Decemb Decemb BDecemt
derivative activity er 31, 2012 er 31, 2011 er 31, 2010
16 0.5 0.2
Reclassification of earnings tax effect - derivative Decemb Decemb Decemt
activity er 31, 2012 er 31, 2011 er 31, 2010
0.5 0.1 (0.5
Decemb Decemb Decemt
Prior service cost tax effect - pension er 31, 2012 er 31, 2011 er 31, 2010
{0.5) {0.4) (0.4
Decemb Decemb Decemt
Net loss tax effect - pension er 31, 2012 er 31, 2011 er 31, 2010
0.8 5.4 (0.1



. Decemb Decemb Decemt
Reclassification to earnings tax effect - pension er 31, 2012 er 31, 2011 er 31, 2010
{1.5) {1.5) (0.5
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DPL Debt Parentheticals

Long-term

Caption parentheticals

Octobe
First morigage bonds maturing in r2013 5.125%
Januar
Pollution control series maturing in y 2028 4.7%
Januar
Pollution controf series maturing in y 2034 4.8%
Septe
Pollution control series maturing in mber 2036 4.8%
Novem
Poliution control series maturing in ber 2040 0.04% 0.26% 0.068% 0.32%
Februa
U.S. Government note maturing in ry 2061 4.20%
August
Bank term loan-maturing in 2014 1.48% 4.25% 2.22% 2.47%
QOctobe
Senior unsecured bonds maturing r2016 6.50%
Octobe
Senior unsecured bonds maturing r 2021 7.25%
Note to DPL Capital Trust Il Septe
rmaturing in mber 2031 8.125%
Current
Caption parentheticals
First mortgage bonds maturing in QOctober 2013 5.125%
February
U.S. Government note maturing in 2061 4.20%

DP&L Debt Parentheticals

Long-term

Caption parentheticals




Ociobe

First mortgage bonds maturing in r2013 5.125%
Januar
Pollution control series maturing in y 2028 4.7%
Januar
Pollution controt series maturing in y 2034 4.8%
Septe
Pollution control series maturing in mber 2036 4.8%
Novem
Pollution control series maturing in ber 2040 0.04% 0.26% 0.06% 0.32%
' Februa :
U.S. Government note maturing in ry 2061 4.2%
Current
Caption parentheticals
February
U.S. Government note maturing in 2081 4.2%
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