/638

RECEIVED-DOCKE TING Utv

M1 APR2S AMIG: 12

PUCO
REPORT OF THE
MANAGEMENTIPERFORMANCE AND
FINANCIAL AUDIT OF THE FUEL AND
PURCHASED POWER RIDER OF
THE DAYTON POWER AND LIGHT
COMPANY (09-1012-EL-FAC)

April 29, 2011

Prepared for:
PUBLIC UTILITIES COMMISSION OF OHIO

180 EAST BROAD STREET
COLUMBUS, OH 43215-3793

Prepared by: _
ENERGY VENTURES ANALYSIS LARKIN & ASSOCIATES PLLC
1901 NORTH MOORE STREET

SUITE 1200 15728 FARMINGTON ROAD
ARLINGTON, VA 22209 LIVONIA, Mi 48154

(703) 276 — 8900 (734) 522 - 3420

www.evainc.com

This is to certify that the images a

ppea?::l.ng are an
accurate and complete reproduction of a case file
document deli in the regular course of busi.mss

Technici te Processed, ‘j& ?"'//




Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC)



TABLE OF CONTENTS

T EXECUTIVE SUMMARY ........cooisiminiananemcensensmnmmsmsmsnissncoeosssissesisssasssnsnsssnses eresemeresareens 11
FUEL Rider Background...........cooirereimr e cerecccesccescereseeseeserseesessesssnsnessaneas ereeseanreernanaes 1-1
Audit Of The FUEL RIGEL......ciiceeercecerieer s cereesesser v e seeetnesaeesasasessaasaasss nssssans ssasssnaos 1-2
AUIt APPIOACH......ci ittt s s e sr e e sneseraa e nanean erreeeenaeaeaaes 1-2
Major Management Audit FINAINGS ......ccoceveveeeeeeeieertcierc st eeenr e se e svasnsas 1-3
Management Audit Recommendations.............ccccccievveivreenievisnnensesnernesssssensessines ererneeenes 1-64-6
Financial Audit FINAINGS ..........oo oo et vees e ee s sas e s saneens resrensennanaanes 1-7
Financial Audit Recommendations .........c.cccecvrveeiieiiinin s e 1-114+48

2DPE&L BACKGROUND ......coccteuuemnemrsrrirresnmsssssssssssesssarsanssnssnsssssnsssnsmnnnsansssssessmssen o nennannan 2-1
OVBIVIEW oot oo cea e e ameenmtasaeeeesennanesnnsraeraeeaeneenaereeseeraereesaesses eereasesaroaones 2-1

3 FUEL PROCUREMENT AUDIT ...cccciviimnmrimnmmsinniseanisnesssssensmsssssssismensssnans S 3-1
OVBIVIBW ...ttt ettt et e et e eee et e ete e eaaesstsasnsassaeasssassaassaeansessanansnssannssasamssnssasnea ™ ]
Background on DP&L'S GOl SUPPIY w.vveveereveneereeeereereeoseeeseseessmeessessesmesseseenns v eeeeenne 3-2
Management and Organization .........ccceo e e et e es s ne s sar e smas e sae e sae e e s D
Policies and ProCeaures...........cvovrrreeerieneeeecren e e e e e cre s e sens T 3-73-6

Coal and Limestone Procurement SOP ... rceeeecreneereseaessassessee e 31
Coal INVENEOTY SOP ...ttt se e sss e seesersee e sesanesesssneseessnnesen ssnaneasssnsnns 3= ] ]
Physical Inventory Adjustments .................ccoii i ee e everer s sneeae e 3= 14
Coal ProCuremMent . ...t een e e st aessasesssanvnne B 1 D@
Master AQreemMENES ..ot e ran e saenessn e s nes 7 ]
LONG-TErmM COMTACES .........ceviiiiii et cr e e e e sabes e eesveassaeseesessapsnnssessesesses 3B

4 COAL TRADING AND OPTIMIZATIONS .........cccociviiiiinmnninniinnsnsssmannas wnsessensenssnsene 4-1




BACKGIOUNG ...ttt tr e ees s e e s se e s ee s see s ee e s e e smsee s amb e e s emamesmneesemnenerass 4-1

00 0T | B I =T 1o USSP 4-1
Optimizations ...........ocoovn.... eeemeeeretanseesantseess et eeer e rereanane s ses et enanane s esnaenarans 4-2
Review of OptMIZAtIONS ...t rerer s eraer s e ee s etae s st aer e seseesssnes s sde sannnesannnssanes 4-4
Concerns with DP&L Hedging Practices and Optimization Procedures ..............ccooe.eee. 4-10
Hedging ILLB with NYMEX Contracts is an Imperfect Hedge. ................ e 4-10
There are Better Hedging Strategies for DP&L Than NYMEX Contracts..........cc.evveneees 4-11
The Optimizations are a Distraction to Procurement Personnel .........ccocovvvevevincrvnenns 4-11
There are Limited Incentives to Minimize the Price of NYMEX Purchases ................ 4-11
Conclusions and Recommendations Regarding Hedging Practices and Optimizations .....4-12
5 PLANT PERFORMANCE ............o e sssrmsssenssenssssnnasssnnnsssassansasnssssens R 5-1
Benchmarking .................. 5-1

6 FINANCIAL AUDIT OF THE FUEL ADJUSTMENT CLAUSE RIDER (FUEL RIDER)

COMPONENT ......ciiiienin s isesssssassassassssssassnssssssmsnsasssassassasssassamasatssansansanesns PR 6-1
L0 a4 (o] o O 6-1
BaCKGTOUNT ...ttt e e s e ceeseses s e s sesaess e s e smsaaseanean s s s mnmandansassassesavsnass 6-4

Stipulation From Case No. 08-1094-EL-SSO....ccc e 6-4
Accounts Included In DP&L's FUEL Rider..........ccocevierverremricerer e e csnenae 6-5
Initial FUEL Rider RAteS .........coirrreee e sascesnssessenanns dremreermanaersones 6-6
Quarterly FUEL Rider FiliNgS......cccciieierieieeieienree st sesmese s sssavnssssn e sessnesases 6-6

Initial Quarterly FUEL Rider Filing — January and February 2010 ........c.coooceicinvinans 6-7

Quarterly FUEL Rider Filing — March through May 2010.............cciennriinniienniiennnin.. 6-10

Quarterly FUEL Rider Filing — June through August 2010...........ccccoiiiiiiiy rnreeeneannees 6-12

Quarterly FUEL Rider Filing — September through November 2010.............. SR 6-15

Quarterly FUEL Rider Filing — December 2010 through February 2011 ........ e 6-18

Quarterly FUEL Rider Filing — Showing Reconciliation Adjustment for September

through November 2010 ... .. ... eeieiieeeeeeereesie s eeee e eeeeeeeeacneeaeeeesesaesannaas N 6-21

December 2010 Information Not Yet Included in a Quarterly FUEL Rider Filing ........... 6-22
Other Fuel Handling EXPENSE..... .. crerentececseeraesseseaesee s sm s s s ee e s e ms s eerennassassensss 6-23
Improvement t0 Sales FOreCasts .........cc.uevieieireececeer e s s s mat s s 6-27

Potential for a Terminal Undercollected Balance....................cccoiminncnnnnee. rrerreerre 6-29
Minimum Review ReqUIFrEMENES ... ..o ecereeetreere st are e s re s s s ssn e e meae e e e e ecaasnas 6-29
Review Related to Coal Order Processing........ccccoovrrecriieicecorerrnceccinnisinenens oo 6-33

Report of the Management/Performe and Financial Audit of th T

Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) H




FUBT LBAGET ettt s st s e 6-33

BTU AQJUSIMENES ...t rr e e see e se s s s an s s s asn e ssssnsns tereererreenana 6-33
Freight ANd Barge VOUCKELS ......cocciciiiieceeeccttirecseeeressnses e e e s e e s e e st s eeessensoaanans 6-34
Fuel Analysis RePOMS ........eiiceiie e ass e verenreerrnneaees 6-34
Retroactive ESCalations ..........cooceiieiiiiiiiceen e e ens e ................ 6-35
Review Related To Station Visitation And Coal Processing Procedure............. N 6-35
Review Related To Fuel Supplies Owned Or Controlled By The Company ...... ................ 6-42
Review Related To Purchased POWEr .........ccoev e einecitincnene SRR 6-42
DEIMIUITAGE «eeitvirecteeciee e cveereea e e sarae e sreresaaesasaessersesessesasanensassnsessnanassnneerions gernveerinesannnn 6-43
Review Related To Service Interruptions And Unscheduled Outages............... . ................ 6-46
Audit Trail for FUEL Rider Filings, Supporting Workpapers and Documentation@ ................ 6-48
Renewable ENEIQY .... ...t eress s s e s e s sn e snnes TR 6-49
Reconciliation Adjustments Audit Trail.........cooorveeeeermeeri s fresessesesnienne 6-51
OPHMIZAON TIAUES ...veevieuveaveereeteeiesesseeressseseessessessessssessasssessesssesassaraseseesesdaesassacanernss 6-54
Accounting for Emission AIIOWaNCES .......c..cveeevcererrminiiiininre e ssanas cnereenrenreries 6-59
Application of FUEL Rider Rates to Customer Bills e b e 6-61
Changes To Fuel, Purchased Power Procurement And Emission Allowance
PrOCUIEMENL. ... e b 6-65
General Ledger Detail and Audit Trail..........coveiieiieiiermermeresn e seesrcree e eesssssnnee S 6-65
1 =T g LAY Lo L1 PO 6-66

I Coal Supply Agreement .......c...cvenoencacee. OOV SRS 6-66

Memorandum Of Findings And RECOMMENAAtONS .......o.ovrvoereeeeceeerreecevacecssensssesreseeens 568

A ATTACHMENT 1 — DATA REQUESTS .........cccimimnimrrmsmnnncsninnmnnsesnmsenssssssnsessassasnsssnnsnss 6-14
EVA DATA REQUEST ........coonnissimmermimsssissininissnnsssmssisses s s senssssnsessissn anasssas 4 ................ 6-22
LARKIN DATA REQUEST R AR 4
LARKIN DATA REQUEST, SET 2........ccccinnnimmmmmnnnemmmmnnsnen s ssensessaninns . ..................... 9
ATTACHMENT Il eesiaieseniesnenns s s s nsas s ssars s asesasbessarnnes ‘ ............... 1546

Report of the Management/ Performce and 1 Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) B 11




LIST OF EXHIBITS

Exhibit 1-1 Interviews Conducted..........ccccuvericirrerrceee e eereerrereerananas 1-2
Exhibit 2-1 DP&L Wholly- and Commonly-Owned Power Generation Facilities........................ 2-1
Exhibit 2-2 Location of DP&L Power Generation Facifities ..........ccc.cccuecerecereren.e reremerereennanns 2-2
Exhibit 2-3 PJM INterconnection ZONES..........cvecveveerrccmmreienicsissiessnscnesesssssesssssssssscsssessnsensnen 2-2
Exhibit 2-4 Generation by Plant, 2010 (MWH).........ccom e e seneees bresimbreinsarersen 2-3
Exhibit 2-5 Aerial View of Stuart Plant...........c..cccoo oot bissterseanastnns 2-4
Exhibit 2-6 J.M. Stuart Operating Statistics .........ccuecverrrrciicnie e ereramnaererarnaenanes 2-4
Exhibit 2-7 [ e 2-5
Exhibit 2-8 Aerial View of KIllen Plant ..............cooeeeririeceeerietienietie e resse s neaas 2-6
Exhibit 2-9 Historical Operational Statistics for Killen ...............oormieinciiriercisiiec e 2-6
Exhibit 2-10 O.H. Hutchings Plant ..ottt 2-7
Exhibit 2-11 Historical Operating Statistics at O.H. Hutchings ..o 2-8
Exhibit 3-1 DP&L Coal Purchases, 2010.......cco e rerrersereersenennn 31
Exhibit 3-2 Ohio Utility Coal Purchase Costs, 2010 ($/MMBtu) ........cccocrereicvcns .................. 3-2
Exhibit 3-3 Ohio Utility Coal Purchase Details............ccccoveeiicnimncirieesie e 3-2
Exhibit 3-4 DP&L Coal Purchases by Supply Region (1,000 TONS) ......c.eeervernvene N 3-3
Exhibit 3-5 Historical Prompt Coal Prices ($/TON).......cccoocuiurererrierererreieereseeeesasssaestonsevsnonsaes 3-3
Exhibit 3-6 Killen and Stuart Coal Specifications..........c..cveurerierieiieiie i e 34
Exhibit 3-7 Hutchings Coal Specifications ..........cccouiiinnnic s cssisesneesseesesescsnenne 3-5
Exhibit 3-8 DP&L Organization Chart...........cccoecveiveieeieniceeeire e, eeeerberenmrenreeanne 3-5
Exhibit 3-9 Fuel Procurement Teami ... ettt s ce s ean 3-6
exhibit -0 . e 3-8
Exhibit 3-11 Contemporaneous CONACES........c.ccvviiciierierieiierr e et eese s e s bs e ae s e ssr e 39
Exhibit 3-12 Monthly Coal Inventory for JM. StUart in 2010 ........ccccocceecermmeeussseseessssssssmsserenee 3-12
Exhibit 3-13 Monthly Coal Inventory for Killen in 2010.............ccoceveviecieneneeereereeeereeneesasenans 3-13
Exhibit 3-14 Monthly Coal Inventory for O.H. Hutchings in 2010 ... 3-13
Exhibit 3-15 Physical inventory Adjustments, 2009 and 2010 ........cccccieiienricrinimeincccninnnen 3-14

Exhibit 3-16 DP&L Contract Coal PUICHASES .....c.covveieeeeeeee s cevremtesrenrsnssrssnsiaesssannsessamsnsenns 3-15




Exhibit 3-21 Sales of DP&Ls I ... 3-20

Exhibit 3-22 DP&L Committed Position Summary, January 2010........cocovreerirneenrnnneen. 3-213-20
Exhibit 3-23 Components of the Master Agreements ............ccceooiieiiiieinnecrceneens rerrreereneaes 3-21
Exhibit 3-24 Overview of Selected DPEL CONMTACES ........v..rveeeeeeeeeeeeeseeresseeseeresrsisscsssessnesanns 3-22
Exhibit 3-25 Long-Term Contracts with AlANGCE COBL........vveeveeeersereees s e essersessspesssssssssessns 3-23
Exhibit 3-26 2010 Coniirms with Alliance Coal......... 324323
Exhibit 3-27 Shipments Under the Alliance Agreements, 2000 e eeererereeresbeereeseenanene e 324
Exhibit 3-28 Long-Term Contracts with Aipha ... S TURUPUR YRR L. o - =2
Exhibit 3-29 _ O . 5. ;< X-
Exhibit 3-30 Shipments Under the Alpha Contracts, 2010 .............................................. 3-273-26
Exhibit 3-31 Long-Term Contracts with American Coal .......c.cooconiiviicirniircnicenens S 3-273-26
Exhibit 3-32 Vaughn's View of the U.S. Coal Markets, November 20, 2009 ................... 3-283-247
Exhibit 3-33 Shipments under the American Coal Contract.........cccccececcrerrcrecnnnns R 3-303-28
Exhibit 3-34 2010 Contract with AMerican Coal .............ocuvueeeceererrecnreueeeesesreasenss S 3-313-30
Exhibit 3-35 Vaughn's View of the U.S. Coal Markets, October 25, 2010.............. oo 3-313-36
Exhibit 3-36 Difference in Costs Between [ NENNNRGENGTIENNNNEEEEEN

L0 ] | =T - PP UUSUUR TP 3-323-34
Exhibit 3-37 Long Term Contract With Knight Hawk............ccoioiniriricnenccevceeaen 3-323-34
Exhibit 3-38 SO, Emission Allowance Prices... SRR, [ & - -
Exhibit 3-39 Shipments Under the Knight Hawk Agreement 2010 .. teevenne 3-333-32
Exhibit 3-40 Knight Hawk Contract | NG ereenees 3-343-33
Exhibit 3-41 Overview of Massey Long-Term Contract..............c.cooccoieivrciveccennnne S 3-343-33
Exhibit 3-42 Shipments Under Massey Contract, 2010 ......cccovreeinicricieenreneeeenes PR 3-353-34
Exhibit 3-43 Overview of I .- 3-353-34
Exhibit 3-44 Overview of Patriot Long-Term Contract.............cccoooiiiiiiiiviiniin e sceennes 3-363-35

Exhibit 3-45 Shipments Under the Patriot Agreement, 2010.......cccee e reccerccnvnnennnn, 32373-36
Exhibit 3-46 Overview of Williamson Long-Term Contract.............cccccoceivnvinninniniennnnne. 323738-36
Exhibit 3-47 Shipments Under the Williamson Contract, 2010........c..cccceevieiinnesiviennens 32383-3F

Exhibit 3-48 Barge Demurrage, 2008-2010.. reereer 3739338
Exhibit 3-49 U.S. Steam Coal Exports Through U S Gulf by Month (‘I 000 Tons) ........ 3-403—39
Exhibit 4-1 Gains From Sale of Coal ... termeereeresaaaans 4-1
Exhibit 4-2 Summary of 2010 Coal Optimizations ...........coceieeiccii e et 4-4
Exhibit 4-3 DP&L Fuel Optimization Model: Optimization 2010-A........cco.ccociri i 4-4

Exhibit 4-4 DP&L Fuel Optimization Model: Optimization 2010-B.........cccccoereieciicviccciiinicinnn 4=8
Exhibit 4-5 DP&L Fuel Optimization Model: Optimization 2010-C ...........cccovvivivrsnnciencn -5
Exhibit 4-6 DP&L Fuel Optimization Model: Optimization 2010-D ........ccccocvrvirvieenecnienneninnn 46
Exhibit 4-7 DP&L. Fuel Optimization Model: Optimization 2010-E............cccceevvvcevivercrveererennn -6
Exhibit 4-8 DP&L Fuel Optimization Model: Optimization 2010-F ..., 4-7

Report of the Management/Performancd Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1.01.2-EL-EFC) v



Exhibit 4-9 DP&L Fuel Optimization Model: Optimization 2010-G ........c.ccveveveeeens .................. 4-8

Exhibit 4-10 DP&L Fuel Optimization Model: Optimization 2010-H........................ I. .................. 4-8
Exhibit 4-11 DP&L Fuel Optimization Model: Optimization 20101 .........c.cocuveueenen. beresseoresssnnaess 4-9
Exhibit 4-12 DP&L Fuel Optimization Model: Optimization 2010-J ........ccvervrnriiiiiinnieneeene 4-9
Exhibit 4-13 Monthly Prompt Price of CAPP and ILLB Coal ($/MMBtu)................. P ................ 4-10
Exhibit 4-14 Relative Costs of [ [ | N } [ N ... SRR 4-11
Exhibit 5-1 PJM Coal-Fired Power Capacity Factors in 2010 .......cccccvevvvivervinnnns .................. 5-1
Exhibit 5-2 PJM Coal-Fired Power Plant Heat Rates in 2010 .............c.ceceerrreeeevens errreeeresseraee 5-2
Exhibit 5-3 PJM Coal-Fired Facilities Annual Cumulative Generation by Heat Ratdla ................. 5-2
Exhibit 5-4 Ohio and Kentucky Coal-Fired Power Capacity Factors in 2010.......... beseeseeresenansens 5-3
Exhibit 5-5 Ohio and Kentucky Coal-Fired Power Plant Heat Rates in 2010 ......... bevrersnereseasnnne 5-3
Exhibit 6-1 2010 Quarterly FUEL Rider Filings ........cccoiiiicvniiiniennnensnnsenceseassnnes , .................. 6-6
Exhibit 6-2 Forecasted Quarterly Rate Summary, January through February 2010.................. 6-7
Exhibit 6-3 Forecasted Quarterly Rate — Workpaper 1, January through February 2010.......... 6-9
Exhibit 6-4 Forecasted Quarterly Rate Summary, March through May 2010 ..........ccccceeees 6-10
Exhibit 6-5 Forecasted Quarterly Rate — Workpaper 1, March through May 2010 .................. 6-11
Exhibit 6-6 Forecasted Quarterly Rate Summary, June through August 2010........cccceceeurmnnen. 6-12
Exhibit 6-7 Reconciliation Adjustment — January through February 2010.............. U 6-13
Exhibit 6-8 Forecasted Quarterly Rate — Workpaper 1, June through August 2010................ 6-14
Exhibit 6-8 Forecasted Quarterly Rate Summary, September through November 2010 ......... 6-15
Exhibit 6-10 Reconciliation Adjustment — March through May 2010 .........ccccneeens prarerereeennian 6-16
Exhibit 6-11 Forecasted Quarterly Rate — Workpaper 1, September through Novamber

20700 ittt e e ear e s s e bt s ne eneea e es e s aeesseaeseaaseananbesneaneerarrann 6-17
Exhibit 6-12 Forecasted Quarterly Rate Summary, December 2010 through February

200 et e e e te e s e st a e st e e e neer e e nanrannnahe baeemeansnasnens 6-18
Exhibit 6-13 Reconciliation Adjustment — June through August 2010..................... RO 6-19
Exhibit 6-14 Forecasted Quarterly Rate — Workpaper 1, December 2010 through .

February 20171 . e e e e e se e a e e e et besseeeanansanas 6-20
Exhibit 6-15 Reconciliation Adjustment — September through November 2010 ..... ¢ ................ 6-21
Exhibit 6-16 Estimate of Reconciliation Adjustment for December 2010 .............. ................ 6-22
Exhibit 6-17 Monthly Over- And Under-Collections For 2010 ...........ccccovreieeeneaneas feversensaseanees 6-23
Exhibit 6-18 Other Coal Handling Costs FOr 2010..........ccocuiueeecereseesseresssessnscssnesaenes 6-276-26
Exhibit 6-19 Summary of DP&L's Forecast And Actual FUEL Rider Revenues ...................... 6-28
Exhibit 6-20 DP&L's Ownership Percentage of Jointly Owned Power Plants........................ 6-32
Exhibit 6-21 Diagram of Coal Barge Confi gurat:on and Coal Loadmg Specnﬁcattons at

the Stuart Station... ISR . .1
Exhibit 6-22 Descrlptlon of Coai Sample 1D Number components ertereeeeirnengesnesensseneer . 040

Exhibit 6-23 Generating Unit Datasets Used In Generating Station Reports for 2010 ............ 6-41
Exhibit 6-24 Hypothetlcal Example IIIustratlng PJM Invonce Allocatlon ‘

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) vi




Exhibit 6-25 Net Demurrage Charges | IIININININRQIHN - - - ST 6-44

Exhibit 6-26 Examples of Longest Forced Qutages.........cc.ccviriecniiniincnnnenncnnns S 6-476-46
Exhibit 6-27 Renewable And Solar Benchmarks .........cocvcvevrvrernrcnercrnneneeeas eeretsnessenonns 6-50
Exhibit 6-28 Listing of Optimization Deals ............ccocoreieeieeriiicc e cscsvane eeersesaneanen 6-56
Exhibit 6-29 Summary Of DP&L's Claimed Net Benefit For 2010 Optimization Trddes .......... 6-57
Exhibit 6-30 Charges to FUEL Rider From DP&L's 2010 Optimization Trades .........ccccveuueue. 6-58
Exhibit 6-31 DP&L EMission AllOWANCE ACHVY ..............eereresessssssmneesesssasssnsnsssseas A 6-60
Exhibit 6-32 DP&L Emission Allowance InVentory..........c..ccoeeneieienessisisseeseasnneas eveseensenernnns 6-61
Exhibit 6-33 Monthly Price For Private Outdoor Lighting Service Level.................. ................ 6-62
Exhibit 6-34 Verification of Private Outdoor Service Level Monthly Price .............. ................ 6-63
Exhibit 6-35 Summary of Customer Bill ANAIYSIS..........cceveerreereeesernseesssssesseessessens S 6-64

Exhibit 6-36 [ .-G

e

Report of the Management/Perfoancé and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) vii




R

Report of the Management/ Pérmance d Financal Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (08-1012-EL-EFC) viii



1 EXECUTIVE SUMMARY

The Dayton Power & Light Company (DP&L) is a public utility as defined in Section 49035.02,
Revised Code, and, as such, is subject to the jurisdiction of the Public Utilities Commission of
Ohio (PUCO). Under an approved stipulation, DP&L’s rates were set pursuant ta a rate
stabilization plan (RSP) from January 1, 2006 through December 31, 2008 (RSP Stipulation).
Under the RSP, DP&L’s fuel rate was fixed and included in the base retail generation rates.

On October 10, 2008, DP&L filed an application for a standard service offer (SSO) in the form
of an electric security plan (ESP), pursuant to Section 4928.143, Revised Code. A stipulation
(the ESP Stipulation), approved by the PUCO (the ESP Order), extended the DP&L rate plan
through December 31, 2012 and allowed DP&L among other things to implement a by-passable
fuel recovery rider to recover jurisdictional fuel and purchased power costs consistent with the
provisions of Senate Bill 221. DP&L is required to make quarterly filings related to its fuel and
purchase power costs and have its costs subject to an annual audit by an mdependent third-party
or PUCO Staff.

Energy Ventures Analysis, Inc. (“EVA™) and its subcontractor, Larkin & Associates PLLC
(“Larkin”), were selected by the PUCO to perform the management/performance and financial'
audits, respectively for up to two years. The initial audit covers the January through December
2010 period. The second audit will cover the period January through December 2011.

FUEL Rider Background

DP&L’s fuel adjustment clause, the FUEL Rider, is the mechanism that is being used to recover
DP&L’s prudently incurred fuel and purchased power. The precise components of the FUEL
Rider are not specified in either the ESP Stipulation or the ESP Order. DP&L has proposed the
following FERC accounts for recovery in its FUEL Rider:

» Account 403 — Depreciation Expense on Coal Handling Equipment

o Accounts 411.8 and 411.9 (Gains and Losses from Disposition of Allowance) ~ the gains or
losses from the sale of allowances.

e Account 421 — Miscellaneous Non-Operating Income.
e Account 426 — the realized loss on purchased power.

o Account 456 — for gains and losses on coal sales and heating oil derivatives.

' This part of the review has in prior reports been referred to as the “Financial Audit”, a term which could be
misleading because the work does not involve an audit of financial statements, but rather is an attestation
engagement invelving verification of DP&L’s quarterly filings that is conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants, and using guidance set forth in
former Chapter 4901:1-11 and related appendices of the Ohio Administrative Code re]atmg to “Uniform Financial
Audit Program Standards and Specifications for the Electric Fuel Componentemmmesmsmars .
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e Account 501 (Fuel) — the cost of fuel and transportation for generating elecni¢ity.

e Account 509 (Allowances) — the cost of emission allowances related to emissions of sulfur
dioxide (SO;) and nitrous oxide (NOXx).

e Account 512 — (Maintenance on Coal Handling Equipment)

¢ Account 547 (Non-Steam Fuel) — the cost of fuel used in non-steam applications such as
simple cycle gas peaking plants.

e Account 555 (Purchased Power) — the cost of purchased electricity including both energy and
demand or capacity charges. ‘

* Account 565 — transmission costs associated with certain purchased power. (No fuel-related
charges were made from this account in calendar year 2010.)

Audit Of The FUEL Rider

This audit direction was to follow the general guidance provided for this work in former
Appendix D and Appendix E to Chapter 4901:1-11, Ohio Administrative Code (0.A.C.). In
addition, the initial audit should include the actual cost for the Rider FAC for the months January
1, 2010 through December 31, 2010. Such audit should follow the guidelines in Section L of
Appendix D and Section M of Appendix E to former Chapter 4901:1-11, O.A.C.

Audit Approach

EVA and Larkin conducted this aundit through a combination of document review,
interrogatories, site visits and interviews. All of the data requests are provided in Attachment I.
EVA and Larkin visited the Stuart power plant on February 23rd, 2011. EVA and/or Larkin
conducted interviews with the individuals in the positions listed in Exhibit 1-1 duting the week
of February 21%, 2011. Several follow-up telephone discussions were conducted subsequent to
the site interviews.

Exhibit 1-1
Interviews Conducted
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Regulatory Operatiors Regulatory Operations

Accounting Relevant to Fuel Rider Accounting

Fuel Rider Accounting and Supporting Detail for .

Revonciling Adjustments (RAY, Audi Trail Accounting

Fuel Rider Projected Information Financia} Planning

Commercial Operations Fuel Procuresment

Forecast Data Provided to Finaneial Planning Portidlo Analytics

Internal Audit and Physical Coal Pik Inventory Tnternal Audit

Intergrated Resource Planning Intergrated Resource Plnning
Generation; Plant Operations Generation, Central Sexvices Group

Conmercial Operationis

Conmrercial Operations - Front Office

Stuart Plant Visitationt Generation
Commodity Risk Management/Counter-Party

Credi ApprovalDenial Process Treasuty

Accounting Follow-Up Accounting

Risk Management Risk Management
Environmental Issues Environmental

Coal Procurernent Follow-Up Fuel Procurement
Reguhatory Follow-Up Re rv Operations

As this is the first audit of the FAC, there are no follow-up from prior audit directives.

Major Management Audit Findings

1. DP&L owns all or part of eight coal-fired power plants which provide the vast majority of its
generation. DP&L has the responsibility for coal procurement for the three coal plants it
operates. The largest DP&L-operated station is Stuart which consists of four 600 MW units.
The newest DP&L-operated station is Killen which consists of one 600 MW unit. The
smallest and oldest station is Hutchings which consists of six units. In the last four years, all
of the units at Stuart (2008) and the single unit at Killen (2007) have been retrofit with flue
gas desulfurization equipment (FGD’s or scrubbers). These retrofits have dramatically
changed the fuel profile of these units as prior to the retrofits Stuart was limited to coals that
could meet its 3.16 pound SO, per MMBtu emission limit and Killen was limited to coals
which could meet its 1.2 pound SO, per MMBtu limit.

2. Prior to the retrofitting of the scrubbers, DP&L had been reliant on low sulfur and
compliance coals from Central Appalachia, which were purchased through bilateral
contracts, NYMEX contracts, and over-the counter trades of “NYMEX look-alike” coal. In
recent years, DP&L has used NYMEX contracts for two purposes. NYMEX contracts are
used to provide the physical supply of low sulfur coal. Additionally, NYMEX contracts are
used as a financial hedge. DP&L sold its NYMEX contracts when it could purchase lower
cost high sulfur or low sulfur coals. DP&L realized significant financial success related to
these optimizations of its NYMEX contracts.

3. With the retrofitting of scrubbers, DP&L has sought to diversify its fuel supplies away from
Central Appalachia although DP&L initially reported that it expected both Stuart and Killen

to continue to rely on Central Appalachia for a portion of their requirements. After a large
urchase of coal, DP&L has focused its attention on purchasing
coals to be bumned in coni'unction with the Central Appalachia coals due to the

proximity, quality, and pricing of the coals.
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4. DP&L has been very successful in expanding the use of high sulfur coals above where it had
anticipated it would be. DP&L is now reasonably confident that it can sustainably burn close
to 100 percent high sulfur coal at Killen. At the Stuart Station, DP&L indicated that it
believes it can burn a blend consisting of coal. DP&L is ve

aggressively trying to expand to even higher levels at Stuart and has been burning
I D ot reuls of the i

program, DP&L will decide whether it can further increase the percentage of high-sulfur
coals used at Units 1-3.

5. In 2009, DP&L entered into a stipulation that was subsequently approved by the PUCO that
allowed DP&L to implement a bypassable FUEL Rider to recover retail fuel and purchased
power costs, based upon least cost fuel and purchased power being allocated to retail
customers. The fuel recovery rider was an alternative to the Company’s initial request for a
deferral account. The testimony filed by the Company related to the deferral account
identified the specific FERC accounts that it sought recovery of through a deferral account.
DP&L is now seeking recovery through the fuel rider of two additional accounts: Accounts
403 and 512.° Neither of these accounts is being recovered by other utilities with fuel
clauses. Nor are these accounts recovered by Ohio utilities including DP&L under the
former Electric Fuel Component (EFC). EVA and Larkin were advised that the Staff
believed the intent in the ESP Stipulation was for the FUEL Rider to provide recovery of the
same fuel accounts as the EFC with one the exception of DP&L’s coal sales’ revenues. The
ESP Stipulation specifically states that 25 percent of jurisdictional coal sales gains will be
netted against the fuel and purchased power costs.

6. Optimizations are also not defined in either the ESP Stipulation or the Opinion and Order. In
DP&].’s Application of the Dayton Power and Light Company to Establish a FUEL Rider,
DP&L states its “general (optimization) objective is to act on opportunities to reduce costs by
transactions to optimize the fuel and purchased power portfolio and to reduce the risks of
market price.” DP&L also states “No optimization transaction will take place unless the net
effect of the transaction results in a net decrease of costs to the retail ratepayer.”

7. EVA basically agrees with DP&L’s optimization description in its Application. EVA would
describe 1t slightly differently by defining an optimization as a transaction that improves
upon an existing position (that was acquired in a prudent manner for the expegted
requirement) to the benefit of both the utility and jurisdictional customers.

8. DP&L developed accounting processes to value the optimization. DP&L’s calculatlons
consist of three steps. Step one is the calculation of the gain/loss on the sale of the coal. Step
two is the calculation of the optimization which compares the sale price to the replacement
cost. Step three is the calculation of the impact on the FUEL Rider. DP&L argues that
because step two, i.e., the calculation of the optimization, does not incorporate the initial cost
of the coal being sold, the initial cost is not relevant. DP&L also does not consider what it
could have acquired the high sulfur coal for at the time it purchased the hedge.

The testimony of Gregory S. Campbell in Case No. 08-1094-EL-SSO identifies the FERC Accounts The
testimony of Teresa F. Marrinan confirms that Mr. Campbell has i ideptif e
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9. In 2010, DP&L purchased 7.7 million tons of coal at an average delivered price of $56.40 per
ton or 239.8 cents per MMBtu. DP&L’s fuel costs are lower than its purchase costs because
of sizable contract buy-out payments from one supplier and accounting gains.. DP&L
indicated that these amounts totaled |} Il and reduced the average delivered price by
- cents per MMBtu.

10. DP&L has the third highest fuel costs in the state of Ohio {out of seven utilities) based upon
purchases and the fourth highest if the contract buy-out payments and accounting gains are
included.

11. In 2010, DP&L entered into
delivered in :

sulfur co' to be

. DP&L did not use a formal RFP process to
purchase this coal. Rather DP&L purchased this high sulfur coals either through limited*
email and/or telephone solicitations or through direct negotiations with suppliers. This
practice is consistent with DP&L’s standard operating procedures, although inconsistent with
leading industry practices. In prior years, DP&L had used formal RFP’s for much of its non-
NYMEX coal purchases.

12. Tn 2010, DP&L purchased [l tons of NYMEX contracts for detivery in | |  EEIR
-. DP&L indicated it is using NYMEX contracts to hedge its coal reqnirements due
to their liquidity. This is in addition to the NYMEX contracts DP&L already had in place for

. With these commitments, DP&L has less than [Jl] percent of its
expected high sulfur burn under contract for 2012 and more than [JJ] percent of its low sulfur
burn under contract.

13. Purchasing NYMEX contracts when the expected requirement is for high sulfur coal is
under almost any scenario likely to increase the cost of coal for jurisdictional customers.
This is because the NYMEX price is higher than the price of high sulfur coal. Even if the
NYMEX price appreciates at a rate greater than the price of high sulfur coal, the 75/25 split
will not offset the price differential between the two products, making the price of high sulfur
coal ultimately more expensive.

14. There is no separation between either the coal purchased for trading and jurisdictional load or
the trading personnel and the personnel performing procurement for the regulated utility. In
addition, one of several management goals for regulated utility fuel procurement personnel
includes success in coal optimizations.

15. EVA questions DP&L’s decision in 2010 to not exercise an option for up to - tons of
high sulfur for delivery in [Jfj and to purchase a similar amount of NYMEX contracts.
DP&L indicated it believed that the coal was priced slightly above market, a position that
EVA disputes. DP&L indicated that its rationale was related to its existing hedged positions.
EVA’s review indicates at the time of the option, DP&L only had - tons of high
sulfur coal under contract, an amount significantly below DP&L’s expected high sulfur coal
requitements in il Further, DP&L purchased a similar amount of NYMEX future
contracts at about the same time. DP&L stated that these NYMEX purchases are justified

* The email distribution list does not include a!l Illinois Basin coal producers and does not include many other
potential suppliers that are not located in the Illineis Basin.

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) 1-5



due to the combination of the uncertainty with the Company’s projected burns and the high
level of customer switching it has been experiencing.

16. This was the first PUCO-sponsored audit of DP&L’s fuel procurement activities in a number
of years. DP&L and EVA did not agree as to the scope of the audit which delayed
production of some documents. DP&L was very responsive to supplemental data requests
and provided an extremely thorough review of the draft report. :

Management Audit Recommendations

17. The inclusion of Accounts 403 and 512 add approximately $3.4 million dollars to the
DP&L’s FUEL Rider. These accounts were not included in the prior EFC and are not
included in other Ohio utility fuel riders. EVA recommends that these costs be removed from
the FUEL Rider. DP&L has further not demonstrated that these costs are incremental to
blending.

18. DP&L should revise its standard operating procedures for coal procurement as follows:

s Except for limited circumstances, all non-NYMEX coal purchases should be
bought through competitive solicitations in which wide partlmpatlon is
encouraged.

o DP&L should not limit potential coal sources to certain supphers ar supply
regions.

¢ The quality specifications for consideration and evaluation purposes should be
widened and the economic evaluation should be used to discriminate between
different qualities.

* Coals should be considered alone and as part of blends, consistent Wlth DP&L’s
capability to blend coal and any operational limitations.

+ The entire procurement process should be well documented and mclude a
decision memorandum explaining the decision in the context of the RFP,
DP&L’s overall commitments, and the market in general.

19. EVA does not believe that DP&L has demonstrated that all of its optimizations have
achieved a net decrease in costs to the retail ratepayer because its optimization analysis
excludes the gain/loss on the sale and its optimization analysis does not consider what it
could have acquired the high sulfur coal for if that coal had been purchased in the first place.

20. DP&L should develop clear policies that limit optimization sharing to those circumstances in
which the optimization improves upon an existing position (that was acquired in a prudent
manner) to the benefit of jurisdictional customers. This policy should require that any
purchases of NYMEX futures should include an analysis of the cost of acquiting high sulfur
coal or no coal as alternatives.

21. DP&L should develop a hedging strategy that considers the type of coal it expects to burn
and the quantity of that coal. To that end, DP&L should not enter into NYMEX hedges that
exceed its expected low sulfur coal requirements and DP&L should enter into high sulfur
contracts that hedge in a consistent manner its expected high sulfur coal consumption.
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22.

23.

24.

25.

26.

To the extent that DP&L wants to continue trading, it should separate the trading personnel
from the personnel dedicated to the procurement of jurisdictional coal to prevent a conflict of
interest. The performance of personnel responsible for the procurement of _]urisdxctlonal coal
should not be evaluated based upon their contributions to coal optimization margins.

DP&L should attempt to negotiate sulfur penalties into its new coal supply agreements and
should include such penalties in its RFPs. The penalties should reflect the variable operating
costs of the scrubbers per increase of 0.1 Ib SO, per ton above “typical” speciﬁcation, to be
determined by DP&L.

DP&L should institute a development program for its coal procurement persoﬂnel This
program should include attendance at industry meetings and other activities that would
expand their knowledge of coal basins, suppliers, and contracting practices.

EVA recommends that DP&L revise its procedures to establish a threshold at Whlch a
discrepancy in physical inventory would trigger a thorough investigation.

EVA recommends that DP&L incorporate inventory targets for each plant mtd in standard
operating procedure for coal inventory.

Financial Audit Findings

1.

In preparing its Fuel Rider sales forecasts for its quarterly Fuel Rider filings aﬁ‘ecting 2010,
DP&L reflected the impact of known customer supplier switching, but did not forecast
additional customer supplier switching likely or expected to occur for the forecast periods.

For 2010, DP&L's FUEL Rider filings show a net undercollection of approxmiatcly $14.9
million.

DP&L’s Fuel Rider deferral (i.e., the 2010 undercollection) has been impacted by customer
supplier switching that has occurred but which was not fully incorporated mtmDP&L’s Fuel
Rider sales and revenue forecasts.

DP&L does not estimate a prospective surcharge for FUEL Rider undercollecttlons beyond
the current ESP period, which runs through December 31, 2012.

DP&L has reasonable procedures in place to account for and collect plant fuel]bum related
mformation.

DP&L is appropriately accounting for the cost of demurrage as part of the tranlspoﬂatlon cost
of delivering coal to the generating plants.

DP&L has provided reasonable explanations for the above average demurrage%costs incurred
in March 2010 and for how it weighs and evaluates the cost of incurring demutrage with
other factors in managing its coal inventory and plant coal burn.

As described in the response to Onsite 37, DP&L has taken various actions in QOIO
throughout the year in efforts to mitigate demurrage costs.

Larkimn obtained and reviewed DP&L’s confidential system stack information for a period
before, during and after a significant unit outage at DP&L that occurred during the summer
0of2010. Our review of such information was consistent with DP&L’s representation that
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resources are stacked such that DP&L’s retail customers are assigned the least cost resources
from DP&L's portfolio for that day.

10. The Company s rationale for including the Other Fuel Handling costs, as noted above, is
that™;

This fuel handling activity allows the Company to manage the complexity of unloading,
storing and blending the multiple fuel types that DP&L can now use. These costs are
incurred to allow the Company to burn a wider range of fuels and to reduce the overall
fuel cost to customers.

Subsequently, the Company provided the following statement:

“Senate Bill No. 221 permits the automatic recovery of prudently incurred costs, including “...the
cost of fuel used to generate the electricity supplied under the offer...”. This has been
incorporated in Section 4928.143 of the Revised Code, which also includes otherifuel related
costs such as the cost of emission allowances and the cost of any future fedemlly mandated
carbon or energy taxes.

“The cost of coal used to generate the electricity supplied to DP&L's customers includes the
purchase of the coal from the mine, its physical transportation to the power plant, unloading at the
power plant and handling at the plant site until it enters the first boiler plant bunker, hopper,
bucket, tank or holder of the boiler-house structure. The handling at the plant site is an integral
part of the total cost of preparing the coal to be burned. It is impossible to burn the coal at the
power plant to generate electricity for customers without incurring the handhng cost to get it to
the plant’s boiler-house,

“At DP&L’s Stuart and Killen Power Plants, the Company has added flue gas desulfurization
equipment (scrubbers). In running the scrubbers, DP&L is mixing higher sulfur ¢oal with lower
sulfur coal to develop the blend of coal that best meets the scrubber requirements with the least
cost to customers. As a result, DP&L has

“Coal handling at the plant site has three components per the Federal Energy Regulatory
Commission’s (FERC’s) Uniform System of Accounts. These three components are operation of
the equipment, which is recorded in FERC Account 510, Fuel; maintenance of the equipment,
which is recorded in FERC Account 512, Maintenance of Boiler Plant; and FERC Account 403,
Depreciation Expense. Please note that the FERC Uniform System of Accounts has been adopted
by the Public Utility Commission of Ohio (PUCO}) for utility reporting in Ohio.

“DP&L believes that it should be permitted to recover its total fuel cost needed to generate
electricity for customers. This would include the complete cost of handling at the power plants to
get the coal from where it is unloaded to where it is physically burned. The cost of the person
operating the coal conveyor, the periodic maintenance of the coal conveyor and the depreciation
of the coal conveyor, although recorded in different FERC accounts, are all integral parts of the
process of generating the ¢lectricity delivered to customers.”

’ See, e.g., DP&L’s Application to Establish a FUEL Rider, at page 4.
! L R
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11. When the concept for DP&L’s FUEL Rider was established in the February 2, 2009
Stipulation and Recommendation in Case No. 08-1094-EL-SSO, the amount agreed upon by
the parties for the initial rider (1.97 cents per kWh) was subtracted from DP&L’s residual
generation rates. The purpose of this subtraction was in concept to prevent a double recovery
of the same costs by DP&L in both the FUEL rider and the residual generation rates. DP&L
has provided no evidence or documentation showing that the Other Fuel Handing costs,
recorded in Accounts 403 and 512, that DP&L seeks to include in the FUEL Rider were part
of the reduction to residual generation rates.

12. Larkin reviewed the supporting documentation provided by DP&L, including the support
relied upon by DP&L for the Depreciation Expense on fuel handling equipment in Account
403 provided in response to data request Onsite 5. As illustrative examples, the coal
handing equipment identified for depreciation expense includes coal conveyers, coal
crushers, coal dust eliminating equipment, coal hoppers, cranes, hoists and derricks, a
magnetic separator and buildings, marine equipment, coal and lime barge unloading
equipment, coal bunkers, silos and surge bins, coal chutes and gates, coal conveyers, station
piping, conduit, pans and hangers, main power cable and bus, motor control center,
switchboard, transformer, power station or substation, and supporting structures and
substation equipment. It appears that the vast majority, if not all, of such fuel handling
equipment would be needed at the plant, regardless of whether different types of coal were
being blended.

13. Some of the fuel handling equipment data for which DP&L has included depreciation
expense from co-owner operated plants, such as Conesville Unit 4 and Zimmer may be
outdated. The listing of coal handling equipment for Conesville Unit 4 contains a note that
states, among other things, that

The listings of Zimmer plant coal handing equipment
show
DP&L is using the data from earlier years to arrive at an estimated percentage of coal
handing equipment compared to the total FERC 300 level plant investment. DP&L
multiplies these estimated percentages times the January 31, 2010 plant balances by FERC
300 level account to arrive at an estimate of the amount of the 300 level plant associated with
coal handling. DP&L did not claim depreciation on coal handling on the Beckjord, East
Bend and Miami Fort Plants due to the lack of historical records.

14. DP&L has not identified specific or incremental coal handling equipment cost that is used to
blend multiple fuel types. Finally, we do not believe that DP&L has established that “these
costs are incurred to allow the Company to burn a wider range of fuels and to reduce the
overall fuel cost to customers.” In summary, based on our review, DP&L’s rationale for
including the coal handling costs does not appear to withstand scrutiny.

15. Larkin reviewed DP&L’s audit trail for Fuel Rider includable costs, focusing on the test
month of July 2010 and is also selectively verifying actual cost contained in DP&L’s
Reconciliation Adjustments (RAs) to supporting documentation. We conclud¢ that DP&L
has maintained adequate audit trail documentation for 2010.
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16.

17.

18.

19.

20.

21.

22.

23,

24.

Report of the Management/Performance and Financial Audit of the Fuel

We conclude that DP&L maintains an appropriate audit trail for its Reconciliation
adjustments, subject to some specific concerns articulated in other sections of this chapter.

DP&L applies system optimization by initially recording 100% of jurisdictional net
accounting gains to be included in the Fuel Rider and then charges 75% of the jurisdictional
share of optimization benefits back to the Fuel Rider. The remaining 25% of the
jurisdictional share of gains and losses associated with coal sales, net of replacement coal
costs are credited to retail customers. '

The Company engaged in ten coal optimization transactions during 2010. These transactions
are designated as Optimizations A through J per the response to LA-2010-44,
Documentation for each optimization transaction was provided in LA-2010-44, including
explanations and estimates of the value of each optimization as well as the asspciated
accounting documentation. '

jurisdictional ratios} totaled . A true-up of $28,901 was included in December
2010, the jurisdictional share of which should be allocated based on the appropriate monthly
allocators for the months across which the true-up is properly assigned. DP&L has
maintained detailed audit trail documentation for its 2010 charges and credits to the Fuel
Rider for its 2010 optimization trades.

Optimizations occurred at specific dates during 2010 and the trandactions related
to Optimization [ occurred in various years, affecting deliveries scheduled for calendar year
2010.

DP&L intends to make a correction of $(40,185) to true-up optimization trades. DP&L will
be recording the $(40,185) in April 2011. Larkin independently calculated that correction
and confirmed the amount.

DP&L’s charge to fuel costs for oitimizations sharing (before application of monthly retail

To allocate the emission allowance sales gains and losses to the Fuel Rider, DP&L used an
80/10/10 ratio, where 80% is the Retail Allocation Factor; 10% is the DPLER Allocation
Factor; and the remaining 10% is the Wholesale Allocation Factor. This allocation process
was used from January 2010 through July 2010. Beginning August 2010 and forward,
DP&L uses a new factor. This new factor, which is updated monthly, uses the cumulative
calendar MWh sales for these three groups of customers to allocate the gains or losses of
emission sales in each month. The mid-period change in the allocation ratio as applied by
DP&L resulted in shifting the allocation of net EA sales gains and increasing retail fuel cost
by approximately $5,600.

Larkin reviewed a sampling of customer billing information to test whether DP&L had
accurately applied the FUEL Rider rates. No exceptions were noted after applying the

secondary service fuel rate to private outdoor lighting and after accounting for voltage

adjustments, which are provided for in DP&L's tariffs.

LA-2010-37 asked the Company to provide the following information: “For purchases of
power recorded in July 2010 that are included in the FAC, please provide the related
invoices, and paid cash voucher or cash payment receipt”. The Company provided (1) copies
of invoices for July 2010, (2) “Available Power Statements” from Ohio Valley Electric
Corporation (“OVEC”), and (3) PJIM weckly invoices and billing detail. Larkin attempted to
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trace the amounts from the July 2010 power purchase documentation provided to DP&L’s
general ledger and the Fuel Recovery 2010 Oracle Report (provided in LA-2010-58&59), but
was initially unable to tic out any of the amounts from the documentation provided in LA-
2010-37. In response to our inquiry regarding this issue, DP&L provided supplemental
support for the invoices and OVEC Available Power Statements from which Larkin was able
to trace the amounts from those documents to the general ledger and/or the RA workpapers.
In addition, the Company provided a narrative which described the process for allocating
PJM costs to the Fuel Rider.

Financial Audit Recommendations

25. To improve the accuracy of its forecast Fuel Rider rates and to minimize undercollection
build-up related to customers who leave DP&L’s retail service for an alternative supplier,
DP&L should incorporate its best estimates of the impacts of ongoing customer suppher
switching into its Fuel Rider kWh sales forecasts.

26. The Company should prepare explanations of differences between forecast and actual FUEL
Rider revenues, and between forecast and actual FUEL Rider costs. Understanding why -
differences have occurred may lead to improvements in the accuracy of future: forecasts.

27. DP&L’s reflection of corrections for optimization trades in its calculations should be done in
a manner that recognizes the retail Fuel Rider ratios that were applicable in tha months in
which DP&L had originally reflected such optimization costs.

28. DP&L should update the ratio used to allocate emission allowance sales gains.and losses
annually. The annual update is necessary to reflect the impact of retail customer switching to
other generation suppliers, and to reflect other changes.

29. In the next audit period, the Company should provide a better audit trail for tracing its
purchased power costs from vendor invoices to the general ledger and Fuel Recovery 2010
Oracle Report. This recommendation pertains primarily to the audit trail related to the
allocation of the PJM power costs to the Fuel Rider.

30. An internal audit should be conducted to specifically review the Fuel Rider processes and
calculations.

Audit Outline
The outline of the remainder of this audit report is as follows:

Attachment I Data Requests
Attachment II Coal Supply Region Map

e Section 2 DP&L Background

¢ Section 3 Fuel Procurement Audit
e Section 4 Coal Optimization

e Section 5 Performance Audit

¢ Section 6 Financial Audit

®

L ]
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2 DP&L BACKGROUND

Overview

DP&L is a wholly-owned subsidiary of DPL Inc., a diversified regional energy company
organized in 1985 under the laws of Ohio. DP&L is a public utility incorporated in 1911 under
the laws of Ohio. DP&L is engaged in generation, transmission, distribution and the sale of
electricity to residential, commercial, industrial and governmental customers.

DP&L wholly and commonly owns 12 power generating facilities with a total capﬁcity of 3,251
megawatts (2,827 MW of coal and 967 MW of other capacity). Exhibit 2-1 lists the facilities;
Exhibit 2-2 displays their locations,

Exhibit 2-1
DP&L Wholly- and Commonly-Owned Power Generation Facilities

Operating DP&L Total
Type Station Ownership| Company Location (MwW) (MW)
Coal Hutchings 100% DP&L Miamisburg, OH 365.0 365.0
Killen 67% DP&L Wrightsville, OH 402.0 600.0
Stuart 35% DP&L Aberdeen, OH 808.0 2,308.0
Conesville 4 17% CsP Conesville, OH 129.0 780.0
Beckjord 6 50% DEO New Richmond, OH 207.0 414.0
Miami Fort 788 36% DEO North Bend, OH 368.0 1,020.0
East Bend 31% DEK Rabbit Hash, KY 1386.0 600.0
Zimmer 28% DEC Moscow, OH 365.0 1,300.0
TOTAL Coal 2,830.0 7,387.0
Other Hutchings 100% DP&L |Miamishurg, OH 25.0 25.0
or Diesel |Yankee Street 100% DP&L |Centerville, OH 101.0 101.0
Monument 100% DP&L |Dayton, OH 12.0 12.0
Tait Diese| 100% DP&L |Dayton, OH 10.0 10.0
Sidney 100% DP&L |Sidney, OH 12.0 12.0
Tait 1-3 : 100% PP&L |Moraine, OH 256.0 256.0
Killen 67% DP&L |Wrightsville, OH 12.0 17.9
Stuart 35% DP&L {Aberdeen, OH 3.0 8.6
Yankee Solar 100% DP&L [Centerville, OH 1.0 1.0
TOTAL Other 432.0 4435
TOTAL 3,262.0 7,830.5
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Exhibit 2-2

Location of DP&L Power Generation Facilities®
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® Wholly & Commonly Owned Coal-Fired Generating Planis

DP&L belongs to the regional transmission organization PJM Interconnection (PJM) which is
part of the Eastern Interconnection grid operating an electric transmission system serving all or
parts of Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North Carolina,
Ohio, Pennsylvania, Tennessee, Virginia, West Virginia and the District of Columbia. Among
the primary purposes of PIM are to dispatch electric generating plants on a lowest cost basis,
thereby reducing the electric costs for all members of the pool, to coordinate regional planning
to ensure reliability to the region in which it operates, and to operate markets for capacity,
energy, demand response products and ancillary services. Exhibit 2-3 provides a map of PIM.

Exhibit 2-3
PJM Interconnection Zones

® Note Montpelier is not a DP&L facility.
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DP&L’s share of generation by plant in 2010 is summarized in Exhibit 2-4. About 48 percent of
its coal-fired generation comes from DP&L-operated plants.

Exhibit 2-4
Generation by Plant, 2010 (MWH)

Conesville 4 362,768 362,768
East Bend 1,400,237 1,400,237
Frank M Tait CT 1-3 26,597 26,597
Frank M Tait IC 24 24
J.M. Stuart 4,828,769 4,828,769
J.M. Stuart IC 74 74
Killen CT 518 518
Killen 2,763,149 2,763,149
Miami Fort 7, 8 2,749,380 2,749,380
Monument iC 25 25
O.H. Hutchings 176,715 176,715
O.H. Hutchings CT 65 65
Sidney IC 44 44
W.H. Zimmer 2,763,218 2,763,218,
W.C. Beckjord 6 1,019,220 1,019,220
Yankee CT 223 223
Yankee Solar 997 997
Total 16,063,456 26,885 685 997] 16,092,023

Coal Plants
This section provides background information on the three coal plants operated by, DP&L.

J. M. Stuart

The Stuart station consists of four units with a total generating capacity of 2,308 MW. The
retrofits of flue gas desulfurization units on all four units were completed in 2008.. As can be
seen in Exhibit 2-5, the four units now share a common stack. All coal to this station is delivered
by barge.

IO
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Exhibit 2-5
Aerial View of Stuart Plant

b G i
St TETE

g ity ] W——

) e -
Recent plant operating statistics are provided in Exhibit 2-6. Generation in 2010 was depressed

compared to the other years due to an extended unit outage in September. This is DP&L’s
largest station, consistently burning more than six million tons per year.

Exhibit 2-6
J.M. Stuart Operating Statistics

Utility Plant Units Location Ownership % Total DPL Share
Dayton P&L J.M. Stuart Aberdeen, OH 35%

2010 2009 2008
Generation (MWh) 13,460,466 15,324,026 14,039,493
Consumption (tons,brl) - e e
Coal 5,931,182 6,749,846 6,141,771 6,384,537
oil 76,822 55,542 54,533 45,024
Capacity Factor 66.3% 75.5% 69.2% 6
Heat Rate (Btu/kWh) 9,951 9,800 : 9,798

Prior to the retrofitting of the scrubbers, the Stuart station burned low sulfur coal in order to meet
its 3.16 pound of SO, per MMBtu SIP’ limit. The coal originated primarily in Central
Appalachia. The retrofit of the scrubbers has allowed higher sulfur coal. The scrubbers are
designed for coals with an SO, content up to pounds per MMBtu.® However, given the
design of the boilers, DP&L did not assume a

h slogEing bl iR

’ Over time, DP&L has become more optimistic about

” State Implementation Plan
¥ Onsite 20

:
e
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increasing the Illinois Basin percentage. In DP&L'’s first quarter 2010 analyst call, CEO Barbas
noted that DP&L is “really encouraged with the blending (it has) been able to do at the stations.
When (DP&L) first started the process, (it was) hoping to be able to burn about 50% Illinois
basin at Killen and 25% at Stuart. (DP&L is) now burning up to 100% at Killen, (it has) actually
burnt 100% (in one) of the boilers at Stuart and (is) pleased with the outcome.”

Exhibit 2-7

Killen

The Killen station consists of one 600 MW coal-fired power plant.. The station was designed for
two units, but only one unit (Killen 2) was built. The unit was subject to the original New
Source Performance Standard of 1.2 pounds SO, per MMBtu which the utility chose to comply
with through the use of low sulfur compliance coal. A scrubber was retrofit on the Killen station
in 2007. An aerial view of the plant is provided in Exhibit 2-8. All of the coal consumed by
Killen is delivered by barge.

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company {09-101.2-EL-EFC) : 2-5




Exhibit 2-8
Aerial View of Klllen Plant

Recent plant operating statistics are provided in Exhibit 2-9. In three of the last four years, this
plant operated at plus 75 percent capacity factors. Coal burn is typically about 1.8 million tons
per year.

Exhibit 2-9
Historical Operational Statistics for Killen

Utility Plant Unit Location Ownership % Total DPL Share
2010 2009 2008 2007
Generation (MWh) 4,053,497 4,268,829 3,516,020 | '

Consumption (tons,brl) : i i
Coal 1,811,732 1,864,977 1,598,897 1,747,138

Qil 16,780 19,447 32,491 14,674
Capacity Factor 74.9% 78.9% 64.9% ! 756

Heat Rate (Btu/kWh) 10,297 9,787 ' 10

[n early 2008, CEO Barbas stated in the fourth quarter 2007 analyst call, that “DP&L (had)
verified (its) ability to burn 100% Northern Appalachian coal which has about 4 pound sulfur'
content. Currently (DP&L was) finishing up tests of 4 to 5 pound sulfur coal from the Illinois
Basin, blended with 1.7 to 2 pound sulfur coals from Central Appalachia. (DP&L has)
successfully tested a 50-50 blend and (is) now testing a blend of 2/3rd Illinois Basin coal.” By

10

Mr. Barbas presumably meant SO, not sulfur.
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September 2008, DP&L had established a target of a blend with 75 percent Illinois Basin coal."'
As noted above, by 2010 DP&L had determined it could burn 100 percent I1linois Basin coal.

DP&L received permission for testing of biomass at Killen and did conduct some testing in
2010. DP&L received a final permit from the Ohio EPA in December 2010 which allows DP&L
to burn up to five percent biomass at Killen.'> DP&L indicated that it had been

The
biomass permit was appealed by a coalition of environmental groups in January 2011.

O.H. Hutchings

DP&L’s smallest station is the Hutchings 365 MW power plant which consists of six small units.
An aerial view is provided in Exhibit 2-10. This plant receives coal by truck or rail. The plant
has not been retrofitted with scrubbers and there are no plans for them.

Exhibit 2-10
O.H. Hutchings Plant

o,‘. &

Recent plant operating statistics are provided in Exhibit 2-11. The plant operates at very low
levels due to its high cost.

'! September 23-24, 2008, Merrill Lynch Power & Gas Leaders Conference, Paul M. Barbas, President and CEO
" If DP&L burns biomass at Killen, the “price” will be allocated between the FUEL Rider and the rider that

Erovides recovery of REC exeense. e
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Exhibit 2-11
Historical Operating Statistics at O.H. Hutchings

Utility _ Plant Units Location Ownership % Total DPL Share
Dayton P&L " . O.H.Hutchings = : Miamisburg, OH 100%

Hutchings has burned less than 100,000 tons per year in the last two years. All of the coal

burned by Hutchings is low sulfur Central Appalachia coal.

e
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3 FUEL PROCUREMENT AUDIT

Overview

In 2010, DP&L purchased 7.7 million tons of coal at an average delivered price of $56.40 per ton
or 239.8 cents per MMBtu. (Exhibit 3-1) According to DP&L’s classification, only four percent
of purchases were on a spot basis. All of the coal purchased for Hutchings was classified as spot.
The remaining spot coal was mostly NYMEX coal purchased for Stuart. The average delivered
price for coal purchased for Killen was substantially below the coal purchased for Stuart and
Hutchings due to the ability to use a full diet of high sulfur coal.

Exhibit 3-1
DP&L Coal Purchases, 2010
Contract Spot Tl::}hl
Sulfur ¢ Sulfur o $u|fur o

Tons Btulb (%) #Ton MMBtu| Tons Btwib (% $Ton MMBtu| Tons Biwib (% $Ton MMBtU
Hutchings - - - - - 60,260 12,562 0.78 77.683 300.0 60,260 12562  0.78 77.63  300.0
Killan 1,608,611 11,938 2.72 50.00 20904 6980 11,933 1.86 6234 2612 1,705591 11938 271 50.06 2097
Stuart 5,727,903 11,602 1.84 57.95 247.8| 236,053 11,929 1.1 5932 248.6| 5963,956 11,701 . 1.81 58.01 2479
TOTAL | 7,426,514 11,748 2.04 5613 2389 | 303,293 12,055 0.9 63.083 2614] 7,729,807 11,760 - 2.00 5640 239.3

Source: Onsite 23

DP&L’s fuel costs are lower than its purchase costs becanse of sizable contract buy-out
ayments from one supplier and accounting gains. DP&L indicated that these amounts totaled
% and reduced the average delivered price by || per MMBtu.

Using EIA 923 data, DP&L’s delivered coal costs on a dollars per MMBtu basis are compared to
other Ohio utilities in Exhibit 3-2. DP&L had the third highest delivered costs of the seven
utilities. Exhibit 3-3 provides some additional details about each utility’s purchases. Some of
the differences are explained by location, legacy contracts, the average quality of the purchases,
and the contract/spot mix.

As noted above, DP&L purchases do not reflect the buy-down amounts and/or accounting gains.
The adjustment would improve DP&L’s rank by one. Other utilities may also have buy-down
adjustments which are not included.

e e s R R R O
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Exhibit 3-2
Ohio Utility Coal Purchase Costs, 2010 ($/MMBtu)

! 3.50

H Ohio Power (incl.
3.00 Cardinal)

" Ohi :
2.50 Ohio Valley Electric
2.00 M Duke Energy Ohio
S H Columbus Southern

Power

=8 @ Dayton Power & Light
0.50

M Orion Power

Contract Spot Total M FirstEnergy

Source: EI4A Form 923

Exhibit 3-3

Ohio Utility Coal Purchase Details

[ Contract Spot Total Contract

Tons | $/Ton |$/MMBtu| Btu/Ib | 5(%) | Tons | $/Ton |$/MMBtu| Btu/lb | 5(%) | Tons | $/Ton |$/MMBtu| Btu/lb | 5(%) %

Columbus Southern Power | 3,215 | 50.91 2.26 | 11,255 | 3.21 - - - - - 3,215 | 50.91 2.26 | 11,255 | 3.21 100%
Dayton Power & Light 7,424 | 56.19 2.39| 11,760 | 2.04 303 | 63.05 2.61 | 12,058 | 0.99 7,728 | 56.46 2.40 | 11,772 | 2.00 96%
Duke Energy Ohio 5,545 | 48.38 2.03| 11,930 | 3.27 | 3,528 | 56.99 2.32 | 12,303 | 3.13 9,073 | 51.73 2.14 | 12,075 | 3.21 61%
FirstEnergy 5,633 | 58.19 245 | 11,889 | 1.50 | 4,742 | 44.06 2.43| 9074|039 10,375 | 51.73 2.44 | 10,602 | 0.9 54%
Ohio Power (incl. Cardinal) | 13,212 | 45.56 1.89| 12,055 | 291 | 1,336 | 36.10 1.84| 9,793 | 0.57 | 14,548 | 44.69 1.89| 11,847 | 2.69 91%
Ohio Valley Electric 2,879 | 44.04 2.13| 10,351 | 1.95 16 | 55.09 3.11| 8859|034 2,894 | 4410 2131 10,343 | 194 99%
Orion Power 1,009 | 63.26 2441 12,988 | 1.85 91 | 60.09 237 | 12,653 | 2.51 1,101 | 63.00 2.43 | 12,960 | 1.91 92%

SOURCE: EIA Form 923

Background on DP&L’s Coal Supply

The retrofitting of scrubbers on Killen and Stuart has dramatically changed the type of coal
purchased by the utility over a relatively short period of time. As shown in Exhibit 3-4, DP&L
purchased almost exclusively Central Appalachia coal in 2007. By 2010, only 35 percent of coal
purchases were from Central Appalachia. As noted above, DP&L is working to reduce that
amount further. A map of U.S. coal supply regions is provided in Attachment IL

The primary reason for DP&L to reduce its purchases of Central Appalachia coal is that the
market price for Central Appalachia coal is much higher than the market price for higher sulfur
coals as show in Exhibit 3-5. This exhibit, which displays published prompt coal prices (which
are cffectively spot coal prices) shows that Central Appalachia coal is almost always more
expensive than high sulfur coal alternatives."

" DP&L requested that EVA note that these coals are not exactly the same as the coals it purchases.

There is no
index for a il pound coal in either Northern Appalachia or the Illinois Basin. In addition, DP&L purchases
NYMEZX, not CSX rail coal. The purpose of this exhibit is to show the historic relati i i
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Exhibit 3-4
DP&L Coal Purchases by Supply Region (1,000 Tons)

10,000 ——
9,000
8,000 -
7,000
6,000 ——
5,000
4,000 -
3,000 -+
2,000 —
1,000

0

B Northern Appalachia i
M |llinois Basin 1

M Central Appalachia

2007 2008 2009 2010

Source: Form 423/923

The reason for the price differential is not simply quality. The reason is that mine production
costs in both Northern Appalachia and the Illinois Basin are substantially below mine production
costs in Central Appalachia. In order for the Central Appalachian supply to be sustained,
producers need prices over $60 per ton.'* Therefore, the domestic utility demand for Central
Appalachia coal comes primarily from utilities that either need the quality Central Appalachia
has to offer or have a transportation advantage from Central Appalachia.

Exhibit 3-5
Historical Prompt Coal Prices ($/Ton)

$160 - . i . i
| | ==—=NAP-Piltsburgh Seam, 12,500 Biu/lb; 6.0#502, FOB
$140 ; = Mipe
i w—CAP-12,500 Blu/lb; 1.6 #502, FOB CSX Big Sandy
i District |
w120 IR | ==—ILB-IN 11,000 Btu/lb, 6.0#502, FOB Mine [ 1
| | |
$100 + | ' i
$80 -
$60 -
$40 1
$20
$0

Jan-07 Jul-07 Jan-08 Jul-08 Jan-09 Jul-09 Jan-10 Jul-10 Jan-11

from the Tllinois Basin and Northern Appalachia and Central Appalachia coal as an explanation as to why DP&L is

secking to minimize its use of Central Appalachian coals.
14

EVA, U.S. Quarterlz Coal Financial ReEOI’t, Q1 2010. B
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In recognition of the price differential, DP&L is working to limit its consumption of high cost
Central Appalachian coals at Killen and Stuart. According to CEO Barbas, the initial plan when
the decision to retrofit scrubbers on Killen and Stuart was made was to burn a blend a consisting
of 50 percent Illinois Basin coal at Killen and a blend consisting of 25 percent IHinois Basin coal
at Stuart. By September 2008, DP&L was representing that its target blend for 75/25 Illinois
Basin/Central Appalachia for Killen and 50/50 for Stuart.!” Since that time, DP&L has all but
climinated Centra] Appalachian coal at Killen and is well below 50 percent Central Appalachian
coal at Stuart.'®

The current coal specifications provided to EVA are shown in Exhibit 3-6 for Killen and Stuart
and Exhibit 3-7 for Hutchings. The testing that has occurred since the retrofit of the scrubbers
suggests that the coal specifications for Killen and Stuart should be updated.

Exhibit 3-6

Killen and Stuart Coal Specifications

B Merrill Lynch, Power & Gas Leaders Conference, Paul M. Barbas, President and Chief Executive Offer,
September 23-24, 2008,
" ()1 2010 Analyst Call “We are now burning up to 100 (sic) at Killen.”
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Exhibit 3-7
Hutchings Coal Specifications

As a rule, coal specifications should be as broad as possible to encourage the most competition,
particularly when they are being used to eliminate coals from consideration as DP&L does. The
economic analysis of the bids should include the quality evaluations.

Management and Organization

The primary responsibility for fuel procurement within DP&L falls under Operations, as shown
in Exhibit 3-8.

Exhibit 3-8
DP&L Organization Chart

Paul Barbas
CEO
1
|

Stephenson Fred Boyle

Senior VP, CFO
Treasurer

Exe VP
Operations

1
1 I
Regulatory i
i A NE ('umr‘r!@rutﬂ VP Generation VP, Treasurer
Operations Operations
|_
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The organization of the fuel procurement team is provided in Exhibit 3-9. The fuel procurement
team is responsible for procurement of commodities and transportation services for the fossil fuel
generating stations operated by the Company. The functions performed by this group encompass
the following:

¢ planning and budgeting functions,

» solicitation and evaluation of proposals for fuel and transportation contracts,
¢ selection and qualification of suppliers and shippers,

e contract negotiation,

e administration and enforcement, and

e operations support.

This team has a stated goal of creating value for DP&L’s customers and shareholders by
contracting and delivering commodities that are compatible with the company’s equipment and
achieving the reliability of supply at the most economical value per megawatt hour generated.

Exhibit 3-9
Fuel Procurement Team

Dave Crusey
Vice President

Aaron Cooper
Director

Account Manager I Buyer ‘ Quality Anal

Commodity
Scheduler

Field Manager, Contract . Contract .
Representative Administration Administraton :

After several years where a Vice President worked directly with the account manager and others
to procure coal, the Fuel Procurement Team was reorganized and Aaron Cooper joined the Fuel
Procurement Team about four years ago. Mr. Cooper has been with DP&L for 21 years, which
includes 15 years of commercial work including negotiations and contract administration with
major accounts. Prior to joining the Fuel Procurement Team, however, he had no prior coal
procurement experience. His staff includes an account manager with over 15 years experience in
coal procurement and contract administration and he reports to Dave Crusey who has over 15
years of experience in commodity trading.
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Policies and Procedures

DP&L has documented its fuel procurement policies and procedures in what it referred to as its
Standard Operating Procedures or SOP’s. There are seven separate SOP’s related to fuel. These
SOP’s, listed below, are very detailed.

¢ Coal and Limestone Procurement

¢ Coal, Limestone, Fuel Oil, Gypsum Séheduling

o (Coal Quality Control

e Coal Supply Chain Disruption

e Coal Inventory

» Fuel Oil Inventory and Quality Control

¢ Fuel Consumption Estimate and Position Management
Most of the SOP’s have either been recently updated or are in the process of being so. Multiple
parties are required to approve each SOP; the parties vary based upon the scope of the SOP.
Coal and Limestone Procurement SOP

The Coal and Limestone Procurement SOP is organized as follows:

Section Description
Introduction Purpose and explanation

Description of Policies and Procedures 1. Steps to determine need

2. Steps to define quality of purchase

3. Proposal solicitation/evaluation/ procurement
4

. Non-RFP, spot and NYMEX purchases

From EVA’s observation, DP&L generally complies with its own procedures. IE'Z\/’;Ag however,
has issues with the procedures. The primary issue relates to how the procurement is done.

In 2010, DP&L did not conduct a formal RFP process yet entered into - contracts for
deliveries beginning in [JJ DP&L describes the solicitation as follows:
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The direct email solicitation was made on April 30, 2010 to [ jillsuppliers. DP&L provided

a summary of its . bids (Exhibit 3-10). EVA has a number of concerns about the use of

Exhibit 3-10

While all suppliers offered bids, the lowest cost bid was eliminated for quality reasons,

. This goes back to the earlier discussion about excluding bidders prior to going
through the evaluatlon process.'® Given this coal was $0.13 per MMBtu lower in cost, it would
have been appropriate to further evaluate, rather than exclude. Further and more importantly,

DP&I. had a large open position at that time. A test of the coal from that supplier would not
only allow a lower cost option but would also create additional competition for future bids.

Given the lack of other bids, EVA looked to contemporancous contracts to determine whether
these gurchases were at market. EVA identified five contracts that were executed at a similar
time. ~ These contracts include coals similar to what DP&L purchased. The terms of the five

contracts are summarized in Exhibit 3-11. Two of the contracts had four different quali
specifications. Only the pricing for the quality closest to the

w in particular is inappropriate since both Killen and Stuart have historicalty burned | I

Without access to each utility’s books and records it is imassib,le
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contracts is included on this exhibit. All of these contracts were lower in price than the DP&L
purchases.

Exhibit 3-11
Contemporaneous Contracts ‘
Quality
Contract
Utility Supplier Date Tons | $/Ton FOB Source Btu/flb | S02{lb/MMBtu) | Ash (Ib/mptity)
Big River Electric |Armstrong 7/30/20t0| 2011 250,000 43,75 | MP 76.6 Green River | Parkway Mine | 11,200 min 4.4-60 8.48 max
2012 500,000 45.99 | MP 76.6 Green River ;
Big Rivers Electric |Alliance 7/7/2010 2011 600,000 5165 Deliverd Quality B | 12,000 min 5.2 max 8.0 max
2012 750,000 53.57 to Sebree ‘
2013 750,000 56.40 Plant -
Big Rivers Electric |Allied Resources | 6/18/2010 | 2011 250,000 49,93 | MP 45.6 Green River| CQuality A |11,850 min 4,94 max 8.32 max
2012 750,000 51.96 :
2013 750,000 54.32
2012 750,000 57.07
2015 750,000 6105 ;
EKPC Peabody 7/7/2000 | 2011 180,000 4545 OR MP 772.5 Somerville |11,000 min 6.00 max 108 max
2012 360,000 46.95
2013 360,000 48.45
EKPC American Coal | 9/13/201D[ 2011 120,000 46.18 OR MP 836 Galatia 11,800 min 45 9% max
012 360,000 47.57
2013 360,000 49.00

The most direct comparison is between the | N N NS contract and the R

as the coal is the same quality and the delivery point is the same. The DP&L
price.

price was

Given limited information about exact timing etc., this comparison may not be dispositive, yet it
certainly raises the possibility that suppliers are not as aggressive when dealing in a limited
competitive situation. Even more importantly, DP&L cannot demonstrate to any degree of
certainty otherwise.?’ !

A more formal and broader solicitation through an RFP process provides more opportumtles to
procure coal at the lowest reasonable costs.”! An RFP process may also promote 3 more rigorous
approach to evaluating bids. It also enhances the ability of outside auditors, Staff and the PUCO
to examine a utility’s decision-making process and the end-results of that process..

EVA recommends that DP&L immediately incorporate a formal RFP into its procurement
process for all of its non-NYMEX coal supply. In addition to an RFP package, this includes a
wide distribution list including all producers/traders operating not just in the Illinois Basin but
Northern Appalachia as well, disclosure to the marketplace that a solicitation is underway, and a
process which insures bids are controlled upon receipt.”> Disclosures are generally achieved
through a brief announcement to the coal periodicals that a solicitation is being conducted. The

2 Another issue is concerns about the vast dollars involved in these decisions. Without an anhseptnc process that
mmumzes phone and email submission of bids, it is difficult to demonstrate adequate controls.

*' In prior years, DP&L had greater use of RFP’s. A very successful procurement in 2007 was the result of such a
competitive RFP.
*> There are two appropriate exceptions to conducting a formal RFP. In an emergency, coal may need to be acquired
more quickly than an RFP would allow. Also, if coal is offered at clearly distressed prices, the utility sbould be
allowed to take advantage of the situation. The.reasons for any nop.
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process would also include an economic evaluation of all coals with a well documented summary
of the bid process and the recommended actions.

EVA recognizes that many of the potential sources of supply that DP&L will consider have not
been tested at Killen and/or Stuart. As a result, as part of its efforts to increase the
competitiveness of the supply, DP&L should develop a testing program and require any new
contract to be subject to a successful test burn. EVA has seen many procurements: that are
subject to successful test burns. :

A second concern in the solicitation process is the decision to not consider coals that do not meet
DP&L’s “boxed specifications”. Some of the bids in 2010 were not considered for 2011 because
the quality was slightly outside of the boxed specifications. DP&L should look to have as broad
specifications as possible and then discriminate in the economic evaluation. For example, if the
boiler can handle 16 percent ash but the plant prefers 12 percent ash, the solicitation should
allow for bids up to 16 percent and the evaluation should apply a factor that reflects the
additional cost associated with the higher ash.

DP&L should also consider some of these “off-spec” coals if the approximate methods used to
blend coals at Stuart and Killen could reliably achieve a blend of coals that also blends
characteristics such that they could meet the boxed specifications.

A third concem in the procurement process is the contract terms that DP&L has been
negotiating. There are two arcas that would improve the quality of the agreements. The first has
to do with volume optionality; the second with quality adjustments. Volume optionality is when
a buyer has the right to vary the base tonnages under a contract. For example, if the annual
tonnage is stated as 1.0 million tons plus or minus 15 percent, the buyer has the right to take
anywhere between 850,000 and 1,150,000 tons per year subject to compliance with notice
requirements. While options were standard at one time in the industry, they have become harder
to acquire 1n recent years. However, some producers will agree to them® and they provide
enormous value in addressing variable burns. In fact, DP&L had volume options in [JJj of its
coal supply agreements.>*

The only way to insure that optionality will not be available is to not ask for it in the RFP
process. It appears that DP&L has not asked for it so it is unknown whether it could have been
acquired or at what cost. Typically, in a procurement process, the option value will be
considered in the evaluation process through the use of a Black Scholes model.

The second area in the contract terms relates to the quality adjustments, particularly the SO,

adjustment,

 Vectren South has a plus or minus 15 percent optionality in four contracts with Vectren Fuels.
24

Ina high efﬁcnency
scrubber give: I Jarpelyin — -
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Other utilities have worked very hard to
align the sulfur penalty to the variable operating costs of the scrubber For example, AEPSC’s
fuel procurement group initiated an internal audit on this very toplc 7 Similarly, Duke Energy
Kentucky makes clear in its Master Agreements with suppliers that if the SO, exceeds the
guarantee, it will adjust the price based upon the actual cost of scrubbing which is included in
each purchase order. Duke Energy Kentucky provides no premiums if the SO, is lower than the
guarantee. Careful attention should be paid to crafting penalties for all qualities of concern that
keep the utility whole in the event that the SO; content purchased is not delivered.

Finally, DP&L does not appear to embrace another component of a procurement strategy which
is also considered to be the leading industry practice which is a portfolio strategy in which the
contracts have

Coal Inventory SOP

The Coal Inventory SOP provides DP&L’s explains the responsibilities for inventory
management, the basis for the establishment of inventory minimums, the inventory minimums,
and the tons constituting the base inventory levels. DP&L has established a “normal minimum”
of 30 days at each station. The days are based upon the operating inventory (i.e., the inventory
exclusive of the base) divided by the full burn rate. DP&L does not include a target inventory
level for each station in its SOP.

An inventory of coal is maintained to manage fluctuations in fuel consumption and delivery.
Common causes of fluctuations in inventory are:

- Seasonal Variation in bumn

- Planned/Unplanned maintenance

- Delivery schedule based on seasonal and supplier variation
- Lock and unloader outages

- Overall supply conditions in the market

Two groups oversee inventory decisions; one group establishes inventory goals while the other
approves them. The membership of each group is as follows:

?7 Redacted Report of the Management/Performance and Financial Audits of the FAC of the Columbus Southern
Power Company and the Ohio Power Company, May 14, 2010, 502 Cost Recovery Ad_}ustments Review (Issued
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Establish Inventory Goals Approve Inventory Goal

- Managing Dir., Commercial Operations - Vice President, Commercial Operations
- Plant Mangers - Sr. Vice President of Generation & Marketing
- CD/CCD co-owners (if applicable) ‘

Stuart Coal Inventory

Stuart is a base-load plant that historically has run at high capacity factors throu,
DP&L indicated that it believes

Inventory performance in 2010 is summarized on Exhibit 3-12. Stuart’s actually inventory days
arc compared to both the minimum inventory levels and to average inventory levels for coal
plants in PJM. Stuart’s inventory levels were significantly above its stated minimum and for
most of the year were significantly above the inventory levels for the other coal-fired plants in
PIM.

Exhibit 3-12
Monthly Coal Inventory for J.M. Stuart in 2010
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Killen Coal Inventory

Killen, like Stuart, is a base-load plant that historically runs at very hi factors. DP&L

indicated that it believes

Inventory performance in 2010 is summarized on Exhibit 3-13. Killen’s actually inventory days
are compared to both the minimum inventory levels and to average inventory levels for coal
plants in PIM. Killen’s inventory levels were more than twice its stated minimums for most of
the year.
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Exhibit 3-13
Monthly Coal Inventory for Killen in 2010
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Hutchings Coal Inventory |
DP&L operates Hutchings as a seasonal plant ranning more during peak winter and summer
months. As a result, DP&L does not believe

Inventory performance in 2010 is summarized on Exhibit 3-14. Hutchings’s actually inventory
days are compared to both the minimum inventory levels and to average inventory levels for coal
plants in PJM. Hutchings’s inventory levels were much lower than the stated minimums for
most of the year.

Exhibit 3-14
Monthly Coal Inventory for O_H. Hutchings in 2010
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EVA believes that DP&L should establish target inventory levels for each station in addition to
minimum levels. The minimums are useful in establishing the justification for an emergency
procurement but do not provide a basis for measurement of performance.

Physical Inventory Adjustments

During the era of full regulation, the PUCO mandated semi-annual physical inventory surveys
and only allowed book adjustments if the surveys produced sequential errors in theé same
direction. Further, the adjustments were limited to 50 percent of the difference upito six percent.
DP&L, like the other Ohio utilities, established its own procedures. DP&L’s procedures are
documented in DP&L Business Practice Generation — 001 Coal Pile Inventory. There is also a
procedure related to Internal Audit’s role in the physical inventory process. (DP&L Business
Practice 741) Neither procedure establishes a threshold amount which would trigger an
investigation of the results. The results from the last two physical inventory surveys are
summarized in Exhibit 3-15.

Exhibit 3-15
Physical Inventory Adjustments, 2009 and 2010

As-Observed Statistical Physical Book Difference Capitalized| Recommended Adjustments
Physical Inventory |Uncertainty*| Inventory | Inventory | Difference |% of Book|% of Burn| Tons** 'l‘on{ Estimated $
Stuart 960,150.6 - 960,150.0 | 968,243.1 (8,093.1} -0.84%{ -0.13% {8:093.1) (430,427.45}
Killen 472,491.4 8,410.5 480,907.9 509,326.2 | {28,413.3} -5.58%{ -2.20% (28,418.3) {1,231,955.75)
Hutchings 96,014.1 (9985)]  95,015.6 94,411.9 603.7 0645 2.11% 603.7 39,131.58
2009 1,528,661.5 7,4120 | 1,536,073.5 | 1,571,980.2 [ (35907.7)] -2.28%| -0.5% (35,907.7)!  (1,623,255.5)
Stuart 1,088,898.9 30,431.0 | 1,115,329.9 | 1,236,956.3 | (117,626.4)| -9.51%| -2.10% 9,703 (107,923.4)] {6,079,648.89}
Killen 403,317.8 403,317.8 | 401,360.5 1,957.3 0.49% 0.11% 1,957.3 92,854.70
Hutchings 59,240.6 (1,176.8) 58,063.8 49,773.9 B,289.9 16.66% 9.,91% 5,283.9 566,060.90
2010 1,551,457.3 29,254.2 | 1,520,7115 | 1,688,007 | (107,379.2)| -6.36%|  -14% (99,676.2}]  (5,420,733.3)]

* Statistical Uncertainty was calculatd by the vendar. If blank, the statistical uncertainty is greater than the difference tons aneg would create an
adjustment less than zero.
**This reflects an increase in the base and capitalized.

The 2009 survey produced a significant adjustment for Killen. The 2010 survey produced
significant adjustment for Stuart and Hutchings. EVA recommends that DP&L revise its
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procedures to establish a threshold at which a discrepancy would trigger a root cause
investigation.

Coal Procurement

DP&L buys high sulfur and non-NYMEX low sulfur coal on both a contract and spot basis to
meet its requirements. DP&L also buys significant quantities of NYMEX coal over-the-counter.
DP&L indicated its purchase decisions are driven by hedge guidelines

In 2010, DP&L’s reported contract purchases are summarized in Exhibit 3-16.° High sulfur
coal accounted for 68 percent of purchases. Three producers account for almost 90 percent of
high sulfur coal contract supply.

Exhibit 3-16
DP&L Contract Coal Purchases

Market Share

Company 2010 Tons| Total HS
Alliance 1,766,810 : o
American 1,241,557

Alpha-Cumberland | 411,330

Argus 21,142

Bray 119,949

Knight Hawk 187,788

Massey 759,564

Merrill Lynch 260,032

Oak Hill 6,999

Patriot 1,222,629

Williamson 1,428,714

Total 7,426,514

|High Sulfur 5,036,199 68%| 100%
Top Three 60% 88%

DP&L reported a little over 300,000 tons of spot purchases in 2010 which are summarized in
Exhibit 3-17. These data are also from DP&L’s filings to EIA. Less than 10 percent of spot coal
purchases are high sulfur coal.

Exhibit 3-17
DP&L’s Reported Spot Coal Purchases, 2010.

* These data are derived from DP&L’s filings to EIA which DP&L provided to EVA in response to Onsite 23.
EIA’s definition of contract is purchases for one year or longer. —

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) 3-15




Sulfur S02
Supplier Tons | Btu/lb (%) (Ib/MMBtu) |Ash (%)|Cents/Btu |$/Ton
AEP 87,380 | 11,928 0.89 1501 11.83 249.3 | 59.47
Alliance 14,810 | 12,797 0.77 1.20 [ 10.40 292.1| 74.76
Alpha-Cumberland 15,089 | 12,385 0.72 116 | 11.12 293.81| 72.83
COALTRADE 82,404 11,953 0.88 1.48 10.70 248.1 | 59.31
Duke 17,776 | 12,348 2.45 3.96 7.50 219.7 | 54.27
Kaoch Carbon 8,169 | 11,947 0.90 150 11.82 250.3 | 59.81
Mercuria 34,084 | 11,962 0.90 150 | 10.59 269.9 | 64.56
Peabody Coal Sales 3,581 ] 12,355 2.76 4.47 7.92 231.3| 67.15
River Trading 29,581 | 11,788 0.87 1.48 | 12.43 299.4 | 70.59
RRI 10,329 | 12,929 0.87 1.35 9.73 327.2 | 84.61
TOTAL 303,203 | 12,055 0.99 1.64 | 10.97 261.4 | 63.03

DP&L makes substantial purchases of NYMEX coal. NYMEX refers to the New [York
Mercantile Exchange which in 1996 began providing companies in the electric power industry
the opportunity to buy and sell electricity futures contracts. The buying and selling of these
futures contracts and the related options contracts gave the power industry a price reference and
risk management tool.”> NYMEX thereafter expressed a desire to develop a simildr product for
coal. Coal is harder to trade than other commodities because of variations in quality and
transportation. After conferring with coal producers and consumers, NYMEX sought and
received regulatory approval to offer coal futures and options contracts. After some delay, on
July 12, 2001, NYMEX began trading Central Appalachian Coal Futures. The term NYMEX
coal has become synonymous with the Central Appalachian traded product. |

The NYMEX product is basically a 12,000 Btu per pound coal, maximum sulfur content of one
percent, and a maximum ash content of 13.5 percent. The contract is traded FOB barge on
specified sections of the Big Sandy and Ohio Rivers. The trading is in 1,550 ton units,
effectively a standard barge amount. NYMEX purchases can be bilateral or through clearing
houses.

NYMEX is the only liquid trading option available for eastern U.S, coal. As such, some
consumers have sought to hedge their coal prices through the use of NYMEX products. As the
pricing of NYMEX coal does not correlate perfectly with either other Central Appalachian coals
or with coals from other supply regions, NYMEX is an imperfect hedge for other coal types.

*® There are also specifications for moisture, volatiles, sizing and
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Exhibit 3-18

The total purchases of low sulfur coal deliverable in 2010 exceeded the levels of low-sulfur coal
that DP&L consumed in 2010. Most of the NYMEX purchased for 2010 was sold in 2009, the
gains of which did not flow through the FUEL Rider. The sales in 2010 were partjof the
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optimizations which involved selling the NYMEX coal positions and buying hlghlsulfur coal.
The NYMEX sales by date are listed in Exhibit 3-19.

Exhibit 3-19
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Exhibit 3-20.

Exhibit 3-20

NYMEX Purchases to Date ||| N

DP&L does not have a documented strategy for making these procurements. DP&L indicated it
enters the markets based upon its analysis of its projected needs for coal, the range of potential
bum rates at the Statlons and other market factors. Once the need to acgmre add't'o al supplies
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is determined, the precise timing of the acquisition depends in large part on the analysts and
traders who are watching daily and longer market prices, trends, plant dispatch rates, and coal
and power purchase positions. The justifications for each purchase are not documented.

Similarly, DP&L sells off its NYMEX positions, only a portion of which is through
optimizations. Sales to date of its NYMEX purchases for _ are shown in Exhibit 3-
21. As with its purchases, DP&L does not document the strategy and/or justifications for the
non-optimization sales.

Exhibit 3-21

sales of DP&L's I

Given the level of purchases and DP&L’s success in moving toward _ coal,

1t appears that Particularly problematic are
the of NYMEX contracts DP&L entered into in 2010 -, by which time

DP&L fully understood
According to DP&L’s Commodity Position Summary with data through January 10, 2010
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(Exhibit 3-22), DP&L projects a committed burn that supports a need for high sulfur coat.?!
DP&L’s primary argument for the NYMEX futures is volume uncertainty, specifically loss of
load due to customer switching, DP&L believes that in order to protect its sharehalders from
having excess high sulfur coal under contract, it needs to use a liquid hedge independent of its
whether such hedges cause the cost of coal recovered through the FUEL Rider to be higher.
EVA believes that the recovery of fuel costs obligates DP&L to obtain its coal in a least cost
manner. The NYMEX strategy is discussed further in Section 5.

Exhibit 3-22
DP&L Committed Position Summary, January 2010

Master Agreements

DP&L uses Master Agreements as the primary contractual document with suppliers. While the
content of the Master Agreements vary somewhat between parties, the basic components of the
Master Agreements are listed in Exhibit 3-23, As provided for in the Master Agreement, the
details of each transaction are then documented in a Confirmation. The Confirmation also
contains any deviations to the Master that apply for the particular transaction. The Master
Agreements appear to work well for DP&L by significantly reducing the time and resources
required to negotiate each purchase agreement.

Exhibit 3-23
Components of the Master Agreements

°! Even absent a high committed burn, EVA belicves that both Killen and Stuan are sufﬁcnently economic that they
would operate at high capacity factors independent of jurisdicti _——
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Article Sections

[Transactions Pracedures

Confirmations

Representations

Term Term and Survival Provisions
Termination due to Operational Issues
Obligations Obligations for Purchase and Sale of Coal
Resale of Coal

Scheduling

Delivery

Title and Indemnity

Substitute Coal Sources

Substitute Coal far Synfuel

Taxes and Other Uiabilities
Specifications Specifications

Unit Teain or Truck Weighing

Barge Weights

Sampling and Analysis

R ntative Presence: Inspe
Quality Adjustments and Rejection Rights [Quatity Adjustments

Buyer's Rejection Rights
Buyer's Suspension Rights
Settlement; Security Billing and Payment

Netting and Setoff
Audit
R bie Gi ds for I rity
Adequate Assurances
Force Majeure Force Majeure
. Force Majeure: Dafinition
Pro Rata Reductlons
[Termination Rights
{Settlements and Capital Expenditures
Events of Default, Remadies, and Events of Default
Lirnitations of Liabitity Early Termination
Early Termination Payment
Remedies
Damages Stipulation
Expenses
Limitation of Uability

Arbitration
Miscellaneous Suctessors and Assigns: Assignment

(Warranties

Notices

Confidentiality

(Governing Law

Entire Agreement; Amendments; Interpretation

(Counterparts; Serverability; Survival

Non-Waiver; Duly to Mitigate; Not Partnership or Third-Party Beneficiaries
Administratar

Definjtitions

Form of Transaction Confirmation

Long-Term Contracts

As noted above, it is DP&L’s practice to enter into master agreements with counter-parties and

then use Confirmations for specific transactions. In 2010, DP&L was a party to .
I 1 confirmations are

listed in Exhibit 3-24 with the contract date, the type of coal and the tonnage obligations from
2010 through | The contracts in bold are the ones entered into in 2010. Tonnage is not
included if subject to mutual agreement on price. Each of the confirmations, along with contract
performance, is reviewed below.

Exhibit 3-24
Overview of Selected DP&L. Contracts

*2 EVA did not include three contracts under which DP&L received some shipments in 2010 because one contract
was simply coal recovered from barge shipments and two of the contracts expired at the end of the 2009. The 2010
shipmentis simply completed the contract ebligations.. - :
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This exhibit also provides the tonnage commitments. With respect to high sulfur coal, DP&L

has |

Alliance

In 2010, DP&L received coal under long-term contracts with Alliance Coal.
The contracts are for linois
Basin coal and allow for deliveries from the

The basic terms of the two agreements are provided in Exhibit 3-25.

Exhibit 3-25
Long-Term Contracts with Alliance Coal
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The agreements provide for

This adjustment rate is fixed.

DP&L and Alliance entered into in 2010. The basic terms

of these agreements are provided in Exhibit 3-26.

Exhibit 3-26
2010 Confirms with Alliance Coal

Shipments under the Alliance agreements are summarized in Exhibit 3-27.

combination of the Alliance contracts and the sources used to supply the contracts does not allow
a determination of compliance by contract or source. Assuming the most liberal specifications,
Alliance was in compliance except with respect to

Exhibit 3-27
Shipments Under the Alliance Agreements, 2010
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802 Cents/

Month Plant Tons Btu/lb |(Ib/MMBtu)| Ash (%)| MMBtu | $/Ton
January Killen 18,978| 11,662 4.73 7.51 | 193.20 | 45.08
February Kiflen 82,138} 11,626 4.83 7.55| 193.20 | 44.92
March Killen 55,875] 11,568 501 7.89( 193.20 | 44.70
April Killen 10,953| 11,561 4,98 7.91| 194.50 | 44.97
May Killen 46,298] 11,584 504 8.04 | 194.50  45.06
June Killen 39,258} 11,560 5.12 8.06 | 194.50 | 44.97
July Killen 60,119} 11,606 5.15 8.01 | 196.70 | 45.66
August Killen 53,158] 11,643 5.22 8.11 | 197.20 | 45.92
September Killen 88,137] 11,598 5.16 8.23 | 198.30 | 46.00
October Killen 41,301 11,578 5.32 814 | 192.30 | 46.15
Novermnber Killen 66,429 11,594 5.23 7.94 | 199.00 | 46.14
December Kilien 109,349( 11,525 5.21 8.06 { 192.00 | 45.87

Killen 671,993( 11,588 5.11 7.98 | 196.57 | 45.56
January Stuart 59,132| 11,650 479 7.42| 258.101 60.14
February Stuart 118,660 11,616 4.80 7.63 | 247.80 | 57.57
March Stuart 50,466] 11,572 5.05 7.84 | 240.40 | 55.64
April Stuart 104,825| 11,608 4.89 7.82 | 25310 | 58.76
May Stuart 88,746] 11,605 5.08 802! 236.80 | 54.96
June Stuart 100,522( 11,584 5.15 8.03 | 251.50 | 58.27
July Stuart 113,319] 11,638 5.08 7.95| 252.70 | 58.82
August Stuart 102,326 11,639 517 812 23250 | 54.12
September Stuart 115,387] 11,607 5.20 8.14 | 240.30 | 55.78
Octaber Stuart 31,131| 11,583 5.23 8.21 | 236.70 | 54.88
November Stuart 09,589| 11,585 5.32 7.96 | 231.30 | 53.59
December Stuart 110,714] 11,515 5.23 8.07 | 249.90 | 57.55

Stuart 1,094,817| 11,601 5.08 7.94 | 244.65 | 56.76
January 78,110 | 11,653 4.78 7.44 | 242.32 | 56.47
February 200,798 | 11,620 4.82 7.60 ) 225.45 | 52.40
March 106,341 | 11,570 5.03 7.87 | 215.60{ 49.89
Aprit 115,778 | 11,604 4.9 7.83 | 247.58 | 57.46
May 135,044 | 11,598 5.07 8.03 | 222.32 | 51.57
June 139,780 | 11,577 5.14 8.04 | 235.52 | 54.53
July 173,438 | 11,627 5.11 7.97 1 233.32 | 54.26
August 155,484 | 11,640 519 8.12 | 220.43 | 51.32
September 203,524 | 11,603 5.18 8.18| 22212 | 51.55
October 72,432 | 11,584 5.28 8.17 | 215.39{ 49.90
November 166,018 | 11,589 5.28 7.95 | 218.37 | 50.61
December ' 220,063 | 11,520 5.22 8.07 | 224.80 | 51.7%

TOTAL All Plants | 1,766,810 | 11,598 5.09

S s soband A
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Alpha

In 2010, DP&L was party to ] long-term coal contracts with Alpha for coal from the
. The contracts were entered into between b
All three contracts terminated on the same date. The basic terms of the agreements are

provided on Exhibit 3-28.

Exhibit 3-28
Long-Term Contracts with Alpha

Despite having tons under contract in 2010, DP&L took only about of

of this coal was

The balance was sold through the optimizations. The
was the primary source of optimization value.

2010 optimizations

Exhibit 3-29

Shipments under the Alpha agreements are summarized in Exhibit 3-30. This exhibit combines
shipments under contracts. The combination of the Alpha contracts does not allow a
determination of compliance with typical monthly specifications by contracts. Assuming the
most liberal specifications, Alpha was in compliance with the typical monthly specifications
except with respect to i which were out of compliance in at least three of the months.
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Exhibit 3-30
Shipments Under the Alpha Contracts, 2010

MMBtu $02 Cents/ ;
Month Plant Tons fTon |(Ib/MMBtu)| Ash (%} MMBtu | $/Ton
January Killen 36,989 1 13,068 4.35 8.21 180.5 | 47. 1B
February Killen 41,463 { 13,091 3.87 8.05 183.7 | 48.106
March Killen 9,228 | 13,079 4.07 8.03 181.9 47.5!8
April Killen 17,838 { 13,087 3.81 8.05 180.3 | 47.19
May Killen 25,927 | 13,049 4.23 8.29 194.9 | 50.87
June Killen 17,919 | 13,133 4.1 7.33 200.9 | 52.77
July Killen 25,2871 13,114 4,22 7.92 201.0 | 52.72
August Killen 36,117 | 13,074 3.96 8.12 201.0| 52.56
November Killen 17,874 | 13,028 418/ 860 2010|5237
December Killen 4,647 | 13,014 3.72 8.52 200.9 522P
Killen 315,299 | 13,079 4.08 8.08 189.1 | 49.47

January Stuart 17,639 | 13,068 3.44 8.28 200.9 | 52.51
February Stuart 29,822 | 13,121 4.09 7.99 201.0 | 52.75
March Stuart 41,912 | 13,060 4,09 8.12 201.0 | 52.50
April Stuart 6,658 | 13,041 4.14 8.24 200.9 | 52.40
Stuart 96,031 | 13,079 3.97 8.12 201.0 | 52.57

January 54,638 | 13,068 4.05 8.23 187.1 | 48.90
February 71,285 | 13,104 3.96 8.02 190.9 | 50.04
March 133,140 | 13,073 4.07 8.06 187.9 ] 49.13
April 24,496 | 13,074 3.90 8.10 185.9 | 48.61
May 25,927 | 13,049 4.23 8.29 194.9 | 50.87
June 17,919 | 13,133 411 7.33 200.9 | 52.77
July 25,287 | 13,114 4.22 7.92 201.0 | 52.72
August 36,117 | 13,074 3.96 8.12 201.0 | 52.56
Novembaear 17,874 | 13,028 4.18 8.60 201.0 | 52.37
December 4,647 | 13,014 3.72 8.52 200.9 | 52.29

411,330 4.05

American Coal

In 2010, DP&L received coal under [ contracts with American Coal. The basic provisions of
these contracts are summarized in Exhibit 3-31.

Exhibit 3-31
Long-Term Contracts with American Coal

e e LS . _______________]
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The agreements contain This is inconsistent with industry practice.

The earlier American Coal contract is the only contract in DP&L’s portfolio which provides for

No contemporanecus documentation was provided. DP&L’s response to EVA stated the
following contemporaneous reasons:

s DP&L had contracted for adequate 2010 high sulfur coal supply for both Stuart and Killen Stations based
on the forecasted burns at that time.

e The$§ price made the coal approximately equal to the broker price for 2010 Illinois
Basin coal at the time.

¢  The broker reported price for Illinois Basin coal had declined $0.75 per ton in the week preceding the
notice,

DP&L believes its judgment was validated when it was able to purchase coal from
I - - u:lity-adjusted price ] per ton less than the coal cost under

EVA reviewed the broker quote in late November and disputes DP&L’s position that the contract
price was higher than the market at that time. DP&L indicated it relied on broker sheets,
including ICAP United, to make this determination. There are several problems with this
finding. First, the market for Illinois Basin coal is not liquid. The ICAP United sheet clearly
states that the prices provided for Itlinois Basin coals are “Vaughn’s View of the U.S. Ceal
Markets”, in other words, not necessarily a transactable number (Exhibit 3-32).

Exhibit 3-32
Vaughn's View of the U.S. Coal Markets, November 20, 2009

b 'CA R 20-Nov-09 www.icapenergy.com

ICAP United, Inc - Coal Dan Vaughn @ 417-336-5582 _ lan Tapaall, Manzer labal @ 203-663-9435 _Malt Keck @ 502-327- 1417

Vaughn's View of the

ILB Barge Coal

Origin Btu #502 Dec Jan ol 10 Q2 10 Q3 10 410 @111 Q11 | cyijo | cyt cY12
L. OHRvr || 11500 20 47.50 47.75 48.00 50.50 53.50 56.50 59.00 61.00 I 5243 | 62.00 £6.25
L. OHRvr|| 11500 5.0 36.00 36.25 36.50 39.00 41,50 44.50 47.00 4900 [ 4038 | 50.00 53.00

Copyright © 2603-2008 Daniel L. Vaughn, ICAP United, ing. All rights reserved. Any unsuthorized access, use, reproduction, disclosure or dissemination is prohibitt
The information contained herein is confidential and is intended solely for the addressee(s). It shall not be construed as a reconmandstion to buy, sefl or Invest.

All Irades are based on market information reported to JCAP United by market participants. Information is believed io be refiable but canndt be guaranieed.

Closing prices and the bid- ask spreads are for indicative purposes only. Key: i = implied based on spread

Second, the broker pricing is for a generic 1llinois Basin barge coal. The specific coal under the
American Coal contract was significantly * Third, Vaughn’s
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View of the World showed a market in steep contango® which suggests that an imminent rise in
prices is expected by market participants. This is particularly relevant when considering the coal
price under the American Coal contract was the second lowest cost coal DP&L had under
contract.

While hindsight review is interesting, it really does not determine the prudency of an action.
Further, the Febrnary 2010 purchase could have been in addition to the option tons and would
have possibly reduced the tonnage purchased from [ in July at a substantlally higher
price.

Shipments under the American agreements are summarized in Exhibit 3-33. This exhibit
combines shipments under contracts as well as an additional

s with the same quality specifications as . The
combination of the American Coal contracts used to supply the contracts does not allow a
determination of compliance by contract. With the exception of - months, the shipments
under the American coal contracts were in compliance with its specifications.

A market is said to be in contango when future prices are higher than current prices. Markets ar¢ normally in
contango, due to inflation alone. A market is in steep contango when future prices are substantially bigher.
According to Vaughn’s view of the world, high sulfur 1llinois Basin coal barge prices were expected to increase by
about 20 percent between calendar year 2010 and calendar year 200 Lo s
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Exhibit 3-33
Shipments under the American Coal Contract

S02 Ash Cents/

Supplier |Plant| Tons Btu/lb |(Ib/MMBtu}|(Ib/MMBtu)} MMBtu $/Ton
January Killen 27,9961 11,806 4.10 7.1 169.700 $37.71
February |Killen 44 5471 11,898 4.20 6.88 163.700 $38.95
March Killen 31,811 | 11,906 4.35 7.08 163.700 | . $38.98
April Killen 13,478 1 11,913 4.28 6.94 163.700 $39.00
May Killen 71,876 | 11,915 4,23 717 164,600 $39.22
June Killen 60,493 [ 11,827 4.30 7.37 164.800 $38.98
July Killen 67,724 [ 11,937 4.14 7.1 164.900 $39.37
August Killen 55,874 | 11,935 411 7.26 164.800 $39.24
September |Killen 62,412 | 11,916 4,10 7.17 164.600 $39.23
October Killen 25,873 | 11,982 4,29 6.70 163.700 $30.23
November |Kitlen 24,732 | 11,966 4.36 6.74 163.700 $30.18
December [Killen 30,964 | 11,866 4.21 6.87 163.700 $38.85

Killen| 517,7801 11,905 4.20 7.09 164.123 $39.08
January Stuart 54,017 { 11,854 4.17 6.95 265800 $63.02
February |Stuart 54,4481 11,843 4,19 6.97 265.700 $62.93
March Stuart 89,740 | 11,892 4.34 7.02 258.700 $61.53
April Stuart 28,463 | 11,990 4.20 6.80 277.100 $66.45
May Stuart 95,191 | 11,935 4.21 7.09 254, 400 $60.73
June Stuart 67,886 | 11,808 4.20 7.40 258.300 | $61.00
July Stuart 72,203 | 11,969 4.23 7.05 265.400 $63.53
August Stuart 74,947 | 11,912 3.74 7.28 264.000 $62.90
September |Stuart 41,299 | 11,965 4.10 7.14 239.500 $57.31
October  [Stuart 12,398 | 12,057 4.11 6.61 243.500 $58.72
November |Stuart 52,334 | 11,960 4.38 6.73 254.900 $60.97
December |Stuart 80,851 | 11,822 4.20 6.89 266.800 $63.08
Stuart| 723,777 | 11,901 4.18 7.04 260.355 $61.97
January 82,013 | 11,838 4.14 7.00 229.678 54,38
February 98,995 | 11,868 4.19 6.93 219.684 52.14
March 121,551 | 11,896 4.34 7.03 233.816 55.63
April 41,941 | 11,965 4.23 6.84 240.817 57.63
May 167,067 | 11,926 422 7.12 215.803 51.48
June 128,379 | 11,817 4.25 7.39 214.205 50.82
Juiy 139,927 | 11,954 4.18 7.08 216.826 51.84
August 130,821 | 11,922 3.90 7.27 221.585 52.83
September 103,711 | 11,936 4.10 7.16 194.500 46.43
October 38,271 | 12,006 423 6.67 189.661 45.54
November 77,066 | 11,962 4.38 6.74 225622 53.98
December 111,815 | 11.834 4.20 6.88 238.173 56.37
TOTAL 1,241,557 | 11,903 4.19 7.06 220.215 52.42

In [Jl]. DP&L entered into another agreement with American Coal that provided for shipments
beginning in [l The basis terms of this agreement are provided in Exhibit 3-34.

. . I T PO o e
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Exhibit 3-34
2010 Contract with American Coal

The 2010 contract fixed pricing and quantity for 2010 but
. DP&L was required to give notice by October 31, 2010 of its
No
contemporaneous documentation of the reasons for this decision was provided. DP&L indicated
the reasons related to . EVA questions this decision.

According to a response to a Data Request, EVA was told the reasons were:

EVA disagrees with DP&L’s conclusion regarding price. A review of Vaughn’s View of the
U.S. Coal Markets at the time of the decision shows that the Calendar Year 2012 price for high

sulfur Illinois Basin coal FOB barge was $50.75 per ton for an 11500 Btu per pound, 5.0 pound
et 335) I
4 )

Exhibit 3-35
Vaughn's View of the U.S. Coal Markets, October 25, 2010

& lCAP. 25-Oct-10 www.icapeneray. com

ICAP United, Inc - Coal Dan Vaughn @ 417-336-5582 _ban Tapeal, Manzer kbal @ 203-663-9425  Matt Keck @ 50P-327-1417

L8 Barge Coal

Origln Btu #3502 Nov Dec o 1 Q2 11 1 411 Qi 12 Q12 | Q312 | €vnid €Y 12 CY 13
L. CHRvr 11500 25 62,00 82.00 63.00 63.50 64.00 64.50 66.00 66.50 | '67.00 63.75 86.75 5914
L. OH Rvr 11500 5.0 45.00 45.00 46.00 46.50 47.00 47.50 50.00 50.50 51.00 46.75 50.75 53,75

Copyright © 2003-2008 Daniel L. Vaughn, IGAP United, inc. All rights reserved. Any imauthorized access, use, reproduction, disclosure or disseminialion is prohiblted.

The informatlon contained herein is confidential and is intended salefy for the addressee(s). 1t shall not be construed as a recommendation 1o buy, séif or invest.

All trades are based on markot information reported to ICAP Liniled by market participants. information is believed lo be reliabie but cannct be guaranteed.

Closing prices and the bid- ask spreads are for indicetive purpasas anly. [Note: Emissions marks may lag one day. ] |Key: i = impled based on spread rade }

A review of the committed positions at that time shows that DP&L had only ] million tons of
high sulfur coal under contract.** This is against an expected high sulfur burn of over [
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%6 In other words,
. Finally, during the fourth quarter

of 2010, DP&L which claimed hedging commitments as the reason

. Had the issue really been the price of the , DP&L would

have gone to the market for a high sulfur replacement.

in conjunction with a subsequent decision made

EVA questions the
by DP&L. late in 2010 .
On a delivered cost, quality adjusted basis, the decision to purchase ‘instead of
high sulfur coal from American Coal under from other sources at comparable prices
available in the market could increase DP&L’s fuel costs by ||} . s shown in
Exhibit 3-36. Even if DP&L were successful in “optimizing” these volumes (assuming both the
NYMEX and high sulfur coals increased by the same amount), because jurisdictional customers
retain only 25 percent of the optimization gain, these commitments are expected te increase B
ﬁ. As a result, EVA believes both these decisions to be imprudent. That being
said, the actual impact on 2012 costs is not known at this time and actions could be taken by
DP&L in the interim to eliminate the cost consequences.

Exhibit 3-36

Difference in Costs Between American Coa! [ ENGTNGTGNGNEGEGEGEENENEGEGENN

Knight Hawk

In 2010, DP&L received coal under ] long-term contract with Knight Hawk. The basic
provisions of this contract are provided in Exhibit 3-37.

Exhibit 3-37
Long Term Contract With Knight Hawk

The contract was amended in May to provide for a

tons. This adi'ustment related to

The Kniiht Hawk aﬁeement ﬁrovided for - but the methodoloii was weak
The

** DP&L indicated it expects its 2012 high sulfur coal requirements to be
biending assumptions. The high sulfur requirements could be

tons based upon certain
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Exhibit 3-38
S0, Emission Allowance Prices

$1,800 T
$1,600 rl‘
$1,400

$1,200

$1,000

$800 \
$600 v AL LA

$400

$200
$0

.__TS

Jan® T

Apr08
Jul-08
Jul-10
Oct-10

Jan-1

Jan-04
Apr04
Jul-04
Oct04
Jan-05
Apr-03
Jul-08
Oct.D!
Jan-08
Apr06
Jut-06
Oct-08
Jun7
Apro7
JAo?
Jan-04

Souce: United Power

This is

In 2010, the average SO, emission allowance price was under $0.02 per pound of 8O,.
significantly below the variable cost of scrubbing. As a rule,

Shipments under the Knight Hawk agreement are summarized in Exhibit 3-39.

Exhibit 3-39
Shipments Under the Knight Hawk Agreement, 2010

s02 Conts/ |-

Month Plant Tons Btu/lb {Ib/MMBtu) Ash (%) MMBitu . $Ton
January Killen 6,791 11,466 4.76 7.62 188.5 © 4323
February Killen 15,127 11,372 4.12 7.63 188.8 42.94
March Killen 21,423 11,364 4.29 7.59 188.9 42.93
April Kitlen 4,949 11,289 437 8.14 189.6 42.85
May Kitlen 19,740 14,377 4.27 7.62 189.3 43.07
June Killen 14,817 11,400 4.29 7.89 189.2 4317
July Killen 21,262 11,367 4.43 ;N 191.9 43.63
August Killen 14,603 11,365 4.68 8.07 192.9 43.85
Septemberi  Killen 10,180 11,298 4.94 8.15 193.1 . 43.63
October Killen 9,757 11,371 4.40 7.89 191.7 43.80
November | Killen 24,429 11,352 4.86 8.12 191.7 | 43.52
December | Kiilen 24,710 11,356 4.83 8.01 195.9 . 44.49

187,788 11,366 4.53 7.88 191.3 43.48
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In 2009, DP&L entered into a ] contract with Knight Hawk for coal deliveries in .

.. The basic provisions are provided in Exhibit 3-40. DP&L appropriately reduced

Exhibit 3-40

Knight Hawk Contract NN

Massey

In 2010, DP&L received coal under ] long-term contract with Massey. The basic provisions
of this contract are summarized in Exhibit 3-41.

Exhibit 3-41
Overview of Massey Long-Term Contract

This is the only DP&L contract built into the Confirmation.
Interestingly, the

This contract also differs with respect to

*7 This contract was negotiated prior to the FUEL Rider. The comments are intended to be forward-looking as
oliates new contracts.
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Finally,

Shipments under the Massey agreement are summarized in Exhibit 3-42.

Exhibit 3-42

Shipments Under Massey Contract, 2010
802 Ash Cents/

Month |Plant| Tons Btulb | (Ib/MMBtu) | (Ib/MMBt) | MMBtu | $/Ton
January  [Stuart| 65,484 11,548 1,63 12.54 210.70 | 48.66
February |[Stuart| 41,353 11,517 1.34 11.88 211.20 | 48.65
March Stuart| 79,813 11,742 1.45 11.98 210.40 | 49.41
April Stuart| 44,443 11,934 1.58 12.28 200.40 | 49.98
May Stuart|{ 92,411 11,854 1.52 12.40 209.60 | 49.69
June Stuart| 74,752 11,800 1.42 12.40 200.70 | 49.49
July Stuart| 53,636 11,735 1.35 12.18 210.20 | 49.33
August Stuart| 72,376 11,816 1.51 12.46 210401 49.72
September |Stuart | 53,228 11,908 1.63 12.22 210.40 | 50.10
October |Stuart| 48,160 12,094 1.57 12.24 209.80 | 50.75
Nowember |Stuart| 68,135 12,217 1.56 11.89 209.60 | 51.21
December |[Stuart| 75,773 12,218 1.46 11.80 209.60 | 51.22

759,564 11,877 1.50 12.20 210.03 | 49.89

The annual average was compliance with all of the contract specifications except

DP&L provided a contract with ||| | || | | EEEEE s one of its active contracts. The basic
terms of the contract are summarized in Exhibit 3-43. This is effectively a

Exhibit 3-43

overview of [

DP&L is not showing any coal purchases under the || | | JEEBEEE contract in 2010. The entire

quantity was consumed in Optimization A,

e B
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Patriot Coal
In 2010, DP&L received coal under -term contract with Patriot.

The terms of the long-term contract are summarized Exhibit 3-44.

Exhibit 3-44
Overview of Patriot Long-Term Contract

Shipments under the Patriot agreement are summarized in Exhibit 3-45.

o ———
Response to Onsite Data Request 31.
* Tt is EVA’s opinion that

are discussed in Section Buum. e »o .- mos

The financial details
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Exhibit 3-45
Shipments Under the Patriot Agreement, 2010

Sulfur 802 Ash Cents/

Month |Plant Tons Btu/tb | (%) |(ib/MMBtu}| Ash (%) (Ib/MMBtu)| MMEtu | $/Ton
January Stuart 101,598] 11,481 0.93 1.62 15.42 13.4| 247.9|$56.92
February [Stuart 655,849F 11,628 0.82 142 15.43 13.4| 248.0 | $57.17
March Stuart 137,.912] 11,466 0.78 1.36 16.14 14.1 248.1 | $56.89
April Stuart 87,517 11,5191 0.71 1.23 16.12 140} 2479|%57.11
May Stuart 106,174 11,477 .84 1.46 15.25 13.3| 248.0 | $56.93
June Stuart 108,702} 11,588f 0.81 1.40] 15.01 13.0| 248.1 | $57.50
July Stuart 116,275] 11,609 0.83 1.43 15.36 13.2| 247.8 |$57.53
August Stuart 113,931| 11,486 0.83 1.45 15.01 13.1| 248.5]%57.09
September |Stuart 78,408| 11,568 0.82 142] 15.21 13.1| 249.4 } $57.70
October Stuart 86,748] 11,654 0.78 1.34 15.26 13.1 | 249.1[%58.06
November [Stuart 135,262 11,590 0.80 1.38 15.61 13.5] 248.5|%57.60
December |Stuart 94,253] 11,472] 0.75 1.31] 15.54 13.5 ] 248.3 | $56.97

1,222,629 | 11,535 0.81 1.40] 15.46 13.4) 248.3| 57.28

Based upon the Btu content of the coal, it appears that the deliveries were entirely of
Specification A coal. There were a couple of minor non-compliances with . The
I - above the contract specifications in six months. This is an issue particularly
given the poor metric for assessing the penalty amount.

Williamson Energy

In 2010, DP&L received coal under |l lcontract with Williamson Energy. This
contract, the terms of which are summarized in Exhibit 3-46, represents DP&L’s

Exhibit 3-46
Qverview of Williamson Long-Term Contract

The terms of the price negotiation favor [

eement with Williamson is that

“2 According DP&L, the decision to enter into the term ag
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The agreement also does not | G ~; prcviously discussed, EVA

believes this 1s inappropriate.

Shipments under the Williamson agreement are summarized in Exhibit 3-47.

Exhibit 3-47
Shipments Under the Williamson Contract, 2010
Sulfur Moisture Cents/
Month | Plant | Tons |Btulb| (%) |Ash{%)| (%) MMBtu $/Ton
January Stuart 147,933 11,550 2.45 9.24 11.86 241.8 55.86
February Stuart 118,756( 11,561 2.51 9.13 11,92 241.8 55.91
March Stuart 109,510( 11,513 2.38 9.16 12.05 241.9 55.70
April Stuart 42.421[11,424 2.29 9.21 12.53 241.8 55.25
May Stuart 155,495{ 11,568 1.69 8.39 12.29 2414 55.85
June Stuart 131,506] 11,598 1.54 8.47 11.95 241.3 55.97
July Stuart | 177,062| 11,650 1.99 8.91 11.25 241.5 56.27
August Stuart 120,590| 11,712 2.57 9.90 10.02 242.1 56.71
September| Stuart 128,753| 11,612 2.57 958 10.88 242.4 56.29
October Stuart 94,241111,638{ 2.52 9.83 10.55 242.0 56.33
November | Stuart 111,321} 11,582 2.51 9.89 10.85 242.2 56.10
December | Stuart 91,126} 11,432 2.37 9.66 12.12 242.7 55.49
1,428,714/ 11,583] 2.25 9.22 11.49 241.9 56.03
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DP&L took all of the coal to Stuart. Shipments were generally compliant with the monthl
guaranteed specifications except

Transportation

Most coal is delivered by barge. Hutchings receives coal by rail and truck. The transportation
agreements are reviewed in this section.

Barge

In 2006, DP&L entered into a
of coal and limestone for Killen and Stuart for the years

for the barging

The biggest 1ssue under the current agreement has been demurrage. As shown in Exhibit 3-48,

Exhibit 3-48
Barge Demurrage, 2008-2010

. The timing is somewhat unfortunate as the strength in the export coal market has resulted

in higher barge rates as producers limited by east coast export capacity are looking to the Gulf.
The growth of steam coal exports through the Gulf can be seen on Exhibit 3-49. Another sign of
the strength of the barge market is a new 15-year agreement between Massey and Kinder
Morgan to ship up to six million tons annually through the Gulf.* The net effect in the short run
is the tightening of the barge supply as transit time to the Gulf reduces available barge capacity.

* Larkin reviewed the specific circumstances in March 2010 in Section 6.
* SNL Repost, February 24, 2011 e )
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Exhibit 3-49
U.S. Steam Coal Exports Through U.S. Guif by Month (1,000 Tons)
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Rail

DP&L is party to a rail agreement with the
delive;

A . . : T e S sl

Report of the Management/Prforancnancial Audit of the Fu
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC)




4 COAL TRADING AND OPTIMIZATIONS

Background

In 2006, DP&L entered into an agreement with Merrill Lynch Commodities Inc. (MLCI) that
provided for MLCI to help manage DP&L’s coal portfolio." MLCI assisted DP&L in extracting
value out of its coal positions. After MLCI’s departure, DP&L continued with an active
management program. According to DP&L’s financial statements, in 2008 and 2009 DP&L sold
considerable quantities of the coal it had purchased to third parties. The results of these sales can
be seen on DP&L’s financial statements. As shown in Exhibit 4-1, in 2008 and 2009 DP&L
recorded gains from the sale of coal of $83.4 million and $56.3 million, respectively. In 2010,
DP&L recorded gains from the sale of coal in the amount of $4.1 million.

Exhibit 4-1
Gains From Sale of Coal

For the years ended December 31,
$ in millions 2010 2009 2008

Cost of revenues:

Fuel costs $ 3888 $§ 3917 § 1,2233
Gains from sale of coal 4.1) (563) 1 HRAd)
Gains from sale of emission allowances (0.8) (5.0) (34.8)
Net fuel 383.9 3304 243.0

Two activities historically produced the gains from the sale of coal: DP&L’s trading activities
and DP&L’s optimization activities. The trading activities are primarily the buying and selling
of NYMEX contracts. As noted above, DP&L sold [Jflj million tons of its NYMEX contracts in
2009 which produced substantial gains in 2009. The optimizations per DP&L’s Application are
the “opportunities to reduce costs by transactions to optimize the fuel and purchased power
portfolio and to reduce the risks of market price fluctuations.” As part of the Stipulation, DP&L
negotiated to keep 75 percent of the optimization values. DP&L views these as separate

- activities. EVA believes that they are interrelated as discussed below.

Coal Trading

During the period in which DP&L did not receive fuel cost recovery, DP&L developed an active
coal trading business. EVA did not review the transactions but it is EVA’s understanding that
DP&L bought and sold NYMEX futures and sold non-NYMEX coal positions it had under
existing supply agreements.

" DPL Press Release, DPL Announces New Coal Services Agreement; Agreement to Optimize DP&L Supply
Portfolio, June 8, 2006
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DP&I has continued its coal trading activities under the FUEL Rider. DP&L is actively buying
and selling NYMEX hedges as it believes NYMEX contracts are the best vehicle for protecting
its shareholders from a long coal position given uncertainties related to its burn levels.

EVA is pot aware of any utility that uses financial 1nstruments and/or actively trades coal
contracts as a mgmﬁcant part of their regulated activities.” One regulated utility which was
criticized for not using financial instruments recently performed an exhaustive study that
concluded that the use of financial instruments would be unwise.” That being said}, most utilities
actively manage their contract portfolios in order to minimize costs. The full benetﬁts of the
active management flow through their fuel costs.

Trading and/or the use of NYMEX contracts for hedging have the potential for incireasing costs
of coal to jurisdictional customers as discussed below. They further create a potential conflict of
interest between generating gains for shareholders versus reducing the costs of coal to customers.

Optimizations

The optimizations are transactions involving fuel or power which reduce costs. DP&L
“developed reporting and accounting procedures to properly credit 25% of the jurisdictional
share of gams and losses associated with coal sales, net of replacement coal costs, fto retail
customers." |

The calculations are as follows:
Calculation #1 - Gain on Coal Sale
- Existing Contract Price
+ Sales Price of Existing Contract
= Resulting Gain on Coal Sale
Calculation #2 - Optimization Benefit
Sales price of existing contract
- Replacement Contract Price
- Difference of Delivery and O&M Costs
= Optimization Benefit
Optimization Benefit * 75% = DP&L share

Calculation #3 - Impact to Fuel Rider

? Duke Energy Ohio actively manages its coal supply to “flatten” its position, not to hedge volumes or realize gains.
Appalachian Power has regulatory approval to use financial hedges in a very limited way. ‘

3 In April 2009, SCE&G agreed to perform an analysis of the feasibility, costs and potential benefits of operating a
financial hedging program for its coal supplies for electric generation as pait of a settlement in a fugl case. In
January 2010, SCE&G issued its report which concluded “Given the lack of any apparent financial benefit from
using coal derivatives in its coal purchasing practices, coupled with a number of other non-quantitative concerns, it
would be unwise at this time and in current market conditions for SCE&G to modify its current coal purchasing

gractices to include any use of financial derivatives.” (SNL Coal Regort, Januarg 21, 20102 |
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- Replacement Contract Price

+ Resulting Gain on Coal Sale

- DPL Share of Optimization Benefit
= Resulting Impact to Fuel Rider

The following are two illustrative examples of the calculations just described

Calculation #1 Gain on Coal Sale A B
Purchase Price 50.00 65.00
Sale Price 75.00 75.00
Gain on Coal Sale 2500 10.00

Calculation #2 Optimization Benefit

Sale Price 75.00 75.00
Replacement Coal Price 55.00 55.00
Difference n Transportation and O&M 8.00 3.00
Replacement Coal Cost 63.00 63.00
Optimization Benefit 1200 12,00
DP& Share of Optimization Benefit 9.00 9.00

Calculation #3 Impact to FUEL Rider

Replacement Coal Cost 63.00 63.00
Gain on Coal Sale 25.00 10.00
DP&L Share of Benefit -9.00  -9.00
Charge to Fuel Rider 47.00 62.00

In Example A, DP&L originally purchased a NYMEX contract for $50 per ton, soﬂd it for $75
and then secured an ILLB replacement contract with the same Btu content for $63| per ton. In
Example B, all of the numbers are the same except DP&L originally purchased a NYMEX
contract for $65 per ton. After divvying up optimization benefits, the Fuel Rider was charged
$47 per ton in Exhibit A and $62.00 per ton in Exhibit B. While the optimization benefit is not
based upon the original purchase price of the coal that is sold, the impact to the FUEL Rider is.
In other words, the gain on the coal sale has a large impact on the FUEL Rider.

In 2010, DP&L identified 10 optimizations which are summanzed in Exhibit 4-2 and the
proceeds from all of these optimizations total [l million.* The project team was unable to
determine why DP&L’s proceeds from optimizations d do not match the gains from
sale of coal on the 2010 annual financial statement ($4.1 million).

* Subsequent adjustments have altered this number.
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Exhibit 4-2
Summary of 2010 Coal Optimizations

When DP&L performs an optimization, all of the details of the transactions are input into its Fuel
Optimization Model template, which is an Excel spreadsheet. This model calculates the total
value of the coal contracts sold (optimized) and the total replacement cost of the contracts
purchased on a dollar per MMBtu basis. The model takes into account the changes in
transportation and operating and maintenance costs. The gain on the optimization is the
difference between the sales price and the quality-adjusted replacement price. DP&L retains 75
percent of the gain.

Review of Optimizations

Optimization 2010-A

The largest optimization in 2010 is 2010-A in which DP&L sold || N M --J
i coal and replaced it with || JJJf coal. The basic economics of Optimization
2010-A are summarized in Exhibit 4-3.

Exhibit 4-3
DP&L Fuel Optimization Model: Optimization 2010-A
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Optimization 2010-B

Optimization 2010-B is what DP&L refers to as a time swap. DP&L sells tons over |
ata

discounted fixed price. (See Exhibit 4-4)

Exhibit 4-4
DP&L Fuel Optimization Model: Optimization 2010-B

Optimization 2010-C
Optimization 2010-C is another time swap. DP&L is exchangin

at a higher price (See Exhibit 4-5).

Exhibit 4-5
DP&L Fuel Optimization Model: Optimization 2010-C
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~ Optimization 2010-D

Optimization 2010-D is another time swap. DP&L is exchangin

as an optimization (See Exhibit 4-
6).

Exhibit 4-6
DP&L Fuel Optimization Model: Optimization 2010-D

Optimization 2010-E

Optimization 2010-E is a swap of || GG 1 b:sic

economics of Optimization 2010-E are summarized in Exhibit 4-7.

Exhibit 4-7
DP&L Fuel Optimization Model: Optimization 2010-E

. .
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Optimization 2010-F

Optimization 2010-F is a ||l swapping — The basic
economics of Optimization 2010-F are summarized in Exhibit 4-8.

Exhibit 4-8 &
DP&L Fuel Optimization Model: Optimization 2010-F

Optimization 2010-G

Optimization 2010-G is the swap of . The basic
economics of Optimization 2010-G are summarized in Exhibit 4-9. The benefit of the
optimization was relatively small.
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Exhibit 4-9
DP&L Fuel Optimization Model: Optimization 2010-G

Optimization 2010-H

Optimization 2010-H is a swap of ||| N |G 1! basic cconomics of

Optimization 2010-H are summarized in Exhibit 4-10.

Exhibit 4-10
DP&L Fuel Optimization Model: Optimization 2010-H
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Optimization 2010-|

Optimization 2010-1 is the swap of
econorics of Optimization 2010-G are summarized in Exhibit 4-11.

Exhibit 4-11 :
DP&L Fuel Optimization Model: Optimization 2010-]

. The basic

Optimization 2010-J

Optimization 2010-J is the swapping of || | NGGccEGIzINEEEE i b:sic

economics of Optimization 2010-J are summarized in Exhibit 4-12. It is not clear why DP&L
did not

Exhibit 4-12
DP&L Fuel Optimization Model: Optimization 2010-J
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Concerns with DP&L Hedging Practices and Optimization Procedures

Hedging ILLB with NYMEX Contracts is an Imperfect Hedge

DP&L argues that NYMEX contracts are a financial hedge to mitigate adverse cogl price
movements. DP&L purchases liquid NYMEX contracts and then subsequently sells them
primarily to purchase Illinois Basin coal. This practice is not a hedge against adverse fuel prices,
but a hedge that the NYMEX coal will increase in value more than Illinois Basin prices.This is
an imperfect hedge against adverse coal price movements. EVA believes DP&L understands that
it is really hedging the market price differential between two coal types based on the following
statement from the “Optimization Description” document provided, “the value spread of a
quality or basin optimization can widen, diminish or even reverse based on marken conditions
that may affect one region or coal quality more than another.”

Exhibit 4-13 illustrates the historical market prices of NYMEX and Illinois Basin ‘coal from
2004 to 2010. Historical NYMEX and Illinois Basin prices are closely correlated (92%), but
NYMEX prices are more volatile than [llinois Basin prices. Illinois Basin coal always follows
the same pricing trend and is always valued less than Central Appalachia coal, although by a
fluctuating amount. As a result, an optimization will always be positive when Central Appalachia
coal is replaced with Illinois Basin coal. To use a simple analogy, this would be akin to a person
hedging the price of gasoline they put into their car by purchasing premium gasoline now,
storing it, and then selling it to purchase regular gasoline at some point in the future. Premium
gasoline will always be greater than regular and both premium and regular gasolme prices will
fluctuate at about the same rate.

Exhibit 4-13

Monthly Prompt Price of CAPP and IL.LB Coal {($/MMBtu)

$/MMBtu
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While DP&L may not include either the original purchase price of the hedge in its optimization
calculations or the price of the alternative coal in its optimization calculations, these prices are
required to determine whether jurisdictional customers pay more or less as a result of using a
combination of NYMEX contracts and optimizations.
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The analysis performed on the decision not to
this discussion.

As DP&L can almost always sell the NYMEX coal at a price greater than the
[Hlinois Basin coal and receive an optimization credit, DP&L has locked in value for its
shareholders at potentially a significant cost to ratepayers. EVA believes that given the historic
premium for Central Appalachia coal, using NYMEX contracts with optimization 'will almost
always increase the cost of coal to customers.

Exhibit 4-14

Relative Costs of [N

Not only does EVA not believe this is what the PUCO had in mind when it agreed to let DP&L
retain 75 percent of the optimization values, EVA believes this is contrary to what DP&L said in
its own application for the FUEL Rider. “No optimization transaction will take place unless the
net effect of the transaction results in a net decrease of costs to the retail ratepayer.”

There are Better Hedging Strategies for DP&L Than NYMEX Contracts

DP&L has argued that because of its uncertain load it has to purchase NYMEX contracts to
insure supply but allow for liquidity if such supply is not needed. The reality is that, thus far, the
fuel consumption at both Killen and Stuart has been remarkably stable with the change in
customer mix. DP&L has not provided adequate demonstration of that uncertainty. Further,
there are other strategies to obtain greater volume flexibility including volume options in
contracts and staggered contract expirations. Finally, DP&L has not demonstrated that procuring
its “uncertain” requirements on the open market at the time they are needed would not be lower
cost than the current strategy.

The Optimizations are a Distraction to Procurement Personnel

DP&L fuel procurement personnel are evaluated upon their contributions to gains bn the resale
of coal. The first item in the list of goals for the Vice President and Director of Fuel are
respectivel

Further, with the FUEL Rider, the decisions made by
fuel procurement personnel should be primarily for the benefit of jurisdictional customers. The
risk that a motivation would be questioned is very high if there are potentially contradictory
employec objectives.

There are Limited Incentives to Minimize the Price of NYMEX Purchases

Given DP&L’s ability to recover its hedging costs through the FUEL Rider, DP&L has procured
significant quantities of NYMEX in 2009 and 2010 h There is no
written strategy for the procurement of the NYMEX contracts, nor does DP&L con51der non-
NYMEX low sulfur coals as an altemmative to the NYMEX contracts.
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Conclusions and Recommendations Regarding Hedging Practices and
Optimizations

EVA does not believe that DP&L has demonstrated that all of its optimizations have achieved a
net decrease in costs to the retail ratepayer because its optimization analysis excludes the
gain/loss on the sale and its optimization analysis does not consider what it could have acquired
the high sulfur coal for if that coal had been purchased in the first place.

EVA recommends that in the future the optimization calculations include alt of these factors and
that optimization sharing should be limited to those circumstances in which the optimlzatlon
actually reduces the cost of coal to retail customers.

DP&L should develop a hedging strategy that considers the type of coal it expects to burn and
the quantity of that coal. To that end, DP&L should not enter into NYMEX hedges that exceed
its expected low sulfur coal requirements and DP&L should enter into high sulfur contracts that
hedge in a consistent manner its expected high sulfur coal consumption.

To the extent that DP&L wants to continue trading, it should separate the trading personnel from
the personnel dedicated to the procurement of jurisdictional coal. The performance of personnel
responsible for the procurement of jurisdictional coal should not be evaluated based upon their
contributions to coal optimization margins.
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5 PLANT PERFORMANCE

Benchmarking

The performance of the DP&L-operated coal plants can be measured against other coal-fired
plants in the PJM Interconnection to determine how competitive these plants are at providing
electricity to the power pool. This same comparison can be made to coal plants in Ohlo and
Kentucky which have similar fuel costs.

Two measures used to demonstrate plant performance are capacity factor and heatirate. Heat rate
is the amount of energy used to generate one unit of electricity expressed in BTUs per kilowatt-
hour. Capacity factor is the utilization rate of the plant or how many megawatt-hours were
generated verses its potential generation. Capacity factor generally ties to the competitiveness of
the plant.

The capacity factors of the three DP&L-operated plants compared to the other coal-fired plants
in the PJM Interconnection are presented in Exhibit 5-1. Killen and Stuart are on the higher end
of the curve, 84 percent and 73 percent, respectively. As noted in Section 1, Stuart’s 2010
capacity factor was impaired by an extended outage in September. Hutchings had'the lowest
capacity factor of PJM coal units in 2010.

Exhibit 5-1
PJM Coal-Fired Power Capacity Factors in 2010
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Killen and Stuart have lower heat rates compared to their PJM competitors (Exhibit 5-2). A
lower heat rate conveys that a plant will use less fuel to produce a unit of electricitly, therefore
the plants marginal cost to produce electricity is lower and able to sell electricity at a more
competitive rate into the power pool. Hutchings has a very high heat rate which is both caused
by and the result of its low utilization.

Exhibit 5-2 _

PJM Coal-Fired Power Plant Heat Rates in 2010
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Exhibit 5-3 displays the cumulative 2010 generation of PIM coal-fired plants by heat rate.
Stuart’s heat rate puts 1t in the bottom half. Killen with a slightly higher heat rate is further up.

Exhibit 5-3
PJM Coal-Fired Facilities Annual Cumulative Generation by Heat Rate

GWh Source: EIA 923
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The comparisons with capacity factor and heat rate are provided with Kentucky and Ohio coal-
fired plants respectively in Exhibits 5-4 and 5-5. Interestingly, the results are simitar with the
PJM population.

Exhibit 5-4
Ohio and Kentucky Coal-Fired Power Capacity Factors in 2010
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Exhibit 5-5

Ohio and Kentucky Coal-Fired Power Plant Heat Rates in 2010
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6 FINANCIAL AUDIT OF THE FUEL |
ADJUSTMENT CLAUSE RIDER (FUEL RIDER)
COMPONENT

Organization

The section of the report concerning the Fuel Rider filings audit is orgamzéd into the
following sections:

+ Certificate of Accountability of Independent Auditors

¢ Background

s Stipulation from Case No. 08-1094-EL-SSO

e Accounts Included in FUEL Rider

o Initial FUEL Rider Rates

o Quarterly FUEL Rider Filings

e FUEL Rider Deferrals

o Other Fuel Handling Expense

¢ Improvement to Sales Forecasts

¢ Potential for a Terminal Undercollected Balance '
¢ Minimum Review Requirements !
» Jointly Owned Generation

¢ Review Related to Coal Order Processing

¢ Fuel Ledger

. BTU Adjustments

o Freight and Barge Vouchers

e Fuel Analysis Reports

e Retroactive Escalation

» Review Related to Station Visitation and Coal Processing Procedure

¢ Review Related to Fuel Supplies Owned or Controlled by the Company

e Review Related to Purchased Power
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e Demurrage

e Review Related to Service Interruptions and Unscheduled Outages

® Audit Trail for FUEL Rider Filings, Supporting Workpapers and Docm::nentation
¢ Renewable Energy :

e Reconciliation Adjustment Audit Trail

o Optimization Trades

¢ Accounting for Emission Allowances

¢ Application of FUEL Rider Rates to Customer Bills

o Changes to Fuel, Purchased Power Procurement and Emission Allowaﬂce
Procurement ‘

o General Ledger Detail and Audit Trail
¢ Internal Audits

e Pairiot Coal Supply Agreement

¢ Memorandum of Findings

¢ Summary of Recommendations
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Certificate Of Accountability Of Independent Auditors
To: The Dayton Power & Light Company

We have examined the quarterly FUEL Rider filings of The Dayton Power & Light
Company (“DP&L”) for the year ended December 31, 2010, which suppor_t the
calculations of the Fuel Rider rates for the 12-month period January through December
2010. In conducting our review, we were aware of and considered the guidance set forth
in former Chapter 4901:1 — 11 and related appendices of the Ohio Administrative Code
relating to “Uniform Financial Audit Program Standards and Specifications for the
Electric Fuel Component”. Our examination for this purpose was conducted in
accordance with attestation standards established by the American Institute of Certified
Public Accountants and, accordingly, included examining on a test basis, the accounting
records and such other procedures as we considered necessary in the circurpstances. We
did not make a detailed examination as would be required to determine that each
transaction was recorded in accordance with the financial procedural aspects of former
Chapter 4901:1 — 11 and related appendices of the Ohio Administrative Code. Our
examination does not provide a legal determination of DP&L’s compliance with specific
requirements.

The FUEL Rider filings are the responsibility of the Company’s managemeént. Our
responsibility is to express an opinion as to DP&L’s fair determination of the FUEL
Rider rates for January through December 2010 calculated with those quarterly filings,
which include the Reconciliation Adjustments for the period January through November
2010 that were reflected by DP&L through the Company’s quarterly FUEL Rider filings.

In our opinion, except for the error corrections noted in this report, DP&L has
determined, in all material respects, the FUEL Rider rates for the 12-month period
January through December 2010, including the Reconciliation Adjustments for the period
January through November 2010 in accordance with its proposed procedures and its
interpretation of what should be includable in the FUEL Rider rates.

Sleidr (haoesit®a Pl

Larkin & Associates PLLC

Livonia, Michigan
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Background

On September 3, 2003, the Commission approved a stipulation extending IDP&L’

market development period to December 31, 2005, and provided for a rate stablhzatton
plan ("RSP") from January 1, 2006 through December 31, 2008. Under the RSP,
DP&L’s fuel rate was fixed and included in the base retail generation rates; DP&L filed
an application with the Commission on October 10, 2008 for a standard setvice offer
("SSQ") in the form of an electric security plan ("ESP") as Case No. 08-1094-EL-SSO et
al. The application was supplemented on December 5, 2008. A Stipulation was
subsequently filed with the Commission on February 24, 2009. (See discussion below)
In the Commissions' Opinion and Order dated June 24, 2009, the Commissjon authorized
DP&L to implement a bypassable fuel recovery rider ("FUEL Rider") to bécome
effective January 1, 2010. The Commission also determined that the Stipulation would
freeze distribution rates through December 31, 2012; would ensure rate certainty through
December 21, 2012, with limited, specific exceptions; and requires DP&L ko implement
energy efﬁc1ency and peak demand reduction programs in consultation w1th an energy
efficiency collaborative. :

Stipulation From Case No. 08-1094-EL-SSO

Certain provisions of the FUEL Rider were addressed in a stipulation reached in Case
No. 08-1094-EL-SSO et al.

The following passages are from the Stipulation and Recommendation in Case No. 08-
1094-EL-SSO et al., dated February 24, 2009 at paragraphs 1 and 2:

To assist in maintaining rate certainty, the parties agree to extend DP&L's current
rate plan through December 31, 2012, except as expressly modified hereia.

DP&L will implement a bypassable fuel recovery rider to recover retail fuel and
purchased power costs, based on least cost fuel and purchased power being
allocated to retail customer. To calculate the rider, jurisdictional emission
allowance proceeds and twenty-five percent of jurisdictional coal sales gains will
be netted against the fuel and purchased power costs. Retail customers for the
purpose of this calculation include DP&L as well as DPL Energy Resource
customers. The rider will initially be established at 1.97¢ per kWh, which
amount will be subtracted from DP&L's residual generation rates. No later than
November 1, 2009, DP&L will make a filing at the Commission to establish the
fuel rider to become effective January 1, 2010. Thereafter, the Company shall
file quarterly adjustments for recovery of the cost of fuel and purchased power.
The Company's annual filing will be submitted during the first quarter of gach
year, beginning in 2011, and will be subject to due process, including audits and
hearings (unless no signatory party objects to foregoing the hearing) for the
twelve-month periods ending December 31, 2010 and 2011. The Company's
annual filing shall include but not be limited to details substantiating all costs
included in the fuel recovery rider during the prior calendar year so that Staff and
interested parties can evaluate the methodology, account balances, forecasts, and
substantiating support. Such audit shall be conducted by an independent third
party auditor or Staff, at the Commission's discretion. If conducted by a third
party: (a) the third party will be engaged by the report to staff; and (b) DP&L
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will fund the audit and may seek cost recovery through the fuel recovery rider.
DP&L will withdraw its request for deferral of fuel costs for 2009-2010.

Accounts Included In DP&L’s FUEL Rider

As stated in the Company’s Application to Establish a FUEL Rider, DP&L has
interpreted the Stipulation and Order in Case No. 08-1094-EL-SSO et al to:allow for the
inclusion of costs from the following FERC accounts and types of costs in nts quarterly
FUEL Rider filings: :

Fuel Costs. FERC Accounts 501 and 547 include the costs of fuel and .
transportation of fuel used for the generation of electricity. The majority of fuel
handling costs at the plants is also recorded in Account 501. Gains and ldsses on
fuel sales that are recorded into Account 456 and cleared through Account 501
were separately estimated as discussed below. The costs for disposal of fly ash
are also recorded in FERC Account 501, but were excluded from the projected
costs used to establish initial FUEL rates. The portion of the recorded costs for
biomass and similar fuels that is higher than the equivalent cost of coal will be
excluded from fuel calculations and recovered through the Alternative Energy
Rider; the portion of these costs up to the equivalent cost of coal will be included
in the fuel calculations for recovery through the FUEL rates.

Other Fuel Handling Costs. The portion of the costs recorded in FERC:
Accounts 403 and 512 that involve fuel handling equipment at the plants is
included. This fuel handling activity allows the Company to manage the |
complexity of unloading, storing and blending the multiple fuel types that DP&LE
can now use. These costs are incurred to allow the Company to burn a wider
range of fuels and to reduce the overall fuel cost to customers.

Purchased Power Costs and Related Transmission Not Otherwise
Recovered. FERC Account 555 includes the cost of purchased power. FERC
Account 565 includes electric transmission costs, including costs of transmission
of power external to PIM to bring it to PIM (if any).

Emissions Allowances. FERC Account 509 records the costs of emission
allowances. Currently this account includes sulfur dioxide ("SO,") and nitrogen
oxides ("NOx") emission allowance costs. Future legislation may add other
types of allowance costs that would also be recorded in this account for recovery.

Gains and Losses. Gains and losses on purchased power are recorded in/FERC
Account 421 and 426. Gains and losses on the sale of coal and on the sale of
heating oil futures used as a price hedge are recorded in FERC Account 456.
Gains and losses on the sale of emission allowances are recorded in FERC
Accounts 411.8 and 411.9. The net proceeds of optimization transactions, where
there is a sale of coal or power and a replacement purchase, are based on the
price of coal or power sold, net of the cost of the replacement coal or power. The
net proceeds of the jurisdictional share of optimization transactions are shared
with 25% of the net proceeds being credited to retail custorers based on the
Stipulation provisions. -

Reconciliation Adjustment Initially Set to Zero. Within future FUEL ]Rider
quarterly filings, the amounts under-recovered or over-recovered will be assessed
or returned to customers over time through a reconciliation adjustment, which
will also include a component to reflect carrying costs or benefits at DP&L's
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weighted average debt rate as last set in Case No. 08-1094-EL-SSO. As of
January 1, 2010, however, there is no over- or under-recovery and, thus, the
reconciliation adjustment would be initially set at zero. DP&L has not actually
recorded a carrying cost or benefit on the amounts under-recovered or over-
recovered during this period.

Initial FUEL Rider Rates

Paragraph 2 of the February 24, 2009 Stipulation and Recommendation in Case No. 08-
1094-EL-SSO et al states at page 4: “The rider will initially be established at 1.97 cents
per kWh, which amount will be subtracted from DP&L’s residual generation rates.” Data
request Onsite 44 asked DP&L to explain why the FUEL Rider rates implémented by
DP&L effective January 1, 2010 were different from the 1.97 cents per kWh amount
cited in the stipulation. The Company’s response to Onsite 44(a) and (b) indicate that, at
the time of the ESP settlement, the first quarter 2010 fuel rate was not known, however,
the Stipulation did identify the amount to be removed from base generation rates. The
Stipulation required DP&L to file by November 1, 2009 to establish the January 1, 2010
fuel rate. The Company stated that the 1.97 cents per kWh initial Fuel Rider rate was an
agreed upon end-result by the parties signing the Stipulation with no deﬁned computation
method or agreement as to how the number was derived.

Quarterly FUEL Rider Filings
For the period 2010, DP&L made the following quarterly FUEL Rider filings:

Exhibit 6-1 .
2010 Quarterly FUEL Rider Filings
Reconciliation ‘ justment
Date Filed Forecast Period Covered Actual Peri k overed
October 30, 2009 January — February 2010
February 1, 2010 March — May 2010 ‘
April 30, 2010 June — August 2010 Jmm—FcbWZOIO
July 30, 2010 September — November 2010 March — May 2010
November 4, 2010 December 2010 — February 2011 June — August 2016
January 31, 2011 March — May 2011 September — November 2011

Larkin’s review of DP&L's quarterly FUEL Rider filings covers the forecast periods
encompassing calendar 2010. Our review also covers DP&L's calculations of the
Reconciliation Adjustment (RA) components included within those quarterty FUEL
Rider filings for the months of 2010. Larkin’s review DP&L’s RA information included
verification to actual recorded results on a test basis for the months of Janu;ary through
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November 2010. Additionally, we reviewed DP&L's actual recorded results for the
month of December 2010.’

Initial Quarterly FUEL Rider Filing — January and February 201 0

On October 30, 2009, DP&L submitted its initial quarterly Fuel Rider filing which
reflects forecasted data from January through February 2010. DP&L’s filing included a
submittal letter, Schedules 1 and 2, and Workpaper 1, which supports the Company’s
proposed calculations. With this initial filing, Schedule 2, which is the Company’s
Reconciliation Adjustment schedule, reflects a zero balance. On this schedule, DP&L
included a footnote which states “This schedule will not be relevant until the June filing.”
As discussed in DP&L’s Application dated October 30, 2009, at pages 4 and 5, the
reconciliation adjustment reflects amounts under-recovered or over-recovered to be
assessed or refunded to customers in DP&L’s subsequent FUEL rider filings. However,
as of January 1, 2010, there was no under-recovery or over-recovery, so the reconciliation
adjustment is initially set to zero. The following sections discuss DP&L.’s Fuel Rider
ﬁling; by reproducing Schedules 1 and 2 as well as Workpaper 1 as Exhibits 6-2 through
6-16. ‘

Exhibit 6-2

Forecasted Quarterly Rate Summary, January through February 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-UNC

FUEL Rider
Foregasted Quarterly Rate Summary

Line ) ® © ©) ® ®
No. Description - Jan-10 Feb-10 Total Source

| Forecasted FUEL Costs $41,047,173  $36,240,199 377,287,371

2 Assigned to Off-System Sales ($7.113.8085)  ($7,243.424) ($)4.357.220) -

3 Retail Costs $33,933,368 528,996,774 562,930,142 Line1-Line2

4  Forecasted Generation Level Retail Sales 1,445,326,586  1,195,140,000 2,640,466,586 Workpaper J, Line I8

5 Retail FUEL Rate before Reconciliation Adjustment $/4cWh $0.0238330 Line3/Line4d

6 Reconciliation Adjustment $/kWh $0.000G000 Schedule 2, Line 5

7 Forecasted Retail FUEL Rate $/&kWh $0.0238330 Line 5+ Line 6

High Vaoltage Secondary &
FUEL Rates at Distribution Level: & Substation Primary Residential
& Distribution Line Loss Factors 1.00583 101732 1.64687 :
9 FUFEL Rates $’&kWh $0.0239719  $0.0242458  $0.0249501 Line 7* Line 8

Schedule 1: This schedule reflects DP&L’s estimates of the monthly fuel costs it
expected to incur during the period January through February 2010. As shown on lines
1-3 of Schedule 1, the categories included DP&L’s forecasted fuel costs for January and

' Note that, at the time of our review of Decermber 2010, DP&L had not yet filed an RA for December 2010
in a quarterly FUEL Rider filing. ‘

? As noted above, DP&L’s Reconciliation Adjustment was initially set to zero, so Schedulb 2 is not
reproduced in our report until the RA component began appearing in DP&L's quarterly FUEL Rider filings.
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February, which totaled $77.287 million (column E), less amounts assigned to Off-
System Sales which totaled $14.357 million, which resulted in forecasted met Retail Costs
of $62.930 million. As shown on line 4 of Schedule 1, the Company included its
forecasted Generation Level Retail Sales, which totaled 2.640 billion kWhi for the period
January through February 2010. The Company then calculated its retail fuel rate before
Reconciliation Adjustment of $0.0238330 per kWh by dividing the net Retail Costs of
$62.930 million by the forecasted Generation Level Retail Sales as shown on line 5. As
noted above, DP&L will not have a reconciliation adjustment until its FUEL rider filing
for the period June through August 2010. Therefore, line 6, which is the Reconciliation
Adjustment line, is set to zero. Since there is no reconciliation adjustment in this initial
filing, the Forecasted Retail Fuel Rate is $0.0238330 per kWh as shown on line 7.
Finally, the Company applied Distribution Line Loss Factors to its Forecasted Retail Fuel
rate, which is based on voltage levels in order to derive the fuel rates at the distribution
level’. As shown on line 8, these line loss factors are 1.00583, 1.01732 and 1.04687
cents per kWh for High Voltage & Substation, Primary and Secondary & Residential
voltage levels, respectively. The application of these line loss factors results in fuel rates
at the distribution level of $0.0239719, $0.0242458 and $0.0249501 cents per kWh as
shown on line 9.

Because the Company’s Reconciliation Adjustment was initially set to zero, Schedule 2
from DP&L’s initial FUEL rider filing is not reproduced here.

¥ In 2009, DP&L conducted a line loss study to determine average loss factors to account for line losses on
metered sales across voltage levels. ’
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Exhibit 6-3 _
Forecasted Quarterly Rate — Workpaper 1, January through February 2010

Line
No,

00 w1 O LA B W R e

e
Lh o o o= S

—_— =
-1 >

18

20
21
22

23
24
25
26

Notes:

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-UNC

FUEL Rider
(A) ®) ©
Forecasted Costs (§)'
Steam Plant Generation (501) $36,425,856
Steam Plant Fuel Oit Consumed (501) $516,401
Steam Plant Fuel Handling (501) $577,207
Steam Plant Gas Consumed (501) $53,970
Maintenance on Coal Handling Equipment (512) $391,524
Depreciation Expense on Coal Handling Equipment (403) $151,303
Coal Sales (456) (31,838,939)
System Optimization $1,005,092
Heating Oil Realized Gains or Losses (456) ($107,193)
Allowances Consumed (509) $490
Cost of Fuel, Gas and Diesel Peakers (547) $224,504
Purchased Power (555) 34,435,145
Purchased Power Realized Gain/Losses (421 & 426) $0
Allowance Sales (411.8 & 411.9) ($788.187)
Total Costs $41,047,173
Assigned to Off-System Sales’ {$7,113.805)
Retail Costs $33,933,368
Total Forecasted Generation Level Retail Sales' 1,445,326,586

®)
Feb-

$32,310,052
$656,035
$555,233
$44,940
$580.591
$146,147
{$1,844,896)
$1,005,002
($104,883)
$443
$65,698
$3,543,559

- $0
($711,813)
£36,240,199

(E)
- Total

$68,735,908
$1,166,436
$1,132,440
$98,910
$972,115
$297,451
{83,683,835)
$2,010,184
($212,076)
$933
$290,202
$7,978,704
30
(51.500.000%
$77,287,371

7243424 14,357,229

$28,996,774

$62,930,142

1,195,140,000  2,640,466,586

Retail FUEL Rate $/kWh $0.0238330
Distribution Loss F Rate atDi v
High Voltage & Substation 1.00583 $0.0239719
Primary 1.01732 $0.0242458
Secondary & Residential 1.04687 $0.0249501
First Quarter FUEL Rider
Standard Offer Metered Level Sales and Revenue Forecast kWh: Revenue §
High Voltage & Substation 61,258;044 $1,468.472
Primary 367,133,562 $8,901,447
Secondary & Residential 1 15,741 $47,647.599
Total 2,338,107,347 $58,017,517
' Data from Corporate Model

? Distribution Loss Factors from 2009 Line Loss Study

Workpaper 1: Column A of this workpaper (lines 1-14) reflects a breakout of the
categories of the forecasted costs that the Company has included in its Fuel Rider.
Columns C and D provide a breakout of the forecasted amounts associated with each
expense category for January and February 2010, respectively, and which totals the
$77.287 million shown on Schedule 1. Lines 16 through 19 of Workpaper 1 reflect the
forecasted amounts shown on Schedule 1 for DP&L’s off-system sales, retail costs,
forecasted generation sales and retail fuel rate. Lines 20 through 22 of Workpaper 1
reflect the distribution line loss factors and forecasted fuel rates at the distribution level,
which are shown on Schedule 1 at lines 8 and 9, respectively. Finally, lines 23 through
26 of Workpaper 1 reflect a breakout of DP&L’s standard offer metered level sales and

revenue forecast. Specifically, Column D reflects forecasted kWh for the High Voltage
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& Substation, Primary and Secondary & Residential voltage levels of 61.258 million
kWh, 367.134 million kWh and 1.910 billion kWh, respectively. The Company’s
forecast totals 2.338 billion kWh as shown on line 26. Column E of Workpaper 1 reflects
the Company’s forecasted Fuel Rider revenue for each voltage level, which was
calculated by multiplying the kWh associated with each of the voltage levels referenced
above by the forecasted fuel rates at the distribution level. The Company s forecasted
Fuel Rider totals $58.018 million as shown on line 26. |

Quarterly FUEL Rider Filing — March through May 2010

Exhibit 6-4
Forecasted Quarterly Rate Summary, March through May 2010

THE DAYTON POWER AND LIGHT COMPANY
Case Ne. 09-1012-EL-FAC

FUEL Rider
Forecasted Quarterly Rate Summary ‘
Line @ ®) © @) ® ®
Na. Description Mar-10 Apr-10 May-10 Taal Source
1 Forecasted FUEL Costs $41,837,330  $32,291.789 536501472 $110,630,590,
2 Assigned to Off-System Sales ($14900,990)  ($8.171.608) (510.088.476) (§33.)161.074}
3 Retail Costs $26,936,33%  $24,120,181  $26,412,996 $77.469,5161 Line 1 - Line 2
4 Forecasted Generation Level Retail Sales 1,142,655,000 983,633,000 1,049,020,000 3,175308,000 Workpaper 1, Line 18
5 Retsil FUEL Rate before Reconciliation Adjustment $/kWh $0.0243975! Line 3/ Line 4
¢ Reconciliation Adjustment $/&AWh $0.0000000: Schedule 2, Line 5
7 Forecasted Retail FUEL Rate $/k'Wh $0.0243975! Line 5 +Line 6
High Voltage Secondary & |
FUEL Ratgs at Disiribgtion Level: & Substation Primary Residential !
8  Distribution Line Loss Factors 1.00583 1.01732 104687 |
9  FUEL Rates $/kWh . $0.0245397 $0.0245201 $0.0255410 | Line 7 * Line 8

Schedule 1: This schedule reflects DP&L’s estimates of the monthly fuel costs it
expected to incur during the period March through May 2010. As shown on lines 1-3 of
Schedule 1, the categories included DP&L’s forecasted fuel costs for March, April and
May, which totaled $110.631 million (column E), less amounts assigned to Off-System
Sales which totaled $33.161 million, which resulted in forecasted net Retail Costs of
$77.470 million. As shown on line 4 of Schedule 1, the Company included its forecasted
Generation Level Retail Sales, which totaled 3.175 billion kWh for the period March
through May 2010. The Company then calculated its retail fuel rate before-
Reconciliation Adjustment of $0.0243975 per kWh by dividing the net Retail Costs of
$77.470 million by the forecasted Generation Level Retail Sales as shown pn line 5. For
the reason noted 1n its initial quarter]ly Fuel Rider filing, DP&L did not reflect a
reconciliation adjustment in its March through May 2010 filing. Therefore, the
Reconciliation Adjustment is still set to zero as shown on line 6. Since there is no
reconciliation adjustment in this filing, the Forecasted Retail Fuel Rate is $0.0243975 per
kWh as shown on line 7. Similar to its initial filing, as shown on line 8, the Company
reflected the line loss factors of 1.00583, 1.01732 and 1.04687 cents per kWh for the
High Voltage & Substation, Primary and Secondary & Residential voltage levels,
respectively. The application of these line loss factors results in fuel rates at the
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distribution level of $0.0245397, $0.0248201 and $0.0255410 cents per kWh as shown
on line 9.

Since the Company s Reconciliation Adjustment was set to zero in this quarterly filing,
Schedule 2 is not reproduced here.

Exhibit 6-5
Forecasted Quarterly Rate — Workpaper 1, March through May 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. (9-1012-EL-FAC

FUEL Rider
Line (&) (B) ©) O} | (E)
Na, Description Mar-10 Apr-10 May-10 Total
Forecasted Costs (5)'
1 Steam Plant Generation (501) $36,880,465 $27,822,190  $29,526,657  $94,229,312
2 Steam Plant Fuel Oil Consumed (501) $568,435 $419,302 917934  $1,905,671
3 Steam Plant Fuel Handling (501) $560,419 $684,698 $457,108  $1,702,225
4 Steam Plant Gas Consumed (501) $64,160 $37.490 $41,610 $143,260
5 Maintenance on Coal Handling Equipsent (512) $356 400 $200,7i8 $504,662 $1,062,779
6  Depreciation Expense on Coal Handling Equipment (403) $166,529 $208,960 $132,258 $507,747
7 Coal Sales (456) (5280,156)  ($929,743) ($527,942)  ($1,737,841)
8  System Optimization $502,546 $502,546 $502,546 $1,507,638
9  Heating Qil Realized Gains or Losses (456) $285,687 $86,394 $83,963 456,044
10 Allowances Consumed (509) $549 $439 5405 $1,393
11 Cost of Fuel, Gas and Diesel Peakers (547) $171,238 $65,698 $64,698 $302,634
12 Purchased Power (555) $3307,185  $3,946,970 $4,795,573  $12,049,728
13 Purchased Power Realized Gain/Losses (421 & 426) $0 $0 . 30 $0
14 Allowance Sales (411,38 & 411.9) (3746,127Y  ($753.873) . 30 (51,500,000
15  Total Costs $41,837,330  $32,291,789  $26,501,472 $110,630,590
16 Assigned to Off-System Sales' ($14.900.990) ($8.171,608)  ($10,088,476) ($33,161,074)
17 Retail Costs $26,936339  $24,120,181  $26412.99%  $77.469,516
18 Total Forecasted Generation Level Retail Sales’ 1,142,655000 983,633,000 1,049,020,000 3,175,308,000
19 Retail FUEL Rate $/kWh $0.0243975
Distribution Loss Factor® Rate at|Distributi
20 High Voltage & Substation 1.00583 0245397
21 Primary 1.01732 $0.0248201
22  Secondary & Residential 1.04687 $0.0255410
Spring|2010 FUEL Rider
Standard Offer Metered Level Sales and Revenue Forecast kWh Revenue §
23 High Voltage & Substation 951671358  $2,335378
24  Primary ) 581,766,593  $14,439,505
25 Secondary & Residential 2,070 133 $32.894.955
26 Total 2747914084  $69,669,838

Workpaper 1: Column A of this workpaper (lines 1-14) reflects a breakout of the
categories of the forecasted costs that the Company has included in its Fuel Rider for the
period March through May 2010. Columns B, C and D provide a breakout of the
forecasted amounts associated with each expense category for March, April and May
2010, respectively, and which totals the $110.631 million shown on Schedule 1. Lines 16
through 19 of Workpaper 1 reflect the forecasted amounts shown on Schedule 1 for
DP&L’s off-system sales, retail costs, forecasted generation sales and retail fuel rate.
Lines 20 through 22 of Workpaper 1 reflect the distribution line loss factors and
forecasted fuel rates at the distribution level, which are shown on Schedule 1 at lines 8
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and 9, respectively. Finally, lines 23 through 26 of Workpaper 1 reflect a breakout of
DP&L’s standard offer metered level sales and revenue forecast. Specifically, Column D
reflects forecasted kWh for the High Voltage & Substation, Primary and Secondary &
Residential voltage levels of 95.167 million kWh, 581.767 million kWh and 2.071 billion
kWh, respectively. The Company’s forecast totals 2.748 billion kWh as shown on line
26. Column E of Workpaper 1 reflects the Company’s forecasted Fuel Rider revenue for
each voltage level, which was calculated by multiplying the kWh associated with each of
the voltage levels referenced above by the forecasted fuel rates at the distribution level.
The Company’s forecasted Fuel Rider totals $69.670 million as shown on line 26.

Quarterly FUEL Rider Filing — June through August 2010
Exhibit 6-6
Forecasted Quarterly Rate Summary, June through August 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC
FUEL Rider

Forecasted Quarterly Rate Summary
Line A} (B ©) () (E) : 3]
1 Farecasted FUEL Costs $38,023,910  $43,334,798 343986276 $125,344.983 "
2 Assigned to Qff-System Sales (88.237.874) ($7.961.751) ($9.83377D) ($26.033.398)
3 Retail Costs $20,786,036 335,373,047  $34,152,503  $99,311,585 Linc1-Line2
4  Forecasied Generation Level Retail Sales 1,170,727,538  1,392,228,714 1,347,165,683  3,910,121,935 |Warkpaper 1, Line 18
5 Retail FUEL Rate before Reconciliation Adjustment $/kWh $0.0253986 Linc 3/ Line 4
6 Reconciliation Adjustment $kWh $0.0008252 Schedule 2,Line 5
7 Farecasted Retail FUEL Rate $kWh $0.0262238 Line 5+ Line 6
High Voltage Secondary &

FUEL Rates at Distribution Level: & Substation Erimary Residentinl !
8 Distribution Line Loss Factors 1.00583 101732 1.04687
9  FUEL Rates $/kWh $0.0263767 $0.0266780 $0.0274529 iLine 7 * Linc 8

Schedule 1: This schedule reflects DP&L’s estimates of the monthly fuel costs it
expected to incur during the period June through August 2010. As shown on lines 1-3 of .
Schedule 1, the categories included DP&L’s forecasted fuel costs for March, April and
May, which totaled $125.345 million (column E), less amounts assigned to Off-System
Sales which totaled $26.033 million, which resulted in forecasted net Retail Costs of
$99.312 million. As shown on line 4 of Schedule 1, the Company included its forecasted
Generation Level Retail Sales, which totaled 3.910 billion kWh for the period June
through August 2010. The Company then calculated its retail fuel rate before
Reconciliation Adjustment of $0.0253986 per kWh by dividing the net Retail Costs of
$99.312 million by the forecasted Generation Level Retail Sales as shown on line 5. As
noted above, the Company has a Reconcihiation Adjustment for the period January
through February 2010 (see Schedule 2 discussion below). Therefore, as shown on line
6, DP&L has reflected a Reconciliation Adjustment in the amount of $0.0008252 per
kWh. DP&L added its Reconciliation Adjustment to the $0.0253986 per kWh noted
above to derive its forecasted retail fuel rate of $0.0262238 per kWh as shgwn on line 7
of Schedule 1. After applying the line loss factors of 1.00583, 1.01732 and 1.04687 cents
per kWh for the High Voltage & Substation, Primary and Secondary & Residential
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voltage levels, the Company calculated fuel rates at the distribution level of $0.0263767,
$0.0266780 and $0.0274529 cents per kWh as shown on line 9.

Exhibit 6-7
Reconciliation Adjustment — January through February 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC
FUEL Rider
Reconciliation Adjustment (RA)

Line @) ®) © o) ® . ®

No. Description Jan-10 Feb-18 Total ' Source

1  Actual Fuel Cost $31312,355  $26616327  $57,928,682 |

2 Actual Revenue Recovery (529,818,488)  (§25,533,366) ($35.351,854) i

3 Under (Over) Recovery $2,576,828 Line 1 +Line 2
Jun-10 Jul-10 Aug-10 :

4 Forecasted Sales . 910,033,457  1,137,846,241  1,074,894158 3,122,773,856

S Forecasted RA Rate SkWh $0.0008252

Schedule 2: Line 1 of Schedule 2 reflects DP&L’s actual fuel costs that were incurred
during January and February 2010, which totaled $57.929 million (column E). Line 2 of
Schedule 2 reflects DP&L’s actual revenues for the same period, which totaled $55.352
million. The difference between the Company’s actual fuel costs and actual revenues
results in an under-recovery in the amount of $2.577 million as shown on line 3. Line 4
of Schedule 2 reflects DP&L’s forecasted sales for the period June through August 2010,
which total $3.123 billion (column E). The Company derived its Reconciliation
Adjustment of $0.0008252 per kWh (shown on Schedule 1, line 6) by dividing the under-
recovery of $2.577 million by its forecasted sales for the period June through August
2010,
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Exhibit 6-8
Forecasted Quarterly Rate — Workpaper 1, June through August 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC

FUEL Rider
Line @ ®) © ) ®
No. Description Jhin-10 Jul-10 Aug-10 Total
Forecasted Costs (§)! :
1 Steam Plant Generation (501) $30,116,270 $33,566,500 $34,373,500 $98,056,670
2 Steam Plant Fuel Oii Consumed (501) $659,797 $615,822 5666,499 $1,942,118
3 Steam Plant Fuel Handling (501) $515,972 $502,782 $508,377 31,527,131
4 Steamn Plant Gas Consumed {501) $29,150 $52,500 $55,440 $137,000
5 Maintenance on Coal Handling Equipment (512) $366,563 $327,695 $364,050 §1,058,307
6 Depreciation Expense on Coal Handling Equipmnent (403) $160,758 §152,i78 $153,173 $466,110
7 Coal Sales (456) {$981,980) (3663,293) (5621,272) (52,266,545)
8  System Optimization $502,546 $502,546 $502,546 $1,507,638
9 Heating Oil Realized Gains or Losses (456) $435,390 338,270 $125,5T0 $649,730
18 Allowances Consumed (509) $a $0 0 30
11 Cost of Fuel, Gas and Diesel Peakers (547) $536,535 $894,569 $713,269 $2,144374
12 Purchased Power (§55) $5,682,400 $7,295.228 $7,144,724 $20,122,361
13 Purchased Power Realized Gain/Losses (42} & 426) $¢ 30 £0 30
14 Allowance Sales (411.8 & 411.9) 50 50 50 30
15 Total Costs $38,023,510 $43,334,798 $43,986,276 $125,344,983
16  Assigned to Off-System Sales’ (88,237,874) ($7,961,751) ($9,833,773) ($26,033,398)
17 Retail Costs $29,786,036 $35,373,047 $34,152,503 $99,311,585
18  Total Forecasted Generation Level Retail Sates' 1,170,727,538 1,392,228.714 1,347,165,683 3,914,121,935
18 Retail FUEL Rate $/kWh $0.0253986
Reconciliation Adj
23 Under (Over) Recovery $2,576,828
21 Forecasted RA Rate $kWh $0.0008252
Line Loss Adjustment istributi Facto Rate g Distribution Level
22 High Voltage & Substation 1.00583 $0.0263767
23 Primary 1.1732 $0.0266780
24 Secondary & Residential 1.94687 $0.6274529
Summer 2¢10 FUEL Rider
Standard Offer Metered Level Sales and Revenue Forecast kWh Revenue 3
25 High Voltage & Substation 78,303,904 $2,065,399
26 Primary 510,191,503 $13,610,889
27  Secondary & Residential 2,411.937,893 $66.214.690
28 Total 3,000,433,299 $81,890,977

Workpaper 1: Column A of this workpaper (lines 1-14) reflects a breakout of the
categories of the forecasted costs that the Company has included in its Fuel Rider for the
period June through August 2010. Columns B, C and D provide a breakout of the
forecasted amounts associated with each expense category for March, April and May
2010, respectively, and which totals the $125.345 million shown on Schedule 1. Lines 16
through 19 of Workpaper 1 reflect the forecasted amounts shown on Schedule 1 for
DP&L’s off-system sales, retail costs, forecasted generation sales and retail fuel rate.
Lines 20 and 21 of Workpaper 1 reflect the under-recovery of $2.577 million and the
forecasted RA rate of $0.0008252 per kWh. Lines 22 through 24 of Workpaper 1 reflect
the distribution line loss factors and forecasted fuel rates at the distribution level, which
are shown on Schedule 1 at lines 8 and 9, respectively and were calculated by multiplying
DP&L’s forecasted retail fuel rate by each of the distribution line loss factors. Lines 25
through 28 of Workpaper 1 reflect a breakout of DP&L’s standard offer metered level
sales and revenue forecast. Specifically, Column D reflects forecasted kWh for the High
Voltage & Substation, Primary and Secondary & Residential voltage levels of 78.304
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million kWh, 510.192 million kWh and 2.412 billion kWh, respectively. The Company’s
forecast totals 3.000 billion kWh as shown on line 28. Column E of Workpaper 1 reflects
the Company’s forecasted Fuel Rider revenue for each voltage level, which was
calculated by multiplying the kWh associated with each of the voltage levels referenced
above by the forecasted fuel rates at the distribution level. The Company’s forecasted
Fuel Rider totals $81.891 million as shown on line 28. ‘

Quarterly FUEL Rider Filing — September through November 2010
Exhibit 6-9
Forecasted Quarterly Rate Summary, September through November 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC

FUEL Rider
Forecasted Quarterly Rate Summary
Line (A) (B) © @ (E) (F)
No. Pescription Sep-10 Oct-10 Now-1¢ Total - Source
1 Forecasted FUEL Costs $37,196,933 535,813,026  $37,070,411  $110,080,369
2 Assigied to Off-System Seles (39.886241)  (§9.976273) ($9.022.729) ($28.885.243)
3 Retail Costs $27,310,692  $25,836,753 328,047,682  $81,195,126 Linel -+ Line 2
4 Forecasted Generation Level Retail Sales 1,121,475,694 1,056,318,878 1,142,.806,896 3,320,601,468 Workpeper 1, Line 18
5 Retail FUEL Rate before Reconciliation Adjustment $/kWh $0.0244519 Line 3/ Line 4
6 Reconciliation Adjustment $Wh $0.0013220 Schedule 2, Line 5
7 Forecasted Retail FUEL Rate $/kWh $0.0257739 Line 5+ Line 6
High Voltage Secondary &
EUEL Rates at Distribution Level; & Substation Primary Residential
8 Distribution Line Loss Factors 1.00583 1017132 1.04687
9  FUEL Rates $/kWh $0.0239242 $0.0262203 $0.0269819 Line 7*Line§

Schedule 1: This schedule reflects DP&L’s estimates of the monthly fuel ¢osts it
expected to incur during the period September through November 2010. As shown on
lines 1-3 of Schedule 1, the categories included DP&L’s forecasted fuel costs for
September, October and November, which totaled $110.080 million (columhn E), less
amounts assigned to Off-System Sales which totated $28.885 million, whi¢h resulted in
forecasted net Retail Costs of $81.195 million. As shown on line 4 of Schedule 1, the
Company included its forecasted Generation Level Retail Sales which totaled 3.321
billion kWh for the period September through November 2010. The Company then
calculated its retail fuel rate before Reconciliation Adjustment of $0.0244519 per kWh by
dividing the net Retail Costs of $81.195 million by the forecasted Generation Level
Retail Sales as shown on line 5. The Company reflected a Reconciliation Adjustment for
the period March through May 2010 (see Schedule 2 discussion below) of $0.0013220
per kWh on line 6. DP&L added its Reconciliation Adjustment to the $0.0244519 per
kWh noted above to derive its forecasted retail fuel rate of $0.0257739 per kWh as shown
on line 7 of Schedule 1. After applying the line loss factors of 1.00583, 1.01732 and
1.04687 cents per kWh for the High Voltage & Substation, Primary and Secondary &
Residential voltage levels, the Company calculated fuel rates at the distribution level of
$0.0259242, $0.0262203 and $0.0269819 cents per kWh as shown on line 9.
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Exhibit 6-10
Reconciliation Adjustment — March through May 2010
THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC

FUEL Rider
Reconciliation Adjustment (RA)

Line (A) ®) (©) D) ® ®

No. Description Mar-10 Apr-10 May-10 Total Source
1 Actual Fuel Cost $24.181,194 $19,612,608 $19,716,657 $63,510,459'
2 Actual Revenue Recovery (824198968}  ($19.523.305) (317.010.005) ($60.732.278}
3 Under (Over) Recovery $2,778,180 Line 1 +Line 2
Sep-10 Qct-10 Nov-10 |
4 Forecasted Sales 720,921,956 649,963,096 730,649,068 2,101,534,120:
5 Forecasted RA Rate $/kWh $0.0013220

Schedule 2: Line 1 of Schedule 2 reflects DP&L’s actual fuel costs that were incurred
during March through May 2010, which totaled $63.510 million (column E). Line 2 of
Schedule 2 reflects DP&L’s actual revenues for the same period, which totaled $60.732
million. The difference between the Company’s actual fuel costs and actual revenues
results in an under-recovery in the amount of $2.778 million as shown on line 3. Line 4
of Schedule 2 reflects DP&L’s forecasted sales for the period September through
November 2010, which total $2.102 billion {column E). The Company derived its
Reconciliation Adjustment of $0.0013220 per kWh (shown on Schedule 1, line 6) by
dividing the under-recovery of $2.778 million by its forecasted sales for the period
September through November 2010.
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Exhibit 6-11
Forecasted Quarterly Rate — Workpaper 1, September through November 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC

FUEL Rider
Line A (B) <) D) ; (E}
No. Description Sep-10 Qct-10 Nov-10 Tatal
Forecasted Costs (5)
1 Steamn Plant Generation (501) $30,186,081 528,989,510 £29,028,097 $88,203,689
2 Steam Plant Fuel Gil Consumed (501) $556,440 $504,160 $664,670 $1,725,270
3 Steam Plant Fue! Handling (501) $560,628 $568,723 $544,446 $1,673,796
4 Steam Plant Gas Consumed {501) $11,920 $4,8%0 33,770 $20,580
5 Maintenance on Coal Handling Equipment (512) $311,750 $252,831 $338,841 $903.422
6 Depreciation Expense on Coal Handling Equipment {403) $179,266 $177,015 $170,694 $526,975
7 Coat Sales (456} ($1,023,240) ($1,117,261) (81,018,456} ($3,158,957)
8  Systern Optimization $603,955 $628,007 $628,007 $1,859,969
9 Heating Oil Realized Gains or Losses {456) $34,730 $10,600 $l4,64§ $60,020
10 Allowances Consumed (509) $0 50 0 50
11 Cost of Fuel, Gas and Diesel Peakers (547) §102,140 $65,698 365,698 $233,536
12 Purchased Power (555) $5,673,213 $5,728,853 $6,630,004 $18,032,06¢
13 Purchased Power Realized Gain/Losses (421 & 426) 56 30 50 3¢
14 Allowance Sales (411.8 & 411.9) 10 i % $0
15 Total Costs $37,196,933 $35,813,026 $37,070,41 $110,080,36%
16  Assigned to OfF-System Sales' ($9,886,241) {$9,976,273) ($9,022,729) ($28,885,243)
17 Retail Costs $27,310,692 $25,836,753 $28,047,681 581,195,126
18  Total Forecasted Generation Level Retail Sales' 1,121,475,694 1,056,318,878 1,142,806,896 3,320,601,468
19  Retail FUEL Rate 5/kWh $0.0244519
Reconciljation Adjustment
20 Under {Over) Recovery 52,778,180
21  Forecasted RA Rate $kWh ‘ $0.06137220
Line Logs Adjustment Distribution Loss Facior’ Rate at Distributi
22  High Voliage & Substation 1.00583 $0.0259242
23 Primary 1.01732 $0.0262203
24 Secondary & Residential 1.04687 $0.0269819
Summer 2010 FUEL Rider
Standard Offer Metered Level Sales and Revenue Forecast kWh R
25 High Voltage & Substation 33,780,628 $875,736
26  Primary 253,531,848 $6,647,681
27 Secondary & Residential 1.728.613.419 $46.641.274
28 Total 2,015,925,895 $54,164,691

Waorkpaper 1: Column A of this workpaper (lines 1-14) reflects a breakout of the
categories of the forecasted costs that the Company has included in its Fuel Rider for the
period September through November 2010. Columns B, C and D provide a breakout of
the forecasted amounts associated with each expense category for September, October
and November 2010, respectively, and which totals the $110.080 million shown on
Schedule 1. Lines 16 through 19 of Workpaper 1 reflect the forecasted amounts shown
on Schedule I for DP&L’s off-system sales, retail costs, forecasted generation sales and
retail fuel rate. Lines 20 and 21 of Workpaper 1 reflect the under-recovery of $2.778
million and the forecasted RA rate of $0.0013220 per kWh. Lines 22 through 24 of
Workpaper 1 reflect the distribution line loss factors and forecasted fuel rates at the
distribution level, which are shown on Schedule 1 at lines 8 and 9, respectively and were
calculated by multiplying DP&L’s forecasted retail fuel rate by each of the: distribution
line loss factors. Lines 25 through 28 of Workpaper 1 reflect a breakout of DP&L’s
standard offer metered level sales and revenue forecast. Specifically, Column D reflects
forecasted kWh for the High Voltage & Substation, Primary and Secondary &
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Residential voltage levels of 33.781 million kWh, 253.532 million kWh and 1.729 billion
kWh, respectively. The Company’s forecast totals 2.016 billion kWh as shown on line
28. Column E of Workpaper 1 reflects the Company’s forecasted Fuel Rider revenue for
each voltage level, which was calculated by multiplying the kWh associated with each of
the voltage levels referenced above by the forecasted fuel rates at the distribution level.
The Company’s forecasted Fuel Rider totals $54.165 million as shown on line 28.

Quarterly FUEL Rider Filing — December 2010 through Februarj' 2011
Exhibit 6-12 :
Forecasted Quarterly Rate Summary, December 2010 through February 2011

THE DAYTON POWER AND LIGHT COMPANY
Case Na. 09-1012-EL-FAC

FUEL Rider
Forecasted Quarterly Rate Summary
Line Aa) (B) (C) o) E &

No. Description Dec-10 Jan-11 Feb-11 Total . Source
1 Forecasted FUEL Costs $39,026238  $41,596393 540,065,957 120,688,589
2 Assigned wo Off-System Sales ($8,283.020)  ($4.941.448) ($5423.520) (318.647.989)
3 Retail Costs $30,743218  $36,654,945  $34,642437  $102,040,600 Line 1+ Ling 2
4 Forecasted Generation Level Retail Sales 1,270,485200 1,375935801 1,225,567,764 3,871,988,7i65 ‘Workpaper 1, Line 18
5 Retail FUEL Rate before Reconciliation Adjustment $/kWh $0.0263535 Line 3/ Lined
6 Reconciliation Adjustment $/kWh $0.0043764 Schedule 2, Linc §
7 Forecasted Retail FUEL Rate 5/k'Wh $0.0307299 Line 5+ Line 6

High Voltage Secondary &
FUEL Rates siribution Level: & Substation Primary Residential

8  Distribution Line Loss Factors 1.00583 101732 1.04687
9  FUEL Rates $kWh $0.0309091 $0.0312621 $0.0321702 Line7* Line8

Schedule 1: This schedule reflects DP&L’s estimates of the monthly fuel costs it
expected to incur during the period December 2010 through February 201 1*. As shown
on lines 1-3 of Schedule 1, the categories included DP&L’s forecasted fuel costs for
December 2010 as well as January and February 2011, which totaled $120,689 million
(column E), less amounts assigned to Off-System Sales which totaled $18.648 million,
which resulted in forecasted net Retail Costs of $102.041 million. As shown on line 4 of
Schedule 1, the Company included its forecasted Generation Level Retail Sales which
totaled 3.872 billion kWh for the period December 2010, as well as January through
February 2011. The Company then calculated its retail fuel rate before Regonciliation
Adjustment of $0.0263535 per kWh by dividing the net Retail Costs of $102.041 million
by the forecasted Generation Level Retail Sales as shown on line 5. The Company
reflected a Reconciliation Adjustment for the period June through August 2010 (see
Schedule 2 discussion below) of $0.0043764 per kWh on line 6. DP&L added its
Reconciliation Adjustment to the $0.0263535 per kWh noted above to derive its
forecasted retail fuel rate of $0.0307299 per kWh as shown on line 7 of Schedule 1.
After applying the line loss factors of 1.00583, 1.01732 and 1.04687 cents per kWh for
the High Voltage & Substation, Primary and Secondary & Residential voltage levels, the

¢ January and February 2011 are not within the 2010 audit period.
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Company calculated fuel rates at the distribution level of $0.0309091, $(}.d312621 and
$0.0321702 cents per kWh as shown on line 9.

Exhibit 6-13
Reconciliation Adjustment — June through August 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC
FUEL Rider
Reconciliation Adjustment (RA}

Line (A) (B) <) © (E) . (F)

No. Description un-10 Jul-10 Aug-10 Total $oures
1 Actual Fuel Cost $24,555,931  §30,865,717  $26,624,255 $82,045,902 Accounting Records
2 Actual Revenue Recovery ($22,333,621) ($25,194,126) (525,874,262) ($73,402,009) Accounting Recurddj.
3 Prior Reconciliation Under Recovery $2,576,828 Reconciliation Adj.?tmmt for Jan-Feh, 2010
4 Under (Over) Recovery $11,220,722 Line 1+ Line2 +Line3
Dec-10 Jan-11 Feb-11 i
3 Forecasted Sales 827,409,024 933378913 B03,137,299 2,563,925,236 i
6 Forecasted RA Rate $/kWh $0.0043764 Lined/Line5 |

Schedule 2: Line 1 of Schedule 2 reflects DP&L’s actual fuel costs that were incurred
during June through August 2010, which totaled $82.046 million (column E). Line 2 of
Schedule 2 reflects DP&L’s actual revenues for the same period, which totaled $73.402
million. Line 3 of Schedule 2 is a line item referred to as a “Prior Reconciliation Under
Recovery”, which is in the amount of $2.577 million. During Larkin’s onsite field visit,
the Company explained that this amount represented the under collection of the
reconciliation that was built into the fuel rate for the period June through August 2010.
Due to continuing under-collections, the Company determined that none of the $2.577
million RA Adjustment for January or February 2010 (see, e.g., Exhibit 6-7, line 3) had
yet been collected. Line 4 of Schedule 2 reflects the difference between the Company’s
actual fuel costs and actual revenues for the period June through August 2010 as well as
the prior reconciliation under-recovery of $2.577 million referenced aboveiand results in
an overall under-recovery for this period in the amount of $11.221 million. Line 5 of
Schedule 2 reflects DP&L’s forecasted sales for the period December 2010 through
February 2011, which totaled 2.564 billion (column E). The Company derived its
Reconciliation Adjustment of $0.0043764 per kWh (shown on Schedule 1, line 6) by
dividing the under-recovery of $11.221 million by its forecasted sales for the period
December 2010 through February 2011.
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Exhibit 6-14 '
Forecasted Quarterly Rate - Workpaper 1, December 2010 through February 2011

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC

FUEL Rider
Line (&) (B) © @) E)
No. Description Dec-10 Jan-11 Feb-11 Total
Forecasted Costs ($)' :
1 Steam Plant Generation (501) $29,850,322 $30,783,643 $29,631,380 $90,265,345
2 Steam Plant Fuel Oil Consumed (501) $503,803 $725.736 $381,589 $2,111,128
3 Steam Plant Fuel Handling (501) $579,636 $615,673 $592,628 $1,787,937
4 Steam Plant Gas Consumed (501) $3,310 $4,270 ) $7.580
5 Maintenance on Coal Handling Equipment (512) $264,474 $261,261 $332,706 $858,441
6 Depreciation Expense on Coal Handling Equipment (403) $165,831 $200,000 $200,000 $565,831
7 Coal Sales (456) (5598,720)  ($362916)  ($362,916)  ($1,324,551)
8 System Optimization $1,184,677 $338,086 %33 $,086 $1,860,850
9 Heating Oil Realized Gains or Losses (456) $42,500 ($69,707) © 80 ($27,207)
10 Allowances Consumed (509) $0 $0 $0 $0
11 Cost of Fuoel, Gas and Diesel Peakers (547) $111,256 $152,365 365,698 3329319
12 Purchased Power (555) 36,919,149 $8,947,982 $8,386,786¢ 824,253,917
13 Purchased Power Realized Gain/Losses (421 & 426) $0 30 ;%0 $0
14 Allowance Sales (411.8 £411.9) $0 %0 - 80 $0
15 Total Costs $39,026,238 $41,596,393 $40,06$,957 $120,688,589
16 Assigned to Off-System Sales' ($8283,020)  ($4,941,448)  ($5,420,520) (318,647,989)
17 Retail Costs $30,743218  $36,654945  $34,642,437  $102,040,600
18 Total Forscasted Generation Leve! Retail Sales’ 1,270,485200 1,375,935801 1 .225,561:',764 3,871,988,765
19 Retail FUEL Rate $/kWh $0.0263535
Reconciliation Adjustment )

20 Under (Over) Recovery : $11,220,722
21 Forecasted RA Rate $/kWh : £0.0043764
Line Loss Adjustment Distribution Loss Factor” te 2t Distribution Lev

22 High Voltage & Substation 1.00583 $0.0309091
23 Primary 1.01732 30(3 12621
24  Secondary & Residentjal 1.04687 $0.0321702
Wintet 2010 FUEL Rider
Standard Offer Metered Level Sales and Revenue Forecast kW Reverue $
25  High Voltage & Substation 20,663,622 $638,694
26 Primary 176,626,975 $5,521,7130
27 Secondary & Residential 2.257.639.431 $72.628.712
28 Total 2,454,930),028 $78,789,136

Workpaper 1: Column A of this workpaper (lines 1-14) reflects a breakout of the
categories of the forecasted costs that the Company has included in its Fuel Rider for the
period December 2010 through February 2011. Columns B, C and D provide a breakout
of the forecasted amounts associated with each expense category for December 2010 as
well as January and February 2011, respectively, and which totals the $120.681 million
shown on Schedule 1. Lines 16 through 19 of Workpaper 1 reflect the forecasted
amounts shown on Schedule 1 for DP&L’s off-system sales, retail costs, forecasted
generation sales and retail fuel rate. Lines 20 and 21 of Workpaper 1 reflect the under-
recovery of $11.221 million and the forecasted RA rate of $0.0043764 per kWh. Lines
22 through 24 of Workpaper 1 reflect the distribution line loss factors and forecasted fuel
rates at the distribution level, which are shown on Schedule 1 at lines 8 and 9,
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respectively and were calculated by multiplying DP&L’s forecasted retail fuel rate by
each of the distribution line loss factors. Lines 25 through 28 of Workpaper 1 reflect a
breakout of DP&L.’s standard offer metered level sales and revenue forecast.
Specifically, Column D reflects forecasted kWh for the High Voltage & Substation,
Primary and Secondary & Residential voltage levels of 20.664 million kWh, 176.627
million kWh and 2.258 billion kWh, respectively. The Company’s forecast totals 2.455
billion kWh as shown on line 28. Column E of Workpaper 1 reflects the Company’s
forecasted Fuel Rider revenue for each voltage level, which was calculated by
multiplying the kWh associated with each of the voltage levels referenced above by the
forecasted fuel rates at the distribution level. The Company’s forecasted Fuel Rider totals
$78.789 million as shown on line 28.

Quarterly FUEL Rider Filing — Showing Reconciliation Adjustment for
September through November 2010

Exhibit 6-15
Reconciliation Adjustment - September through November 2610

THE DAYTON POWER. AND LIGHT COMPANY
Cage No. 09-1012-EL-FAC
FUEL Rider
Reconciliation Adjustment (RA)

Line (A ® © @) @ C®
No. Description Sep-10 Ogli-10 Nov-10 Total Source
1 Aciual Fuel Cost $18,999,542 $14,853,743 $17,595,994  $51,449,279 Awounﬂnglkecm'ds
2 Actual Revenue Recovery (321,065,964)  (§15,553,787)  ($15,357,354) (851,977,105) Awmml:ingikecm‘ds
3 Prior Reconciliation Under Recovery $2,778,180 2010 Fall Quarter Reconciliation
4 Under {Over) Recovery $2,250,354 Line 1 +Line 2 + Line 3
Mar-11 Apr-11 May-11
5 Forecasted Sales 690,251,743 498,353,131 575,766,741 1,764,371,615
6 Forecasted RA Rate $/kWh $0.0012754 Line 4/Line 5

Schedule 2: Consists of consumables and allowances, and gains and losse$ on sales of
allowances. :
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December 2010 Information Not Yet Included in a Quarterly FUEL Rider
Filing

Exhibit 6-16

Estimate of Reconciliation Adjustment for December 2010

THE DAYTON POWER AND LIGHT COMPANY
Case No. 09-1012-EL-FAC

FUEL Rider
Reconciliation Adjustment
Line (A) (B) {C)
No. Description Dec-10 Sowree
1 Actual Fuel Cost $ 24444042  Fuel Rider Reconcilation Summeary frodn Annual Filing
2 Actual Revenue Recovery $(23,057,399)  Fuel Rider Reconcilation Summary frosn Anmal Filing
3 Under (Over) Recovery $ 1,386,643 Line 1 + Line 2

FUEL Rider Deferrals

In its Opinion and Order dated June 24, 2009 regarding DP&L's October 10, 2008
application for a Electric Security Plan ("ESP"), in Case No. 08-1094-EL-$SO, the
Commuission approved an ESP and FUEL Rider for DP&L for a three-year period
January 1, 2010 through December 31, 2012.

DP&L records its fuel deferrals in Account 1823000/2543000.
For 2010, DP&L reports the following monthly over- and under-collections:
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Exhibit 6-17
Monthly Over- And Under-Collections For 2010

FUEL Rider (Over) or
Month Under Recovery
January $ 1,493,867
February $ 1,082,961
March b (17,774)
April $ 89,303
May 5 2,706,652
June $ 2,222,310
July $ 5,671,591
August $ 749,993
September h {2,066,421)
October $ (700,045)
November $ 2,238,640
December b 1,386,643
Total 2010 $ 14,857,720

Notes and Source:
DP&L Case No. 09-1012-EL-FAC, Annual FUEL Rider Filing, FUEL Rider Raconcﬂlatlon Summary
These are "as-filed" and vmadjusted for DP&L's 2010 reconciliations.

The Company's response to data request LA-2010-48, et al produced DP&L's Excel files
and supporting workpapers for the FUEL Rider filings and RA adjusnnent$.

Other Fuel Handling Expense

Data Request Onsite 44(c) asked DP&L to provide any calculations the Coimpany
presented in Case Nos. 08-1094-EL-SSO et al showing how the FUEL rider rate was to
be calculated and/or which accounts and costs were to be included. The material
provided by DP&L in response to Onsite 44 indicated that the company’s original ESP
application in Case No. 08-1094-EL-SSO included a section requesting a fiel deferral.
The Company responded that the specific costs, allocations, and methodology were
articulated in the application and testimony, which is set forth in publically available
documents on the PUCO website. We made a search of documents filed m Case No. 08-
1094-E!1-SSO and concluded that FERC Accounts 403 and 512 were not among the
accounts to be included in DP&L's proposed fuel deferral mechanism. We note that
DP&L witness Greg Campbell’s testimony in Case No. 08-1094-E1-SSO at pages 3-5
mentions FERC Accounts 501 (other than labor associated with fuel purchasing and the
removal and disposal of fly ash), 502 (other than water analysis and operation of the
NPDES equipment), 509, 547, 555, 411.8 and 411.9 as being the includable accounts and
states that DP&L would only defer the excess of the retail jurisdictional share of those
accounts. DP&L’s response to Onsite 44(c) indicates that in the Case No. 08-1094-El-
SSO settlement discussions, the Company did not provide any detailed cal¢u1at10ns that
showed the accounts or costs that would be included.

To make sure we had not overlooked some information of which the Comﬁany is aware
but has not yet specifically disclosed, we referenced the above and asked the Company in
data request onsite 52 to:
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a. Please confirm that no testimony, briefs or other documents filed or
disclosures made by Dayton Power & Light in Case No. 08-1094-E1-SSQ et al
mentioning FERC Accounts 403 and 512 as being among the accounts included
in the fuel cost deferral mechanism.

b. If the Company believes these two accounts (Accounts 403 and 512)
were addressed as being includable in the fuel cost deferral mechanism -
somewhere in Case No. 08-1094-E1-SSO et al, please provide specific c1qatmns
to the specific documents, pages, line numbers, etc.

The Company’s response to Onsite 52 stated as follows:

The Company believes that the Stipulation and related Order required DP&L to
develop and file a fuel recovery rider without specifying or limiting the
Company’s rights to propose which categories of costs were to be included or the
mechanics of the rider, except to the extent limited and specified in section 2 of
the Stipulation. The original application in Case No. 08-1094-EL-SSO, and
testimony submitted in support of the original application, were made in
conjunction with a proposal based on a ‘slice of system’ allocation, costs that
equated to 1.8 cents/kWh, and a deferral of any costs above that. Through the
stipulation, DP&L agreed to forego recovery of 2009 fuel costs, and was
permitted to contemporaneously recover fuel costs beginning in 2010 that
exceeded 1.97 cents, and was based on a ‘least cost’ allocation. The application
and settlement are therefore significantly different. The original application and
testimony supporting the deferral request was not intended to support the.
stipulation.

Consistent with the stipulation, the first fuel filing in October 2009 states-the
accounts, methodology, and process that are in-line with the fuel provisions of
the Stipulation approved by the Commission in June 2009.

The Company thus believes that the Stipulation and related Order allowed DP&L to
develop and file a fuel recovery rider to include additional accounts, such as FERC
Accounts 403 and 512, which were not addressed anywhere in its application, testimony,
briefs or other filings the Case No. (08-1094-EL-SSQO.

The inclusion of cost recorded in FERC accounts 403, Depreciation, and 512,
Maintenance, in a fuel cost adjustor is unusual. Other Ohio utilities, such as Columbus
Southern Ohio ("CSP"), Ohio Power Company ("OP™), (collectively "AEP-Ohio"), and
Duke Energy Ohio ("Duke"), do not include those accounts in their fuel case recovery
mechanisms. Nor was Accounts 403 or 512 included in the former Ohio Electric Fuel
Component ("EFC"). Guidance from PUCO Staff we received as to whether costs in
these accounts should be included in DP&L's FUEL Rider suggests that perhaps they
should not be included.

The Company’s rationale for including the Other Fuel Handling costs, as noted above, is
that:

This fuel handling activity allows the Company to manage the complexity of
unloading, storing and blending the multiple fuel types that DP&L can now use.

* See, e.g., DP&L’s Application to Establish a FUEL Rider, at page 4.
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These costs are incurred to allow the Company to burn a wider range of fuels and
to reduce the overall fuel cost to customers.

Subsequently, the Company provided the following statement:

Senate Bill No. 221 permits the automatic recovery of prudently incurred costs,
including “...the cost of fuel used to generate the electricity supplied under the
offer...”. This has been incorporated in Section 4928.143 of the Revised Code,
which also includes other fuel related costs such as the cost of emission
allowances and the cost of any future federally mandated carbon or energy taxes.

The cost of coal used to generate the electricity supplied to DP&L’S customers
includes the purchase of the coal from the mine, its physical transpprtation to the
power plant, unloading at the power plant and handling at the plant site until it
enters the first boiler plant bunker, hopper, bucket, tank or holder of the boiler-
house structure. The handling at the plant site is an integral part of the total cost
of preparing the coal to be burned. It is impossible to burn the coal at the power
plant to generate electricity for customers without incurring the handhng cost to
get it to the plant’s boiler-house.

At DP&L’s Stuart and Kiilen Power Plants, the Company has added flue gas
desulfurization equipment (scrubbers). In running the scrubbers, DP&L is mixing
higher sulfur coal with lower sulfur coal to develop the blend of coal that best
meets the scrubber requirements with the least cost to customers. As a result,
DP&L has

Coal handling at the plant site has three components per the Federal Energy
Regulatory Commission’s (FERC’s) Uniform System of Accounts. These three
components are operation of the equipment, which is recorded in FERC Account
510, Fuel; maintenance of the 'equipment, which is recorded in FERC Account
512, Maintenance of Boiler Plant; and FERC Account 403, Depreciation Expense.
Please note that the FERC Uniform System of Accounts has been adopted by the
Public Utility Commission of Ohio (PUCO) for utility reporting in Ohio.

DP&L believes that it should be permitted to recover its total fuel cost needed to
generate electricity for customers. This would include the complete cost of
handling at the power plants to get the coal from where it is unloaded to where it
is physically burned. The cost of the person operating the coal conveyor, the
periodic maintenance of the coal conveyor and the depreciation of the coal
conveyor, although recorded in different FERC accounts, are all integral parts of
the process of generating the electricity delivered to customers.

Larkin reviewed the supporting documentation provided by DP&L, including the support
relied upon by DP&L for the Depreciation Expense on fuel handling equipment in
Account 403 provided in response to data request Onsite 5. As 1llustrat1ve examples, the
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coal handing equipment identified for depreciation expense includes coal conveyers, coal
crushers, coal dust eliminating equipment, coal hoppers, cranes, hoists and derricks, a
magnetic separator and buildings, marine equipment, coal and lime barge unloading
equipment, coal bunkers, silos and surge bins, coal chutes and gates, coal conveyers,
station piping, conduit, pans and hangers, main power cable and bus, motor control
center, switchboard, transformer, power station or substation, and supporting structures
and substation equipment. It appears that the vast majority, if not all, of such fuel
handling equipment would be needed at the plant, regardless of whether different types of
coal were being blended.

Some of the fuel handling equipment data for which DP&L has included depreciation

expense from co-owner operated plants, such as Conesville Unit 4 and Zimmer may be
outdated. The listing of coal handling equipment for Conesville Unit 4 contains a note
that states, among other things, that

The listings of Zimmer plant coal

handing equipment show
. DP&L is using the data from the earlier years to arrive at an estimated
percentage of coal handing equipment compared to the total FERC 300 level plant
investment. DP&L muitiplies these estimated percentages times the January 31, 2010
plant balances by FERC 300 level account to arrive at an estimate of the amount of the
300 level plant associated with coal handling. In addition, DP&L was congervative and
did not claim depreciation on coal handling on the Beckjord, East Bend and Miami Fort
Plants due to the lack of historical records.

DP&L has not identified specific or incremental coal handling equipment ¢ost that is
used to blend multiple fuel types. Finally, we do not believe that DP&L has established
that “these costs are incurred to allow the Company to burn a wider range of fuels and to
reduce the overall fuel cost to customers.” In summary, based on our review, DP&L’s
rationale for including the coal handling costs does not appear to withstand scrutiny.

It does not appear that the parties to the settlement in Case No. 08-1094-EL-SSO et al
intended that the costs in Accounts 403 and 512 should be recoverable in DP&L's FUEL
Rider. Because such inclusion or not may be the results of different interpretations of the
stipulation, we have identified this issue and show in our report the costs for other fuel
handling accounts by month of 2010 that DP&L has recorded and included in the FUEL
Rider Reconciliation Adjustment calculations.

We have accumulated and verified the amounts that DP&L included in the Fuel Rider for
2010 for Accounts 403 and 512, which are summarized in the following Exhibit (in total
and the portion allocated to DP&L’s Retail Fuel Rider) discussed in a subsequent section
of the report.

The costs for FERC Accounts 403 and 512, which DP&L included in the Reconciliation
Adjustment portion of its quarterly filings are summarized in the table below®.

¢ The totals in the table reflect adjustments made by DP&L to correct errors that it discovared in the
calculations of its RA workpapers (sec additional digcussion in a later section of this report).
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Exhibit 6-18
Other Coal Handling Costs For 2010

Jamary  Febraay  Mach Aped May June Tly Avsn Squube  Odibar

Mavember  December
Descriplion 2010 04 2010 Py 201 2010 2010 2018 2000 10 2010 210 Totl
‘Atcount 403 - Deprecistion Expense om Cua) Handlllng Equipment :
Huichings $ 63 5 219 5 L3 5 3EW 5 (40) 5§32 0§ 2681 5 2348 0§ 3367 5 34 5 2657 5 23M S 0¥
Swaart 560293 5 GR9E 5 AI9BL 5 4R0S0 5 I56M 5 51483 § 60538 5 53235 5 35393 S NS S M7 5 40018 5 eSS
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Improvement to Sales Forecasts

Based on Larkin’s review of DP&L’s Fuel Rider sales forecasts and the RA adjustments,
it has become apparent that one significant factor contributing to the fuel cpst
undercollections experienced by DP&L in 2010 is DP&L's over-projections of FUEL
Rider revenue. DP&L's forecast and actual FUEL Rider revenues for January through
November 2010 are summarized in the following table:
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Exhibit €-19

Summary of DP&L's Forecast And Actual FUEL Rider Revenues

Actual Actual |
Forecast FUEL Rider FUEL Rider Difference
FUEL Rider Monthly Revenue by | (Actual Below
FUEL Rider|] Revenue Revenue Quarter Forecast)
Month Filing (A) (B) Q P=C-4A

January 1st Quarter $ 29,818,488 ,
February 2010 |$ 58,017,517 |§ 25,533,366 55,351,854 | § (2,665,663}
March $ 24,198,968 :
April 2nd Quarter $ 19,523,305
May 2010 $ 69,669,838 | § 17,010,005 60,732,278 | §  (8,937,560)
June $ 22,333,621 '
July 3rd Quarter $ 25,194,126
|August 2010 $ 81,890,977 |% 25,874,262 73,402,009 | § (8,488,968)
September 5 21,065,964
October 4th Quarter $ 15,553,787
[November 2010 1§ 54,164,691 | $ 15,357,354 51,977,105 1§ (2,187,586)
December To Be Filed $ 23,057,399 g -
|Cumulative Total through November $ 263,743,023 § 241,463,246 241,463,246 $ (22,279,777)
Total through December $ 264,520,645
[Notes and Source:
Col A: DP&L’s Quarterly FUEL Rider Filings, Workpaper 1
Col B: DP&L Case No. 09-1012-EL-FAC, Annual FUEL Rider Filing, FUEL Rider Reconciliation Summary

During 2010, DP&L experienced significant customer switching to alternative providers’,
including DP&L’s affiliate, DPLER.

Because the Fuel Rider rate is bypassable, once customers switch to an alternative
provider, they are no longer subject to paying rates established pursuant to the Fuel Rider.
Consequently, customers who were DP&L retail jurisdictional customers during a period
where an undercollection of fuel costs occurred, but who have selected an alternative
provider, avoid the obligation to make future payments for the Fuel Rider deferral
(undercollection) that had occurred in periods when the customers had been DP&L retail
Jurisdictional customers subject to the Fuel Rider. Paying for the Fuel Rider
undercollection thus becomes the responsibility of only the remaining DP&L retail
jurisdictional customers who have not switched providers.

DP&L’s forecast of Fuel Rider sales for 2010 have generally reflected the impacts of
known customer switching that had actually occurred, but has not reflected estimated
impacts of customer switching anticipated to occur during the forecast period. For DP&L
there appears to be a trend in customers switching to alternative providers that may

continue.

7 Customers can opt to obtain generation service from a Certified Retail Electric Service (CRES) provider.
CRES providers operating in DP&L’s service territory include DP&L’s affiliate DPLER dnd other non-

affiliated providers.
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The accuracy of DP&L’s Fuel Rider kWh sales forecasts can presumably be improved by
having DP&L incorporate its best estimates of anticipated customer switching into the
Fuel Rider kWh sales forecasts. By incorporating forecasted estimates of customer
switching into its Fuel Rider kWh sales estimates, the forecast kWh sales Would be lower,
and the Fuel Rider rate higher, other things being equal. The higher Fuel Rider rate
reflective of the trend of customer switching at DP&L would thus help mitigate the
portion of the Fuel Rider deferral (undercollection) related to customers that switch
suppliers. Reflecting a best estimate of customer switching into the Fuel Rider sales
forecast should improve the accuracy of such forecasts. It should also facilitate assigning
the Fuel Costs currently to the customers taking retail jurisdictional service from DP&L
(i.e., improve the assignment of costs to the cost-causative customers), so that the amount
of fuel cost deferral burden caused by customers who have switched will be minimized
for the customers that remain on DP&L’s retail service.

Findings:

In preparing its Fuel Rider sales forecasts for its quarterty Fuel Rider ﬁlmgs affecting
2010, DP&L reflected the impact of known customer supplier switching, but did not
forecast additional customer supplier switching likely or expected to occur for the
forecast periods.

DP&L’s Fuel Rider deferral (i.e., the 2010 undercollection) has been impacted by
customer supplier switching that has occurred but which was not fully mcdrporated into
DP&L’s forecasts of Fuel Rider sales forecast.

Recommendation:

To improve the accuracy of its forecast Fuel Rider rates and to minimize undercollection
build-up related to customers who leave DP&L’s retail service for an alternative supplier,
DP&L should incorporate its best estimates of the impacts of ongoing customer supplier
switching into its Fuel Rider kWh sales forecasts.

Potential for a Terminal Undercollected Balance

Data request LA-2010-52 asked the Company to provide the most current estlmates and
projections of the deferred FUEL Rider costs currently through to the end of the ESP
term. This request also asked the Company to indicate DP&L's estimate of the collection
period necessary to completely recover the deferred FUEL Rider costs after the ESP
terms ends and to provide an estimate of the prospective surcharge and rat¢ impact. In
response, DP&L stated that they do not estimate a prospective surcharge beyond the ESP
period. The FUEL Rider design runs on a six-month reconciliation lag to allow for an
over/under recovery to be resolved in a short amount of time. At the end of the current
ESP period, which runs through December 31, 2012, only the last two quarters will be
subject to over/under recoveries and would be resolved in DP&L's next SSO filing.

Minimum Review Requirements

As noted above, Larkin referred to the objectives and procedures outlined in Appendix E
of former Chapter 4901:1-11 of the Ohio Administrative Code as guidance for the review
requirements of this project. The purpose of the Uniform Financial Audit Program
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Standards and Specifications for the Electric Fuel Component is to providé uniform
standards and specifications as guidelines for an independent auditing firm which
conducted an EFC “financial audit™® pursuant to former section 4905.66(B)(2) of the
Revised Code and former rule 4901:1-11-09 of the Administrative Code. The EFC
“financial audit” program is only a guide for the auditor and should not be used to the
exclusion of the auditor’s initiative, imagination and thoroughness.

Section E of those Standards provideé for the following Minimum Review Requirements:
The auditor’s review shall include, but not be limited to, a review of:
Purchasing procedures for fuel procurement not under long-term contracts;
Procedures for accounting for fuel receipts, testing, and payments; ‘
Procedures for weighing, testing and reporting coal bumed;

Procedures for amortizing nuclear fuel costs corresponding to auclear generated
energy; 5

Procedures for recording purchases and interchanges;
Procedures for accounting treatment of emission allowances; and

Procedures for calculating the EFC rate, including an evaluation of the
company’s compliance with the financial procedural aspects of former Chapter
4901:1-11 of the Administrative Code, and its application to customer bills.

Larkin reviewed DP&L’s response to data request LA-2010-1 for the Company’s
procedures for accounting for fuel receipts, testing of samples to ensure quality, and
payments to vendors. These procedures are as follows: '

® As noted above, the review of DP&L’s quarterly FUEL Rider filings were conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants.
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Larkin also reviewed the Company's procedures for weighing, testing and reporting coal
burned per data request LA-2010-2.

DP&L does not have nuclear generation, so the provisions of E (4) do not apply.

As described in LA-2010-3, DP&L's procedures for recording purchases and
interchanges of energy involve

DP&L owns 4.9% of and entered into an agreement with Ohio
Valley Electric Corporation ("OVEC") effective March 13, 2006 to purchase 4.9%
OVEC's available energy for sale. These purchases are treated as bilateral, with the only
difference being that OVEC Demand and Energy charges are tracked in separate FERC
sub-accounts. OVEC provides DP&L two provisional invoices cach month, one for the
1st — 15th and one for the 16th — the last day of the month. These invoices are entered
into Oracle AP and paid approximately five days after the invoice dates. DP&L also
receives a settlement invoice every month, which could be either a payable or receivable.
All OVEC invoices are recorded into Account 555.

Jointly Owned Generation

DP&L participates in seven jointly owned power plants, as described in the Company’s
response to LA-2010-4. The seven jointly owned power plants, and DP&L's ownership
percentage as presented in DPL Inc's 2010 10-K, are comprised of the following:
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Exhibit 6-20

DP&L's Ownership Percentage of Jointly Owned Power Plants

Miami Fort #7 & 8

Operating 91[::5__'_-@2
Plant Co-owners Company | Rercentage
J.M. Stuart Duke; Columbus Southern Power DP&L 36%
("CSP")
Conesville #4 Duke; CSP CSP 16.5%
Beckjord #6 Duke; CSP Duke 50%
Zimmer Duke; CSP Duke 28.1%
Killen Duke DP&L 67%
East Bend Duke Duke IM%
Duke Duke 36%

DP&L accounts for fuel at jointly owned generation plants as follows. The same

accounting methodology is used at all seven jointly owned power plants:
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Review Related to Coal Order Processing

An executed coal contract is used as authorization for DP&L to accept and pay for
shipments that meet the contract requirements until the obligations have been fulfilled.

DP&L does not use purchase orders or purchase requisitions for coal. Conitracts, as
stated above, serve as authorization. DP&L’s response to data request EVA-2010-1-1
and other follow up requests included copies of the coal contracts, which were reviewed
by EVA.

To review the Company’s processing of fuel invoices, Larkin obtained coﬁies of cash
vouchers and payment documentation for fuel purchases recorded in July 2010. These
were provided in the response to data request LA-2010-9.

The information provided in LA-2010-9 included a page listing a summary of invoices,
payment vouchers and invoices. For each invoice listed on the summary page, Larkin
was able to trace the amount listed on the summary to the actual invoice. In addition,
Larkin traced all of the invoices to general ledger account 151. No exceptions were
noted.

Fuel Ledger

Data request LA-2010-10 requested DP&L’s fuel ledgers for the period January through
December 2010. In response, DP&L referred to the response to LA-2010-57, which
requested that DP&L provide detailed general ledgers pages for each of the following
accounts: 501, 512, 403, 456, 509, 547, 555, 421, 426, 411.8 and 411.9 (see additional
discussion below).

BTU Adjustments

Data request LA-2010-11 asked DP&L to provide documentation for Btu adjustments for
fuel purchases recorded in July 2010. In response, DP&L provided a spreadsheet created
by using an SQL query, which included data of all receipts that were paid and booked in
July 2010, along with qualities used for payment.” DP&L provided these reports for the
J.M. Stuart-and Killen power plants. Since there were no narratives and/or other
explanations provided with these reports, it was unclear to Larkin as to what conclusions
should be drawn from the data in the context of what was requested in LA-2010-11. In
response to our follow-up inquiry, DP&L stated:

The data submitted in response to data requests LA-2010-11, 15 and 25, provides
coal quality analysis results for fuel purchases recorded in the month of July
2010. DP&L receives and records quality information from the lab for each
shipment and uses this to perform any necessary BTU and/or other applicable

® DP&L stated that the data provided in response to LA-2010-11 also applies to the responses to LA-2010-
15 and LA-2010-25. !




coniract adjustments with our suppliers; contract quality adjustments are
typically invoiced subsequent to the month of receipt. DP&L's quality control
and field quality procedures ensure that samples are representative to the coal in
each shipment. In the response data provided, the as-received Btu values for
each shipment are included in column J. Other qualities are provided as labeled
in the response.

| Freight And Barge Vouchers

Data request LA-2010-12 asked DP&L to provide freight cash vouchers for two days of
coal receipts in July 2010 as well as copies of the portions of the corresponiding coat
received reports. In response, DP&L stated that it did not receive any coal by rail in July
2010. Larkin requested that DP&L supplement its initial response with vouchers for a
month in which DP&L did receive rail deliveries of coal. In its supplemental response to
LA-2010-12, DP&L provided a copy of an invoice, which was issued to the Company by
d in April 2010. In addition, this supplemental response
included a spreadsheet, which reflected as received coal data for train receipts booked in

April 2010. Larkin traced this coal purchase to Account 151 in DP&L’s general ledger
for the period of April 2010. No exceptions were noted.

In data request LA-2010-13, Larkin requested that DP&L provide two cash vouchers
from each barge company for coal unloaded at Company plants during July 2010 as well
as copies of the portions of the corresponding coal unloading reports and purchase orders.
DP&L’s barging services are provided by H In response, DP&L
provided copies of cash vouchers, which included data related to coal shipments received
at the Killen and Stuart plants during July 2010 as well as a copy of the Barge Unloading
Report, which details shipments of coal received in July 2010 for the Killen and Stuart
plants. Upon reviewing and comparing the data listed on the barge unloading report and

the cash vouchers, Larkin was able to trace the coal shipments detailed on the Barge
Unloading Report to each of the cash vouchers provided. No exceptions were noted.

Fuel Analysis Reports

Data request LA-2010-14 asked DP&L to provide the Company’s procedu:res for
preparing monthly fuel analysis reports. In response, the Company stated:|

]
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DP&L has appropriate procedures in place for monitoring the quality of coal received.

Data request LA-2010-15 asked DP&L to provide copies of fuel analysis rbports related
to fuel purchases recorded during July 2010. In response, DP&L referred to the response
to LA-2010-11, which is discussed in the BTU Adjustment section above.  In that
response, DP&L provided a spreadsheet created by using an SQL query, which included
data of all receipts that were paid and booked in July 2010, along with qualities used for
payment. DP&L provided these reports for the J.M. Stuart and Killen pov;%er plants. See
the Btu Adjustments section of this report for the clarification provided by the Company
as it relates to the fuel analysis reports for coal purchases recorded in July 2010 that were
requested in LA-2010-15.

Retroactive Escalations

Data request LA-2010-16 asked that DP&L identify all pending or approvéd retroactive
escalations that affect fuel cost for the period January through December 2010. In
response, the Company, referring to the response to EVA-2010-1, stated that

It should be
noted that any Gl/index adjustments that are related to coal deliveries made prior to
January 1, 2010 are not recoverable by DP&L.

Review Related To Station Visitation And Coal Processing Procedure

Larkin conducted an onsite field visit to DP&L's Stuart plant site on February 23, 2011.
Document requests LA-2010-17 through LA-2010-35 relate to fulfilling the objectives of
the station visit and the review of the Company’s coal processing procedure from the
receipt of coal to the disposition of fly ash.

A description of the Company’s coal receiving procedures and controls for shortages,
overages, and other discrepancies was provided in DP&L’s response to LA-2010-17, and
15 as follows:

e The Fuel Procurement group manages the coal deliveries by account management and
scheduling.

¢ Supplier month-to-date deliveries are updated daily and used to monitor contract
performance. In addition, the Company monitors year-to-date contract performance.

¢ Term contract obligations are considered fulfilled when a supplier has delivered an
amount of coal that is less than a full barge over or under the specified tonnage
unless otherwise specified in the contract.
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Overages are prevented by only providing enough transportation equipment to deliver
the amount specified in the contract.

Shortages are made up in a subsequent month or longer period as necessary. In the
event of a default, DP&L will exercise its rights under the subject agreement.

DP&L. weighs the coal as received in the following manner:

For the Stuart and Killen plants:

For the Hutchings plant:

The Company resolves freight bill and car number discrepancies in the following manner:
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The procedures for how damaged cars are checked and who instigates claims for
shortages are as follows:

In a related question, LA-2010-34 requested a description of how freight bills, barge
number and coal quantity and quality discrepancies are handled. Such discrepancies are
handled in the following manner:

In response to data request LA-2010-35, DP&L described how damaged barges are
checked and who instigates claims for shortages:
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DP&L's response to LA-2010-21 described the Company's month-end cut-off procedures
for coal deliveries and coal burn;

A description of the Company’s coal sampling procedures was provided in response to
data request LA-2010-22. The sampling procedures for the Stuart and Killen plants are
as follows:

Coal sampling by ENSA t the Stuart plant was observed during the station visitation.

Scale calibration logs for the period January through July 2010 were requested in LA-
2010-23. In response, DP&L provided conveyor calibration and feeder calibration
records for the Stuart Plant for the entire year. In the event coal scales are inoperable, the
following procedures are performed:
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Copies of laboratory sampling reports for coal purchases recorded in July 2010 were
requested in LA-2010-25 in order to compare such reports with accounting and

purchasing records. In response, the Company referred to the response to LA-2010-11,
which stated

DP&L’s procedures for handling coal from the stockpile to the firebox or boiler were
requested with data request LA-2010-26. In response, DP&L provided three separate sets
of documentation titled “DPL Business Practice” for the Hutchings, Killen and Stuart
stations. Each set of these documents outlined a number of coal handling procedures that
are performed by personnel at each of the referenced stations. The procedures are
specific and detailed for each plant, and include references and helpful diagrams, such as
the following diagram (from the Stuart station coal handling procedures):

Exhibit 6-21
Diagram of Coal Barge Configuration and Coal Loading Specifications at the Stuart
Station

An illustrative example of DP&I.’s detailed procedures for marking coal samples (from
the Hutchings’s coal handling procedures, at page 6) 1s shown below:

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (02-1012-EL-EFC) 6-39




Exhibit 6-22
Description of Coal Sample ID Number components

DP&L’s procedures for taking physical inventories of coal are described in the response
to LA-2010-27. DP&L’s procedures for coal pile inventory are detailed and specific.

DP&L’s coal handling and coal pile physical inventory procedure manuals are among the
most detailed we have seen.

The Company's response to LA-2010-28 provided working papers for the physical
mventory taken at the Stuart, Hutchings, and Killen plants in July and August of 2010,
which consisted of three Physical Inventory Reports (one for each plant) dated October
21, 2010.

In addition to the working coal inventory, DP&L maintains a permanent or “base” coal
inventory, which 1s recorded in a plant account and amortized.

In response to data request LA-2010-29, which requested accounting documentation for
physical inventory adjustments recorded for the review period, including the general
ledger, and fuel stock and consumption records, DP&L provided:

¢ Physical inventory worksheets for coal and oil

¢ FMS summary reports and upload sheet

¢ Month-end Fuel Oil Activity Reports

e Joumnal voucher for Fuel Oil Inventory adjustments

¢ General Ledgers for Accounts 151 (Fucl Inventory) and 501 (Fuel Con:sumption)

Larkin tested DP&L’s records on a judgmental sample basis, focusing on significant
dollar amounts, and for coal was able to trace the amounts from the FMS Upload Sheet to
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the general ledger (Account 501 - Fuel Inventory). With respect to fuel oil, Larkin was
able to trace the amounts from the journal voucher to the general ledger (Account 501 —
Fuel Consumption). The Company’s response to LA-2010-30 describes the levels of
review applicable to DP&L’s plant operating statistics. The Power Plants develops
Monthly Station Operating Reports, which are sent to various departments for cross-
checking and reporting. The reports are also sent to the Middle Office, Fuels
Department, and Accounting to verify the data used for accounting purposes.

Data request LA-2010-32 inquired about any Company internal investigations following
through on generating station reports for the review period January through December
2010. DP&L’s response indicated that there were no internal investigations during the
review period.

Larkin requested copies of the station reports for the review period January through
December 2010 that were sent to the Company's general office for incorporation into
company statistics and workpapers sufficient to trace the reports to the statistics.

DP&L’s response to LA-2010-33 provided copies of Hutchings, Killen, and Stuart
generating station reports for the period January through December 2010. Attachments to
LA-2010-33 reflected the service hours, net heat rate, gross generation, net generation,
and startups for each generating unit at the three plants. The attachments also reflect
detailed daily and month-to-date information for each generating unit. The monthly
information includes details on the following datasets for each unit (to the extent
applicable):

Exhibit 6-23
Generating Unit Datasets Used In Generating Station Reports for 2010
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DP&L has reasonable procedures in place to account for and collect plant fuel burn
related information.

Review Related To Fuel Supplies Owned Or Controlled By‘ The
Company

DP&L’s response to data request LA-2010-34 stated that neither the Company nor their
affiliates own or control any coal mines or entities that supply fuel to the Company.

Review Related To Purchased Power

DP&L’s responses to LA-2010-37 through LA-2010-39 provided documentation relating
to the review of purchased power. LA-2010-37 asked the Company to provide: “For
purchases of power recorded in July 2010 that are included in the FAC, please provide
the related invoices, and paid cash voucher or cash payment receipt”. In résponse to LA-
2010-37, the Company provided (1) copies of invoices for July 2010, (2) “Available
Power Statements” from Ohio Valley Electric Corporation (“OVEC”), and (3) PJIM
weekly invoices and billing detail. Larkin attempted to trace the amounts from the July
2010 power purchase documentation provided to DP&L’s general ledger (Account 555,
pages of which were provided in the response to LA-2010-57) and the Fuel Recovery
2010 Oracle Report (provided in LA-2010-58&59). We were initially unable to tie out
any of the amounts. In response to our inquiry regarding this issue, DP&Li provided
supplemental support for the invoices and OVEC Available Power Stateménts from
which Larkin was able to trace the amounts from those documents to the general ledger
and/or the RA workpapers provided with LA-2010-58&59. As it relates to the weekly
PJM invoices, the Company provided the following narrative:

This note describes how an invoice from the PIM Interconnection (PYM)
ultimately impacts our development of the Ohio Retail Jurisdictional Fuﬁ:l Factor
(Fuel Factor).

Invoices from PJM include many charges and credits that are not as.v.ociai;ed with
the development of the Fuel Factor. As examples, there are numerous
transmission and other related costs and credits that are associated with
transmission and other operations. These are not included in Dayton Power and
Light’s (DP&L’s) Fuel Factor, but are included in other separate retail riders
(Transmission Cost Recovery Rider (TCRR) and Reliability Pricing Model
(RPM) Rider).

The PIM invoices also include DP&L’s spot market sales to wholesale customers
which do not affect the Fuel Factor.

DP&L takes the total amount of purchased power from the PJM invoice after
backing out the non-fuel items discussed above, and assigns it to cither wholesale
customers or retail customers (per the February 24, 2009 Stipulation, this
includes the average for both DPLER and standard service offer customers)
based upon their actual hourly use of power.

The retail purchased power is then used as part of the average total fuel and
purchased power cost for retail customers to arrive at the amount aliocable to the
Ohio Retail Jurisdiction. This is then included in the Fuel Factor. A hypmthehcal
example follows: . ‘
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Exhibit 6-24
Hypothetical Example llustrating PJM Invoice Allocation

Description Amounlk

Total PIM Invoice $ 3,000,000

Less: non-fuel amounts discussed above $ (1,000,000)
Purchased Power $ 2,000,000

Less: amount of purchased power related to wholesal $ (200,000)
Amount related to retail $ 1,800,000

Less: proration to DPLER $  (800,000)
Amount related to Ohio Jurisdictional Fuel Factor § 1,000,000

Since the process for allocating the appropriate level of PIM costs to the Fuel Rider is

fairly complex, as described above, Larkin believes that the Company should include
additional documentation in its RA workpapers that clearly bridges the gap between total
PJM costs and the amount(s) allocated to the Fuel Rider. Therefore, the Company should
provide a better audit trail for tracing its purchased power costs in the next audit period.

Demurrage

Demurrage, in general, relates to the delaying of a ship, barge, railway Wagon etc.,
caused by the charterer's failure to load, unload, etc., before the time of scheduled
departure and to the extra charge required as compensation for such delay.| DP&L incurs
demurrage charges related to the barging of coal and other materials primarily to the
Stuart and Killen plants it operates, which are located on the Ohio River and are served
by barge delivery, when delays occur in the unloading of such barges. The Company
stated in response to Onsite 35 that it does not receive demurrage detail frqm jointly-
owned power stations operated by partners.

Managing barge deliveries to minimize demurrage charges is one aspect of the overall
least-cost management of fuel procurement. DP&L records demurrage charges as part of
its cost for the transportation of coal. Demurrage costs are recorded into the coal
inventory account (Account 151) and become part of the fuel cost for coal (Account 501)
when the coal is burned.

During the 2010 audit period, DP&L incurred net demurrage costs of approximately
This was as summarized in the following table:
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Exhibit 6-25

Net Demurrage Charges For ||| NG

In 2010, the highest amount of monthly demurrage charges was incurred by DP&L in

March DP&L’s response to Onsite 37 provided the following detailed explanations for

the higher than average amount of demurrage incurred in that month:

The primary contributors to the March 2010 demurrage bill being higher than
average were 1) high water levels, 2) bias testing at both Killen Station and
Stuart Station, and 3) the billing process for demurrage.

1) High Water Levels

On March 13, 2010, DP&I.’s stations reported that the river level was nSmg ata
rapid rate. This began to alter DP&L’s unloading patterns because DP&L’s boat

- crew had to maintain all barges in the harbor (re-tying as needed) while
continuing to supply barges to be unloaded. On March 15, 2010, the stations
indicated that due to river currents that only one barge could be put on the
unloading string at a time. These issues caused barges to stay in the harbor
longer causing more demurrage to be accumulated. Also on March 15, 2010,
DP&L’s barge supplier indicated that due to high water the Big Sandy River was
unavailable for suppliers to load which last until March 18, 2010. The Kanawha
River was unavailable to load from March 15 through March 17. This caused
barges to be delivered less evenly (grouping larger numbers of barges in a tow)
which also cansed additional demurrage. :

2) Bias Testing

In March of 2010 both Killen Station and Stuart station performed a bias;test for
the sampling systems which contributed to the higher than average demurrage
costs.

Bias testing a sampling system is the method of comparing two sets of szimples
and looking for an unacceptable variation in the quality parameters. The|goal is
to ensure that taking a mechanical sample in no way changes the inherent
properties of the coal. One set is taken by the sampler and the other is taken by
stopping the belt and gathering a manual sample. 20-30 sets are typically used,
and variations must be minimal (range of variation must also contain zerp).
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The bias testing lasted a total

3) Demurrage Billing

The process for billing demurrage charges and when they are received also
contributed to the higher than average demurrage bill for March.

In addition to looking at events in March, one
must also look at factors that occurred in previous months. Some of the factors in
the prior months that, in-part, accounted for the higher than average March
demurrage bills were as follows: high water that occurred in both January and
February, Greenup Locks and Dam miter gate failure, and Markland Locks and
Dam gate failure. The Greenup Locks and Darmn miter gate failed on Januvary 27.
There were intermittent closures to both lock chambers during this miter gate
failure until February 25. The Markland Locks and Dam gate failed on October
5, 2009 which caused delays lasting until March 2010. These delays caused
tows to arrive less predictably and in high numbers over during short periods of
time, and as a result the number of barges in harbor peaked at %es during
March. DP&L was able to get the harbor count down to a level o arges by
the end of the month.

In summary, the three contributing factors collectively caused the number of
barges to be increased and the number of barges unloaded to be reduced (for a
period of time), all of which accumulates higher than average demurrage costs
for March 2010 as compared to the balance of the year. -

DP&L’s explanation also identified the following actions taken by the Company
throughout the year to mitigate demurrage:

DP&L provided additional explanations of how it weighs and evaluates the cost of
incurring demurrage with other factors in managing its coal inventory and plant coal
burn, in its response to Onsite 38:
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Conclusions and findings:

DP&L is appropriately accounting for the cost of demurrage as part of the itransportation
cost of delivering coal to the generating plants.

DP&L has provided reasonable explanations for the above average demurrage costs
incurred in March 2010 and for how it weighs and evaluates the cost of incurring
demurrage with other factors in managing its coal inventory and plant coal burn.

As described in the response to Onsite 37, DP&L has taken various actions$ in 2010
thronghout the year in efforts to mitigate demurrage costs. :
Review Related To Service Interruptions And Unscheduled Outages

Documentation relating to the review of Service Interruptions and Unschedl_lled Outages
includes DP&L's responses to data requests LA-2010-40 and LA-2010-41.

The table below illustrates a few examples of the longest forced cutages at; DP&L’s
generating units'® during 2010 from DP&L’s response to part 1 of LA-2010-41:

" The listing provided by DP&L in response to data request LA-2010-41 included forced outages
experienced during 2010 at DP&L-operated and joint-owner operated generating units.

Report of the Managementerformae nd FI di f the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) 6-46




Exhihit 6-26
Examples of Longest Forced Cutages

Data request LA-2010-40 asked about customer power supply interruptions during the
review period January through December 2010. In response, DP&L stated that they do
not have any customers that could have experienced an interruption during the review
period of January through December 2010. DP&L also stated that their customers may
have agreements with their Certified Retail Electric Service (CRES) provider for
interruptible load, but are not subject to DP&L's SSO fuel rate.

LA-2010-41 requested DP&L to identify instances during the review period in which the
Company's generating units experienced unscheduled outages and to provide
documentation concerning the following:

31. The cause(s) of the outage.

32. Steps taken by the Company to minimize the impacts of the unscheduled outage.
33. Efforts made to secure replacement power, if applicable.

34. The methodology employed to price the replacement power, if applicable.

35. The cost impacts resulting from the periods during which the unscheduled outage
occurred.

In response to item 1, DP&L provided and Excel file, LA-2010-41 Part 1 Unscheduled
Outages.xlsx, which listed information relating to unscheduled outages at DP&L's
generating units during the review period, including the unit name, starting and ending
dates of the outage, the duration of the outage, and a brief description of what caused the
unscheduled outages.

With respect to items 2 and 3, DP&L explained that the following three points need to be
made before discussing the steps taken by the Company to minimize the impacts of the
outages: (1) Jurisdictional customers receive the least cost generation units; {2) DP&L is
part of the PJM RTO and therefore participates in the PJM energy market, which uses
PIM's Security Constrained Economic Dispatch Model (FIX) to "ensure that the least
cost unit is being dispatched system wide to reliably meet the next MW of load needed”;
and (3) DP&L's position is managed on a portfolio basis so that all available resources in
the impact evaluation of the outages.
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DP&L explained further that in order to minimize the impacts of the outage, DP&L will
determine the impact on the retail position, taking in to consideration the operational
constraints of the units. If the price of the available unit is higher than the market price,
the Company will make a decision regarding whether it would be more economical to
make a bilateral purchase or purchasing through the PJM energy market. The customer
will always receive the least cost stacking of the generation resources. These steps are
detailed in DP&L's Standard Operating Procedure ("SOP") #450 and #455. These same
SOPs, provided in LA-2010-54, also explain how to secure replacement power.

In response to item 4, the methodology employed to price the replacement power, DP&L
stated it will:

.. review national weather forecasts, similar day and recent clearing prices, PTM
system loads, check for significant unit outages across the PJM footprint, monitor
what is being traded, and use all of that information to make a ]udgmcnt on
reasonable prices for replacement power.

With respect to item 5, the cost impacts resulting from the periods during which the
‘unscheduled outage occurred, DP&L stated that the cost impact will depend on the retaii
position at the time of the outage and where the unit is in the supply stack. If the
generator was not serving retail load on the day of the outage, there would:be no cost
impact to the retail customers. If the generator was serving retail load, the energy would
be replaced by the most economical of either the next available resource in the supply
stack or power purchases. After the day the generator initially went offline, the
remaining resources would be stacked and the customers will use the least cost resources
from DP&L's portfolio for that day.

Larkin obtained and reviewed DP&L’s confidential system stack information'' for a
period before, during and after a significant unit outage at DP&L that occurred during the
summer of 2010. Qur review of such information was consistent with DP&L’s
representation that resources are stacked such that DP&L’s retail customens are assigned
the least cost resources from DP&L's portfolio for that day.

" Audit Trail for FUEL Rider Filings, Supportin'g Workpapers and
Documentation

DP&L provided documentation relating to the andit trail for its Fuel Rider filings in its
responses to data requests LA-2010-43, LA-2010-45 through LA-2010-48, and LA-2010-
52, among others.

Data request LA-2010-43 asked for a complete set of supporting workpapers for all
calculations in the FUEL Rider filings for the review period January through December
2010 and/or which pertained to costs incurred or revenues recorded in the review period.
In response, DP&L provided Fuel Cost forecasts for its January-February, March-May,
June-August, September-November, and December 2010 (through February 2011)

'! As provided by DP&L in response to data request Onsite-12.
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filings. DP&L also provided tables showing total retail sales, revenue class to tariff class
conversions, and a 12 month average conversion.

Data request LA-2010-45 asked the Company to provide a complete audit trail for all
amounts 1n the RA portions of the FUEL Rider filings. In response, the Company
referred to the response to LA-2010-46.

Data request LA-2010-46 asked the Company to provide a complete audit trail for all
amounts in the RA portions of each sub-account of purchased power in the FUEL Rider
filings. In response, DP&L provided:

s The 2010 monthly actual Fuel Recovery calculations supporting the recorded journal
entry (July 2010 was provided in response to LA-2010-58 and LA-2010-59; January
2010 was provided in response to LA-2010-60 and LA-2010-61)

¢ Summary calculation for Fuel Recovery Derivative Gain Loss Adjustment
e Summary calculations for fuel cost adjustments from the Fuel Application
¢ Summary calculation for maintenance adjustment

e Summary calculations for various formula errors found in the Fuel Recovery
calculations for December 2010

o Supporting workpapers for the summary sheets

Data request LA-2010-47 asked the Company to provide all Excel files that were used in
producing the FUEL Rider filings for the review period. Data request LA-2010-48
requested all Excel files that were used in producing the supporting workpapers for the
FUEL Rider filings for the review period. In response, DP&L referred to the responses
to LA-2010-42 and LA-2010-43.

Larkin reviewed DP&L’s audit trail for Fuel Rider includable costs, focusing on the test
month of July 2010 and also selectively verifying actual cost contained in DP&L’s RAs
to supporting documentation. We conclude that DP&L has maintained adequate audit
trail documentation for 2010.

A discussion of our review of DP&L’s accounting documentation for its Optimization
Trades in 2010 is presented below in a subsection of this Chapter devoted to that issue.

Renewable Energy

DP&L is subject to the compliance standards as set forth in Section 4928.64 of the
revised Ohio Code as it relates to an electric utility being required to provide electricity
from alternative sources. Specifically, Section 4928.64, subsection (B) states in part that:

The baseline for a utility’s or company’s compliance with the alternative energy
resource requirements of this section shall be the average of such total kilowatt
hours it sold in the preceding three calendar years, except that the PUCO may
reduce a utility’s or company’s baseline to adjust for new economic growth in the
utility’s certified territory or, in the case of an electric services company, in the
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company’s service area in this state. Of the alternative energy resources '
implemented by the subject utility or company by 2025 and thereafter:

Half may be generated by advanced energy resources;

At least half shall be generated from renewable energy resources, includihg one-
half percent from solar energy resources, in accordance with the followmg
benchmarks:

Exhibit 6-27
Renewable And Solar Benchmarks

Renewable  Solar
ByEnd Energy Energy
of Year Resources Resources

2009 0.25% 0.004%
2010 0.50% 0.010%
2011 1.00% 0.030%
2012 1.50% 0.060%
2013 2.00%  0.090% ‘
2014 250%  0.12% :
2015 3.50%  0.15% :
2016 4.50% 0.18%
2017 5.50% 0.22%
2018 6.50% 0.26%
2019 7.50% 0.30%
2020 8.50% 0.34%
2021 9.50% 0.36%
2022 10.50% 0.42%
2023 11.50% 0.46%
2024 and beyond 12.50% 0.50%

At least one-half of the renewable energy resources implemented by the uﬁlity or
company shall be met through facilities located in this state; the remamden shall be met
with resources that can be shown to be deliverable to this state.

The Stipulation, at page 6, paragraph 6 states the following with respect to renewables:

DP&L will implement an avoidable Alternative Energy Rider (“AER”) as filed in
the Application, subject to annual true up of actual costs incurred. Annual true
up will take place no later than June 1 each year by filing an ATA filing. | DP&L
will make a filing at the Commission to seek Commission approval if DP&L
seeks a nonbypassable AER charge in the future. ‘

As described in the response to Onsite No. 15, DP&L identified and segregated the cost
of renewable purchases that exceeds the energy value of the power, and removes that cost
from the Fuel Rider-includable costs. DP&L recovers the cost of renewables via the
AER discussed above.
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DP&L's response to data request Onsite No. 15 provided a breakout of DR&L’s 2010
biomass and biodiesel expense between (1) the energy value assigned to the Fuel Rider,
(2) the renewable portion that was assigned to the AER, and (3) amounts designated as
“remaining expense”, which is attributable to DPLER. By combining the energy value
portions of the July 2010 biomass and biodiesel expense with the portion assigned to
DPLER, Larkin traced these amounts to the general ledger as well as to the Company’s
RA workpapers for July 2010. No exceptions were noted. The removal of the DPLER
portion of these expenses is included in the calculations within the RA workpapers,
which ensures that such costs are not included in the Fuel Rider.

Reconciliation Adjustments Audit Trail

As discussed previously, Larkin requested that DP&L provide a complete ‘audlt trail for
all amounts in the RA portions in each of the Company’s quarterly Fuel Rider filings.
Specifically, the information requested by Larkin included the following:

LA-2010-45

The accounting records and other documentation needed to trace each ddllar
amount in the RAs from the Rider FAC filings to the fuel ledger, from the fuel
ledger to the general ledger, and from the fuel ledger to the purchase ordérs and
invoices.

The complete documentation to trace the energy and system loss quantmbs in the
Rider FAC filings to the source documents.

All journal entries, journal entry supporting documentation and workpapers
related to recording RA adjustments in the Company’s accounting records.

Provide all calculations and supporting documentation related to computing RA
adjustments in the Company’s Rider FAC workpapers.LA-2010-46

The accountmg records and other documentation needed to trace each doillar
amount in the RAs through the general ledger, and from the general ledgcr to the
purchase orders and invoices.

The complete documentation to trace the purchased power costs in the Rider
FAC filings to the source documents.

All journal entries, journal entry supporting documentation and workpapdjars
related to recording purchased power costs in RA adjustments in the Company’s
accounting records.

Provide all calculations and supporting documentation related to computing
purchased power costs in RA adjustments in the Company’s Rider FAC i
workpapers. ;

The Company combined these two data requests and designated its response as LA-2010-
45&46. In this combined response, the Company provided a comprehensive Excel
workbook for each month of 2010 with the exception of January and July. DP&L
provided the accounting detail for January 2010 in its combined responses to LA-2010-
60&61, and for July 2010 in LLA-2010-58&59. Thesc monthly Excel workbooks are
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DP&L's source documentation for the amounts reflected in DP&L’s RA pomon of its
quarterly Fuel Rider filings.

As noted previously, Larkin selected July 2010 as its test month for this phase of DP&L’s
Fuel Rider audits. As such, data requests LA-2010-58 and LA-2010-59 requested the
Company to provide the following data:

LA-2010-58

A complete audit trail from (1) the Company’s quarterly FAC filings to (2) the FAC
workpapers, to (3) the general ledger balances for each of the accounts listed in LA-2010-
57'* and any other accounts used by DP&L for the July 2010 actual RA fwel costs of
$30,865,717.

LA-2010-59

A complete audit trail from (1) the Company’s quarterly FAC filings to (2) the FAC
workpapers, to (3) the general ledger balances and accounting records used by DP&L for
the July 2010 actual RA revenue of $25,194,126.

In its combined response, which is designated as LA-2010-58&59, DP&L;provided two
comprehensive files. The first was an Excel file similar to those provided with LA-2010-
45&46 titled “Fuel Recovery Actual July 2010 — Calculation of Fuel Deferral and Journal
Entry Support for July Filing” (“Excel file”) and the second was a PDF file titled “July
2010 - 10-12-10 Journal Voucher and Calculation Support” (“PDF file”). On the first tab
of the Excel file, the Company provided a narrative which stated in part:

The purpose of this workbook is to calculate the over/under recovery of Fuel
Costs, in accordance with the Fuel Rider stipulation, and the record the |
associated regulatory asset or liability.

The rest of this tab contained an overview which briefly described the contents of the
Excel file which is comprised of Tabs .1 through .23. This overview mcluded the
following components:

Input Tabs — These tabs are linked to the various Calculation and Alloca’&on tabs in
order to generate the Fuel Rider Over/Under Recovery (Deferral or Liability).

Reconciliation Tab — There is one reconciliation tab which is completed separately after
all calculations have been finalized and journal entries recorded. The reconciliation tab
reconciles the Total Calculated Deferral from within this spreadsheet to the recorded Fuel
Deferral in the general ledger.

Allocation and Output Tabs — These tabs are where the retail costs are allocated
between retail and DPLER and billed and unbilled.

Summary Tabs — These tabs serve as the summaries of the dollars and MWhs in the
Fuel Deferral. They summarize the information in Tabs .9 through .23 and are
summarized by type of cost and plant as well as reflecting the retail/wholesale split.

Calculation Tabs — These tabs serve as the primary calculation tabs for the various
expenses included in the Fuel Rider recovery calculation. Specifically, thase tabs

"2 L A-2010-57 requested the DP&L provide detailed general ledger pages for 2010 for the following
accounts: 501, 512, 403, 456, 509, 547, 555, 421,426,411.8 and 411.9.
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calculate the amount of expense to be allocated between retail (including ]DPLER) and
wholesale costs for each unit within each plant.

In terms of the expense and revenue amounts that are reflected in the RA portion of
DP&L’s quarterly Fuel Rider filings (i.e. Schedule 2 from such filings) the primary tabs
from the Excel file associated with these amounts are Tabs .5 through .7. Tab .7, which
is titled “Summary $ Sheet”, summarizes the total expenses that DP&L has included i in
its Fuel Rider after allocating such expenses between retail (including DPLER) and
wholesale. The calculations from Tabs .9 through .20 flow through to Tab .7. The FERC
accounts below (from Tab .7) represent the costs that DP&L has included in its Fuel
Rider'®. The following list shows which tab from the Excel file relates to the FERC
accounts listed below:

501 — Steam Production (Tab .9)

501 — Steam Plant Fuel Oil Consumed (Tab .10)

501 — Steam Plant Fuel Handling (Tab .11)

512 — Maintenance on Coal Handling Equipment (Tab .12)
403 — Depreciation Expense on Coal Handling Equipment (Tab .13)
456 — Coal Sales (Tab .14)

456 — Heating Oil Realized Gains or Losses (Tab .15)

509 — Allowances Consumed (Tab .16)

547 — Gas and Diesel Peakers of DP&L (Tab .17)

555 & 565 - Purchased Power (Tab .18)

421 - Purchased Power Realized Gain (Tab .19)

426 — Purchased Power Realized Losses (Tab .19)

411.8 & 411.9 — Allowance Sales (Tab .20)

In addition, DP&L included a line item on Tab .7 for the Company’s system
optimizations which are discussed in a separate section of this report. Tabs .21, .22 and
.23 represent fuel cost MWhs, gas and diesel peaker MWhs and purchased power MWhs,
respectively.

The DP&L retail and DPLER related costs on Tab .7 then flow through to\Tab .6, which
is titled “DP&L Allocation”. This tab starts with the total combined retail and DPLER
costs included in the FERC accounts referenced above. There is an allocation between
DPLER and DP&L retail based on the ratio of DP&L’s and DPLER’s monthly MWh to
the total billed monthly MWh, which are provided by the rates departiment. From there,
the DP&L retail costs then flow through to Tab .5, which is titled “Allocation
Spreadsheet”. It is from this tab that the over/under recovery deferral is calculated by
taking the difference between the DP&L retail costs and the billed monthly FUEL Rider
revenues. The over/under recovery is then aliocated between a billed and an unbilled
deferral which is based on the ratio of DP&L’s billed and unbilled monthly revenues and
the billed deferral is flowed through to the Company’s quarterly Fuel Rider filings.

'? As discussed in an earlier section of this report, DP&L included the costs from FERC Accounts 403 and
512 in its Fuel Rider despite not formally requesting that such expenses be included in the Fuel Rider in its
ESP Application dated October 10, 2008.
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DP&L also includes additional supporting documentation each month in the form of a
PDF file, which contains reproductions of journal entries and other support used in
calculating the RAs. The first four pages of the PDF file referenced above is comprised
of the journal entries used by DP&L to record the billed and unbilled deferrals. The
remaining pages of the PDF are DP&L’s support for the amounts reflected on the various
tabs within the Excel file. These documents are labeled as Worksheets S-1 through S-17.
Of these documents, the primary support is from Worksheet S-12, which is titled “Fuel
Recovery 2010 Oracle Report" and represents amounts recorded in the general ledger.

We conclude that DP&L maintains an appropriate audit trail for its Recongiliation
adjustments, subject to some specific concerns articulated in other sections of this
chapter.

Optimization Trades

Data request LA-2010-44 asked whether DP&L engaged in “active management” during
the review period January through December 2010, and if so, to identify, quantify and
provide the accounting documentation for each such transaction during that period. In
addition, LA-2010-44 asked DP&L to fully explain the reasoning and estimated
economic benefit that was anticipated for each transaction. In response, DP&L stated
that they do not engage in "active management", but they do evaluate future needs and
supply on a regular and active basis. DP&L stated that it purchases coal consistent with
the guidelines of the Commodity Risk Management Policy Coal Hedge Target Ratio and
maintains a flat and balanced position for managing the emissions allowance position.

The Company "optimizes" its coal position in order to reduce the cost of fuel and obtain
“sharing” profits from the optimization trades. A 75/25 DP&L/customer sharing ratio
was provided for in the February 24, 2009 Stipulation in Case No. 08-1094-EL-SSO.

As part of the Stipulation dated February 24, 2009 in Case No. 08-1094-EL-SSO and
subsequently approved by the Commission in its Opinion and Order dated June 24, 2009,
DP&L has implemented coal and coal/power optimizations'* which the Company states
systematically lowers the fuel and purchased power costs and thus, results in reduced
rates to its customers. Section 2 of the Stipulation (pages 3 and 4) states ini part:

DP&L will implement a bypassable fuel recovery rider to recover retail fuel and
purchased power costs, based on least cost fuel and purchased power being
allocated to retail customers. To calculate the rider, jurisdictional emission
allowance proceeds and twenty-five percent of jurisdictional coal sales gains
will be netted against the fuel and purchased power costs.

(Emphasis supplied.)

DP&L’s response to LA-2010-44 stated that it performs such “optimizations™ in one of
ways:

' [n 2010, DP&L implemented ten coal and not coal/power "optimization™ trades.
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39._

During 2010, DP&L engaged in ten “optimization” deals, which are labeled as A through
J in the following table:
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Exhibit 6-28
Listing of Optimization Deals

DP&L applies system optimization by initially recording 100% of jurisdictional net
accounting gains to be included in the Fuel Rider and then charges 75% of the
Junisdictional share of optimization benefits back to the Fuel Rider. The remaining 25%
of the jurisdictional share of gains and losses assoctated with coal sales, net of
replacement coal costs are credited to retail customers. DP&L has stated that no
optimization transaction will occur unless it results in a net decrease in costs to retail
customers. DP&L's response to LA-2010-44, as it relates to coal optimization
transactions, stated in part:
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Documentation for each optimization transaction was provided in responsg to LA-2010-
44, including explanations and estimates of the value of each optimizatios as well as the
associated accounting documentation. As part of this documentation, the Company
provided a brief narrative describing the specific details of each optimization including
the type of optimization (e.g., time swap), term of the optimization, transaction date,
transaction number(s), a description of the optimization as well as a summary of the
benefit to the Fuel Rider. The following Exhibit summarizes what the Company's
response indicated was the net benefit of each optimization to the FUEL Rider per LA-
2010-44.

Exhibit 6-29
Summary Of DP&L's Claimed Net Benefit For 2010 Optimization Trades

The electronic versions of the spreadsheets that retlected the accounting details of
Optimizations A through J that DP&L had originally provided in LA-2010-44 were in
PDF format. In order to facilitate our review of the optimization transactions, Larkin
requested that DP&L provide these spreadsheets in Excel format in Onsite No. 46. Upon
being provided the optimization spreadsheets in Excel format, Larkin noted that the
Company had adjusted the amounts for each optimization transaction. As noted above,
the amounts provided for Optimizations A through J in LA-2010-44 were estimates and
did not represent final amounts. In addition, the Company’s made adjustments to
Optimizations A through J (per Onsite No. 46) result in an overall adjustment in the
amount of be i DP&L subsequently provided revised calculations
demonstrating that the actual adjustment should be ||l all except $28,901 is
attributable to December.

DP&L provided its RA workpapers for each month of 2010 in the responses to LA-2010-
45&46 (Jan-Dec 2010 — estimates and actuals), LA-2010-58&59 (July 2010 only), LA-
2010-60&61 (January 2010 only) and Onsite No. 10 (December 2010 only). These
workpapers include the monthly optimization amounts, of which the DP&L retail portion
1s reflected in the Fuel Rider.
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The following Exhibit summarizes the monthly optimization amounts thail are reflected in
the Company’s RA workpapers:

Exhibit 6-30
Charges to FUEL Rider From DP8&L's 2010 Optimization Trades
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Larkin also noted that DP&L intends to make a correction (credit) of $(40,185) for the
optimization trades. DP&L has indicated that it would post the $(40,185):in April 2011.
Larkin independently calculated that correction and confirmed the amount.

Findings'™:
DP&L made ten optimization trades in 2010.

DP&L’s charge to fuel costs (before application monthly retail _]l.ll‘lsdlcth]{lal ratios)
totaled i A true-up of $28,901 was included in December 2010, the
jurisdictional share of which should be allocated based on the appropriate monthly
allocators for the months across which the true-up is properly assigned.

DP&L has maintained detailed audit trail documentation for its 2010 charges and credits
to the Fuel Rider for its 2010 optimization trades. However, this finding pertains solely
to the Company's audit trail documentation and does not address EVA's régcommended
adjustments to the optimizations (discussed in the management audit portnon of this
report.) ;

Recommendation:

DP&L’s posting of corrections for optimization trades should be done in a manner that
recognizes the retail Fuel Rider ratios that were applicable in the months inh which DP&L
had originally included optimization ¢osts in the Fuel Rider.

Accounting for Emission Allowances

DP&L provided documentation related to accounting detail associated with costs and
revenues, purchases and sales of emission allowances, and monthly emlssmn allowance
inventory in response to LA-2010-49 through LA-2010-51.

Data request LA-2010-49 asked the Company to provide the detailed general ledger
pages for each account that contains costs and/or revenues included in the FUEL Rider
filings. In response, DP&L referred to its responses to data requests LA-2010-5 and LA-
2010-57.

Data request LA-2010-50 requested detailed general ledger pages for all purchases and
sales of emission allowances (“EA™) and for gains or losses realized on such purchases
and sales of EAs. In response, DP&L provided the requested detail regarding the gains
realized on the sales of EAs. The Company referred to the response to LA-2010-51 fora
schedule of emission allowance purchases and sales.

The following table summarizes for DP&L the emission allowance purchases, sales, and
gains and losses included in the Fuel Rider that occurred during the January through
December 2010 review period.

' Please note that EVA has additional findings and recommendations in the Management Performance
sections of this report concerning DP&L’s optimization trades.
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Exhibit 6-31
DP&L Emission Allowance Activity

To allocate the emission allowance sales gains and losses to the Fuel Rider, DP&L used
an 80/10/10 ratio, where 80% is the Retail Allocation Factor; 10% is the DPLER
Allocation Factor; and the remaining 10% is the Wholesale Allocation Factor. This
allocation process was used from January 2010 through July 2010. Beginning August
2010 and forward, DP&L uses a new factor. This new factor, which is updated monthly,
uses the cumulative calendar MWh sales for these three groups of customers to allocate
the gains or losses of emission sales in each month. The mid-period change in the
allocation ratio as applied by DP&L resulted in shifting the allocation of net EA sales
gains and increasing retail fuel cost by approximately $5,600.

Data request Onsite 13 asked DP&L to provide supporting documentation for the
application of this ratio and to show how it was developed. DP&L’s response provided
the requested documentation. Because the mix of DP&L’s customers is changing over
time, with customers switching to alternative providers (including DPLER), we
recommend that DP&L update the allocation ratio used to allocation emission allowance
sales gains annually.

Data request LA-2010-51 asked DP&L to provide its monthly emission allowance
inventory (quantity of allowances and cost) and to show how it was allocated between
native and non-native customers. In response, DP&L referred to its responses to LA-
2010-45 and LA-2010-46, which show EA allocations between native and: non-native
customers.
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DP&L’s response to LA-2010-51 included an attachment that reflected DP&L’s monthly
EA inventory balances. The table below summarizes for DP&L the monthly EA
inventory balances for each month of the January through November 2010 review period.

Exhibit 6-32
DP&L Emission Allowance Inventory

Application of FUEL Rider Rates to Customer Bills

In order to verify that DP&L has included the correct fuel rider rates on its electric bills,
Larkin reviewed a sample selection of monthly bills from the period April 2010, which
were provided in response to Onsite 29. This sample included 30 customer billing
statements with each reflecting a different billing rate. We recalculated the FUEL Rider
charges by multiplying the fuel rates (per Tariff Sheet G28) for cach rate type included in
the sample by the usage indicated on each of the customer billing statements and then
compared the results to each sampled customer’s billing statement by the line item “Fuel
Cost Adjustment”. During this procedure, the following issues were noted for which the
Company provided explanations:

¢ The Company made voltage adjustments to four of the 30 sampled customer billing
statements. Two of these voltage adjustments increased consumption and two
decreased consumption. The Company explained that the voltage adjustments are a
metering issue whereby there are occasions where secondary service level customers
are metered on the high side of the transformer (i.e. the primary service level). When
this occurs, billing demand and energy are adjusted downward by 1% to account for
losses in the transformer. In addition, there are occasions when this occurs for the

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) 6-61




primary service level whereby customers are metered on the low side of transformer,
so billing demand and energy are adjusted upward to account for losses in the
transformer. Voltage adjustments for the secondary and primary service levels are
explained in Tariff Sheets D19 and D20 as noted below:

Tariff Sheet D19

The above rates are based upon Secondary Voltage Level of Service and
metering. When metering is at Primary Voltage Level of Service, both the
kilowatt billing demand and the energy kilowatt-hours will be adjusted
downward by one percent (1%) for billing purposes.

Tariff Sheet D20

The above rates are based upon Primary Voltage Level of Service and metering.
When metering is at Secondary Voltage Level of Service, both the kilowatt
billing demand and the energy kilowatt-hours will be adjusted upward by one
percent (1%) for billing purposes.

¢ The other issue Larkin noted had to do with billing statements with charges related to
the private outdoor lighting service level. A review of Tariff Sheet G28 indicated that
the rates for this category are reflected at the price per month instead of on a per
kilowatt-hour basis as shown in the following table:

Exhibit 6-33
Monthly Price For Private Qutdoor Lighting Service Level

Price Per
Private Outdoor Lighting (Tariff Sheet G28) Month
7,000 Lumens Mercury $ 1.9155750
21,000 Lumens Mercury $ 3.9333140
2,500 Lumens Incandescent $ 1.6346240
7,000 Lumens Fluorescent $ 1.6857060
4,000 Luments PT Mercury $ 1.0982630

As aresult, it was unclear which fuel rate to apply to the private outdoor service level
billing statements from the sample. The Company explained that the private outdoor
lighting service level is billed at the secondary voltage level and therefore is fixed at the
secondary fuel rate of $0.025541 per kWh. In addition, the fixed kWh amounts for the
private outdoor service level are listed in Tariff Sheets D23 and G16. As shown in the
table below, by multiplying the fixed kWh for each category of the private outdoor
lighting service level by the secondary fuel rate of $0.025541 per kWh, Larkin verified
that the price per month for each category of the private outdoor lighting service level
calculated to the prices shown on Tariff Sheet G28: '
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Exhibit 6-34
Verification of Private Outdoor Service Level Monthly Price

Price Per
Private Outdoor Lighting kWh Fuel Rate Month:
7,000 Lumens Mercury 75 $0.025541 $1.9155750
21,000 Lumens Mercury 154 $£0.025541 $3.9333140
2,500 Lumens Incandescent 64 $0.025541 $1.6346240
7,000 Lumens Fluorescent 66 $£0.025541 $1.6857060
4,000 Luments PT Mercury 43 $0.025541 $1.0982630

After reflecting the voltage adjustments noted above and after applying the secondary
service level fuel rate to the private outdoor service level categories in our calculations
and comparing the results to the affected billing statements under the Fuel Cost
Adjustment line item, no exceptions were noted. The table below summarizes the results
of Larkin’s analysis:
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Exhibit 6-35
Summary of Customer Bill Analysis

Calculated Usage  Calculated

Rate Type & Number Usage Fuel Rate  FuelBill  Adjustment . Fuel Bill
Residential
111 819 [ 0.0255410] § 20.92
141- 77 10.0255410| $ 1.97
121 200 | 0.0255410| $ 5.11
321 1,760 } 0.0255410{ § 4495
Secondary Single Phase i -
117 96 ]10.02554101 § 245
127 3,960 ] 0.0255410 392018  100.13
97 57 1 0.0255410] § 1.46 5
197 511 | 0.0255410) $ 13.05
841 4,345 1 0.0255410{ § 110.98 :
Secondary Three Phase !
137 4,320 ] 0.0255410] $ 110.34 ’
157 59,760 | 0.0255410 59,162 | $ 1,511.07
851 790 ]0.0255410] $ 20.18
Primary
187 126,041 }0.0248201| § 3,128.35 f
167 12,400 | 0.0248201 12,524 |'§ 31085
387 59,970 | 0.0248201} § 1,488.46 :
801 5,208,112 | 0.0248201| § 129,265.86
Primary Substation
188 2,831,281 | 0.0245397| $ 69,478.79
811 705,852 10.0245397| § 17,321.40
High Voltage
158 2,486,499 | 0.0245397 2,511,364 [[$ 61,628.12
168 4,363,810 } 0.0245397] § 107,086.59 :
Private Outdoor Lighting
15 64 | 0.0255410] $ 1.63
25 7510.0255410| § 1.92
35 66 10.0255410| 1.69
45 349 10.02554101 $ 891
55 6,321 | 0.0255410| $ 161.44
860 75 10.0255410] § 1.92
865 308 ] 0.0255410} $ 7.87
Schools
162 12,480 { 0.0255410} § 318.75
Street Lighting
65 140 | 0.0255410| 3.58
85 1,710 ] 0.0255410] § 43.68
15,892,248 328,652.22 - 63,550.16

Larkin reviewed a sampling of customer billing information to test whether DP&L had
accurately applied the FUEL Rider rates. No exceptions were noted after accounting for
voliage adjustments, which are provided for in DP&L's tariffs and applying the secondary
service fuel rate to private outdoor lighting. '
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Changes To Fuel, Purchased Power Procurement And Emission
Allowance Procurement

Documentation related to the review of changes to fuel, purchased power procurement
and emission allowance procurement during the period January through December 2010
includes DP&L’s responses to LA-2010-53 through LA-2010-56.

Data request LA-2010-53 asked the Company to list and describe all organizational
changes to the Company's Fuel, Purchased Power Procurement and Emission Allowance
Procurement during the review period. In response, DP&L detailed several leadership
and responsibility changes in Commercial Operations, Business Planning and
Development, Logistic and Generation Operations, Purchasing, and Fuel Procurement.
An organizational chart displaying these changes, as well as job descriptions of the
personnel in these depattments were provided in DP&L’s combined response to LA-
2010-55 and 56.

Data request LA-2010-54 requested information similar to LA-2010-53, although from a
procedural versus organizational standpoint. In response to LA-2010-54, DP&L stated
that there were two updates made in 2010 to the Commodity Risk Management policy.
Updates were made to SOP #480, Startup and No Load Costs on December 1, 2010, and
SOP #450, Energy Purchase Decisions and Dedications Procedure on August 26, 2010.
SOP #455, Hourly Retail Position, was adopted on August 31, 2010. In addition,
DP&L’s response indicated that the Commercial Operations Sarbanes-Oxley flows are
updated quarterly.

General Ledger Detail and Audit Trail

Data request LA-2010-57 requested general ledgers for various FERC accounts for the
costs the Company requested in its proposed FUEL Rider. In response, DP&L provided
the general ledger sheets for January through November 2010.

Data requests LA-2010-58 and LA-2010-59 asked DP&L to provide the audit trail from
the Company's quarterly FUEL Rider filings to the FUEL Rider workpapers to the
general ledger balances for each of the accounts included in DP&L’s Fuel Rider and any
other accounts used by DP&L for July 2010 actual RA fuel costs and revenues. In
response, DP&L provided:

o The actual Fuel Recovery calculation supporting the recorded journal entry for July
20190

e The July 2010 journal voucher and calculation support

Data requests LA-2010-60 and LA-2010-61 asked DP&L to provide the audit trail from
the Company's quarterly FUEL Rider filings to the FUEL Rider workpapers to the
general ledger balances for each of the accounts requested in LA-2010-57 and any other
accounts used by DP&L for January 2010 actual RA fuel costs and revenues. In
response, DP&L provided: '

¢ The actual Fuel Recovery calculation supporting the recorded journal ¢ntry for
January 2010 |
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s The January 2010 journal voucher and calculation support

Data request LA-2010-62 asked the Company to provide the complete audit trail from the
general ledgers for each account listed in LA-2010-57 to the invoices, Joumal entries and
other documentation that supports the costs recorded in the general ledgers for each
FUEL Rider includable account and sub-account for July 2010.

In response, DP&L referred to LA-2010-58 and LA-2010-59 for the supperting
documentation. Additional documentation, such as invoices, other journal entries, or any
other supporting documentation, was made available during the onsite wsmt February 21
through 24, 2011, and in response to Onsite data requests.

Internal Audits

Data request LA-2010-64 asked the Company to provide a listing and copies of any and
all internal audit reports related to fuel procurement, synfuel, coal trading, fuel inventory
management, purchased power, emission allowances, accounting for FUEL Rider-
includable costs, portfolio optimization, energy sales, PYM charges and revenues, fuel
and purchased power invoices, PJM invoices, allocation of PJM revenues and costs to
Ohio retail load customers, allocation of other FUEL Rider includable costs and revenues
to Ohio retail load customers, and/or other FUEL Rider related subject matter for the
review period. DP&L provided three internal audit reports'® which were issued during
2010 in response to EVA-2010-1-37, each of which concerns the physical ‘mventory ofa
DP&L-operated generating plant’s coal pile:

40. Physical Inventory Report at the O.H. Hutchings Station (Issued October 21,
2010)

41. Limestone Physical Inventory Report at the Killen Station (Issued October 21,
2010)

42. Physical Inventory Report at the J.M. Stuart Station (Issued October 21, 2010)

The objective of these internal audits was to present the work performed and the data
used to estimate the tonnage and quality of the coal inventory at the Hutchings and Stuart
Stations and limestone at Killen Station. DP&L’s procedures for physical coal pile
inventory provide for the involvement of Internal Audit. The participation in the coal
pile inventories by Internal Audit indicates that DP&L is following that part of its
procedures.

I Coal Supply Agreement

DP&L has a coal supply agreement with

% Because of its size, DP&L has a relatively small internal audit department. Source: [ N NN
interview.

Report of the Management/Performance and Financial Audit of the Fuel
Purchased Power Rider of The Dayton Power and Light Company (09-1012-EL-EFC) 6-66




Data request Onsite No. 33 requested that the Company provide the accounting detail to
demonstrate the impact(s) of the new coal supply agreement. In its confidential response
to Onsite No. 33, the Company stated that

Exhibit 6-36

The memo provided with the confidential response to Onsite No. 33 also contained the
following narratives related to the accounting treatment associated with the new
contract:

e ______]
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Larkin asked DP&L to quantify the impact of the new - Coal Supply Agreement on
the Fuel Rider. DP&L provided two spreadsheets, each showing the approximate fuel
rate impact of the Coal contract. The first spreadsheet reflects the impact of the
contract on the Stuart Station, in which costs totaling approximately i were
allocated to DP&L's retail customers. The second spreadsheet reflects the'impact of the
contract on the Killen Station, in which the retail share of assumed costs was h

Memorandum Of Findings And Recommendations

Our findings and recommendations are summarized in Chapter 1.
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ATTACHMENT I — DATA REQUESTS

EVA DATA REQUEST

As it applies to the period review period, January 1, 2010 through December 31, 2010, please provide the following
information and documents;

Fuel Contracts

EVA-2010-1-1 Fuel contracts {coal, natural gas, oil, etc.) with amendments in effect at any time between
January 1, 2010 and December 31, 2010.

EVA-2010-1-2 Term sheets or contract drafis for deals not yet signed

EVA-2010-1-3 Fuel purchase orders (coal, natural gas, oil) in effect between January 1, 2010 and
December 31, 2010.

EVA-2010-1-4 Transportation (rail, barge, pipeline, etc.) and other contracts (limestone, etc.) in effect
between Yanuary 1, 2010 and December 31, 2010,

Procurement Process

EVA-2010-1-5 Requests for Proposal (RFP) issued during 2010

EVA-2010-1-6 Bidders List for each RFP

EVA-2010-1-7 Bids received in response to 2010 RFPs

EVA-2010-1-8 Bid evaluations from same (print-outs from spreadsheet model)

EVA-2010-1-9 Decision memorandum for all purchases

EVA-2010-1-10
EVA-2010-1-11

Documentation related to model used to evaluate bids.
Contracts resulting from RFPs (if not provided under EVA-2010-1-1 cr EVA 2010-1-4)

Coal Contract Performance

EVA-2010-1-12

EVA-2010-1-13

EVA-2010-1-14

EVA-2010-1-15

Coal shipments by supplier by plant by month by contract for 2010 wmh quality and price
(data should be provided electronically in excel files)

Coal contract performance summary detailing contract shortfalls (over-rshlpments) at the
beginning of 2010, performance during the year, and contract shortfalls (over-shipments)
at the end of the year

Coal contract compliance with contract quality specifications by appropriate period
(semi-monthly, monthly, or quarterly) :

Coal contract dispute files

Fuel Purchases/Sales

EVA-2010-1-16

EVA-2010-1-17
EVA-2010-1-18

Performance
EVA-2010-1-19

EVA-2010-1-20
EVA-2010-1-21

Coal purchases by plant by supplier by month by contract/purchase order (tons, quality,
and price)

(as purchases by month

Coal sales (if any) to third parties

Beginning and end-of-month inventory levels by plant and coal type (if availabie) for
2010

Results from two most recent physical inventory surveys

Unforced outages during 2010 with cause and duration
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EVA-2010-1-22 Plant operating statistics (operating availability, equivalent availability, capacity factors,
and heat rates) for 2010
EVA-2010-1-23 Replacement power purchases during unforced outages in 2010

Environmental Compliance

EVA-2010-1-24 Status of environmental retrofit projects

EVA-2010-1-25 Emission allowance banks as of December 31, 2009 and December 31, 2010
EVA-2010-1-26 Emission sales and purchases during 2010 (tons and dollars)

EVA-2010-1-27 Emission allowance consumption by plant in 2010

EVA-2010-1-28 Forecast of emission allowance consumption by plant and year, 2010-2014
EVA-2010-1-29 Emission allowance strategy

EVA-2010-1-30 Potential compliance strategies related to reductions in greeshouse gas iemissions
Miscellaneous

EVA-2010-1-31 Policy and procedures manual governing fuel procurement

EVA-2010-1-32 Most recent integrated resource plan

EVA-2010-1-33 Most current forecast of coal burn by plant for the 2011-2015 petiod.

EVA-2010-1-34 Coal specifications for each unit with minimums and maximums for each spemﬁcatmn
EVA-2010-1-35 Any studies/memorandum related to coal sampling and coal quality issues
EVA-2010-1-36 Any special studies conducted in the last five years related to fuel issues.
EVA-2010-1-37 Any internal audits related to fuel and purchased power conducted in the last five years.
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LARKIN DATA REQUEST

As it applies to the period review period, January 1, 2010 through December 31, 2010, please provide the following
information and documents:

Minimum Review Requirements

LA-2010-1. Company’s procedures for accounting for fuel receipts, testing and payments.i

LA-2010-2, Company’s procedures for weighing, testing and reporting coal burned.

LA-2010-3. Company’s procedures for recording purchases and interchanges of energy (m appears this can
be limited to economic energy purchases that are included in the FPP) .

LA-2010-4. Description of how the Company accounts for fuel at jointly owned generatioh planis.

LA-2010-5. Identification of any fuel amounts being deferred that affect the review period. If there are any,

please identify such amounts by account and explain why they are being defeired.

Relating to Coal Order Processing

LA-2010-6. A brief description of the Company’s procedures for processing fuel purchase¢ orders

LA-2010-7. Copies of fuel purchase orders for fuel purchases recorded in the month of July 2010.

LA-2010-8, Copies of approved purchase requisitions for the fuel purchases recorded in the month of July
2010. ‘

LA-2010-9. Cash vouchers and payment documentation for the fuel purchases recorded in.the month of July
2010. :

LA-2010-10. Tuel ledger for January 2010 throngh December 2010.

LA-2010-11. Documentation (e.g., from the laboratory) for Btu adjustments for fuel purchages recorded in the

month of July 2010. If there were none for July 2010 but were some in March, April or June,
please provide the documentation for March, April or June 2010 Btu adjustments,

LA-2010-12. Freight cash vouchers for two days of coal receipis in July 2010 and copies of the portions of
the corresponding coal received reports.

LA-2010-13. Two cash vouchers from each barge company for coal unloaded at Company plants during July
2010 and copies of the portions of the corresponding coal unloading reports and purchase
orders.

LA-2010-14. Description of the Company’s procedures for preparing monthly fuel analysis reports.

LA-2010-15. Copies of fuel analysis reports relating to fuel purchases recorded in the month of July 2010.

LA-2010-16. Identification of all pending or approved retroactive escalations that affect fuel cast for the
review period. :

Relating to Station Visitation and Review of Company’s Coal
Processing Procedure from the Receipt of Coal to the Disposition of
Fly Ash



LA-2010-17.

LA-2010-18.
LA-2010-19.
LA-2010-20.
LA-2010-21,
LA-2010-22.

LA-2010-23,
LA-2010-24.
LA-2010-25.

LA-2010-26.

LA-2010-27.

LA-2010-28.
LA-2010-29.

LA-2010-30.
LA-2010-31.
LA-2010-32.

LA-2010-33.

LA-2010-34.

LA-2010-35.
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A description of the Company’s coal receiving procedures and controls for shortages, overages
or other discrepancies.

A description of how the coal is weighed as received.

A description of how freight bills and car number discrepancies are handled. :

A description of how damaged cars are checked and who instigates claims for shortages.
A description of the Company’s month end cutoff procedure for coal.

A description of the Company’s coal sampling procedures, including the frequency of coal
sampling, how the coal samples are identified, and what control is exercised aver forwarding
coal samples to the laboratory.

Scale calibration logs for January through July 2010.
Description of procedure that is followed when coal scales are inoperable,

Copies of laboratory sampling reports for coal purchases recorded in July 2010 to compare with
purchasing and accounting records.

A description of the Company’s procedure for handling coal from the stockpile to the firebox or
boiler.

A description of the Company’s procedure for taking physical inventories of coal and fuel oil,
including the frequency of the physical inventories, how density tests are performed and
whether the samples are accurate, how cutoff data is established, who controls the data, and how
often cutoffs are established.

Company’s working papers on physical inventories for the review period.

Accounting documentation for physical inventory adjustments recorded for the review period,
including the general ledger, and fuel stock and consumption records.

A description of the levels of review applicable to plant operating statistics.
A copy of generating station reports for the review period.

Identification of any Company internal investigations following through on generating station
reports for the review period.-

Copies of the station reports for review period sent to the Company’s general office for
incorporation into company statistics and workpapers sufficient to trace the reports to the
statistics.

A description of how freight bills and barge number, coal quantity and quality discrepancies are
handled.

A description of how damaged barges are checked and who instigates claims for shortages.

Relating to Fuel Supplies Owned or Controlled by the Company

LA-2010-36.

Please confirm that the Company and its affiliates do not own or control any coal mines or
entities that supply fuel to the Company.

Relating to Purchased Power

LA-2010-37.

LA-2010-38.

For DPL, for purchases of power recorded in July 2010 that are included in the FAC, please
provide the related invoices, and paid cash voucher or cash payment receipt.

Concerning system dispatch, during the entire review period, was the dispatch of the Company’s
generating units under the control of PIM? If not, please explain.
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LA-2010-39, During the review period were any of the Company’s generating units designeted by PIM as
“must run” for reliability or voltage control purposes? If so, please identify the units, hours, and
cost/Mwh for each “must run” situation at the Company’s generating units during this period.

Relating to Service Interruptions and Unscheduled Outages
LA-2010-40, Identify any instances during the review period in which customers’ power supplies were
interrupted or requested to be interrupted, and provide decumentation concerning:

the cause(s} of the interruption;

steps taken by the company to minimize the impacts of interruption;

efforts made to secure replacement power, if applicable;

the methodology employed to price the replacement power, if applicable; and

cost impacts resulting from the periods during which the interruptions occurred.

LA-2010-41. Identlfy any instances during the review period in which the Company’s generating units
experienced unscheduled outages, and provide documentation concerning:

UI&L.\J[\.)»—!

the cause(s) of the outage;

steps taken by the company to minimize the impacts of the unscheduled outage;
efforts made to secure replacement power, if applicable;

the methodology employed to price the replacement power, if apphcable, and

cost impacts resulting from the periods during which the unscheduled gutage occurred.

e wh e

Fuel Adjustment Clause (Rider FAC) Filings, Supporting Workpapers

and Audit Trail Documentation
LA-2010-42. Provide all of the Company’s Rider FAC filings filed during the review period and/or which
pertained to costs incurred or revenues recorded in the review period.

LA-2010-43, Provide a complete set of supporting workpapers for all calculations in the Riler FAC filings for
the review period and/or which pertained to costs incurred or revenues recorded in the review
period,

LA-2010-44, During the review period did the Company engage in “active management” of its fuel, purchased

power, or emission allowance positions? If so, please identify, quantify and grovide the
accounting documentation for each “active management” transaction during this period. For
each such transaction, please also fully explain the reasoning and estimated economic benefit
that was anticipated for the transaction.

LA-2010-45. For each Reconciliation Adjustment (RA) in an Rider FAC filing covering the review period,
please provide a complete audit trail for all amounts in the RA portions of such filings,
including:

a. The accounting records and other documentation needed to trace each dollar amount in
the RAs through from the Rider FAC filings to the fuel ledger, from the fuel ledger to the
general ledger, and from the fuel ledger to the purchase orders and invoices.

b. The complete documentation to trace the energy and system loss quantities in the Rider
FAC filings to the source documents.

¢. All journal entries, journal entry supporting documentation and workpépers related to
recording RA adjustments in the Company’s accounting records.

d. Provide all calculations and supporting documentation related to computing RA
adjustments in the Company’s Rider FAC workpapers.

LA-2010-46. For each sub-account of purchased power in a Rider FAC filing covering the review period,
please provide a complete audit trail for all amounts in the RA portions of such filings
including: ‘




LA-2010-47.

LA-2010-48.

LA-2010-49.

L.A-2010-50.

LA-2010-51.

LA-2010-52.

ATTACHMENT I — DATA REQUESTS

a. The accounting records and other documentation needed to trace each dollar amount in
the RAs through from the Rider FAC ﬁlmgs to the gencral ledger, and t&om the general
ledger io the purchase orders and invoices.

b, The complete documentation to trace the purchased power costs in the Rlder FAC filings
to the source documents.

c. All journal entries, journal entry supporting documentation and workpapers related to
recording purchased power costs in RA adjustments in the Company’s ‘accountmg
records.

d. Provide all calculations and supporting documentation related to comptting purchased
power costs in RA adjustments in the Company’s Rider FAC workpapers.

Please provide all Excel files that were used in producing the Rider FAC fihngs for the review
period.

Please provide all Excel files that were used in producing the supporting workpapers for the
Rider FAC filings for the review period.

For the review period provide the detailed general ledger pages for each accmpnt that contains
costs and/or revenues that are included in Rider FAC.

To the extent not already being provided in response to other requests, for theireview period,
please provide the detailed general ledger pages for all purchases and sales oflemission
allowances and for gains or losses realized on such purchases and sales of EAs.

For the review period please provide the monthly Emission Allowance inventbry {quantity of
allowances and cost) and show how this was allocated between native and non-natzve
customers.

Please provide DPL’s most current estimates and projections of the deferred FAC costs
currently through the end of the ESP term. In addition, please indicate the Company’s estimate
of the collection period necessary to fully recover the deferred FAC costs aftey the ESP terms
ends, and provide an estimate of the prospective surcharge and rate impact.

Changes to Fuel, Purchased Power Procurement and Emisi:sion
Allowance Procurement

LA-2010-53.

LA-2010-54,

LA-2010-55.

LA-2010-56.

Please list and describe all organizational changes to the Company’s Fuel, Punchased Power
Procurement and Emission Allowance Procurement, during the review period;

Please list and describe all procedural, policy and accounting changes to the Company’s Fuel,
Purchased Power Procurement and Emission Allowance Procurement, during the review period.

Please provide the most current organizational chart(s) available showing in detail all personnel
at the Company and affitiates who are involved in the purchase and management of Fuel,
Purchased Power Procurement and Emission Altowances, the related accountmg, and the
preparation of Rider FAC filings.

For each person/position listed in an organizational chart that is provided in response to LA-
2010-2010-53 and LA-2010-2010-55, please provide a complete job description.

General Ledger Detail and Audit Trail

LA-2010-57.

Please provide detailed general ledger pages for 2010 for each of the following accounts:
a. 501
b. 512 (all subaccounts for coal-handling equipment)

¢. 403 (all subaccounts for coal-handling equipment)



LA-2010-58.

LA-2010-59.

LA-2010-60.

LA-2010-61.

LA-2010-62.

LA-2010-63.

&

456

509

547

555 (all FAC includable subaccounts)

421 and 426 (purchased power realized gains/losses; all FAC includable subaccounts)
411.8 and 411.9 allowance sales '

Please provide a complete audit trail from (1) the Company’s quarterly FAC ﬁlings to (2) the
FAC workpapers, to (3) the general ledger balances for each of the accounts listed in LA-2010-
2010-57 and any other accounts used by DPL for the July 2010 actual RA fuql costs of
$30,865,717.

Please provide a complete audit trail from (1) the Company’s quarterly FAC ﬁlmgs to (2) the
FAC workpapers, to (3) the general ledger balances and accounting records used by DPL for the
July 2010 actual RA fuel revenue of $25,194,126.

Please provide a complete audit trail from (1) the Company’s quarterly FAC filmgs to (2) the
FAC workpapers, to (3) the general ledger balances for each of the accounts listed in LA-2010-
2010-57 and any other accounts used by DPL for the January 2010 actual R A fuel costs of
$31,312,355.

Please provide a complete aundit trail from (1) the Company’s quarterly FAC ﬁlmgs to (2) the
FAC workpapers, to (3) the general ledger balances and accounting records used by DPL for the
January 2010 actual RA fuel revenue of $29,818,488.

For the month of July 2010 please provide a complete audit trail from the genbral ledger detail
for each account listed in LA-2010-2010-57 to the invoices, journal entries and other
documentation that supports the costs recorded in the general ledger for each FAC-mcludable
account and sub-account.

P momoe

-

Please provide workpapers and a complete audit trail for each month of 2010 for the costs
assigned to off-system sales. ‘

Internal Audits

LA-2010-64.

Please provide a listing of and a copy of any and all internal audit reports related to fuel
procurement, synfuel, coal trading, fuel inventory management, purchased power, emission
allowances, portfolio optimization, energy sales, PYM charges and revenues, fuel and purchased
power invoices, PJM invoices, allocation of PJM revenues and costs to Ohio getail load
customers, allocation of other FAC includable costs and revenues to Ohio retail load customers,
and/or other Rider FAC related subject matter for the review period.




LARKIN DATA REQUEST, SET 2

As it applies to the period review period, January 1, 2010 through December 31, 2010, please provide the following
information and documents;

LA-2010-65.

LA-2010-66.

The Company’s response to LA-2010-38 states that: “in most circumstances during the review
period, dispatch of Dayton’s generating units were under the control of PIM. ' However, if a unit
was required to run for a test, that was done under Dayton’s control. In addition, Dayton’s
Generation Operators and Traders had the ability to start peakers when they were not requested
by PIM.”

a.

Please identify each instance (date, time, plant and unit involved) during the review period
when units were run for a test,

Please identify each instance (date, time, plant and unit involved) during the review period
when when DPL started peakers when they were not requested by PIM.

The Company’s response to LA-2010-12 states that: “DP&L did not receive any coal via rail in
July 2019.”

Did DP&L receive coal by rail in any other months of 2010? If so, which months?
Did DP&L receive any coal via barge in July 20107

Please provide freight cash vouchers for two days of coal receipts for coal received via
barge in July 2010 and copies of the portions of the corresponding coal réceived reports.

If no coal was received via barge in July 2010 but coal was received via barge in other
months of 2010, please provide freight cash vouchers for two days of coal receipts for coal
received via barge in each month of 2010 other than July 2010 and copies of the portions of
the corresponding coal received reports.

Please provide freight cash vouchers for two days of coal receipts for coail received via rail
in each month of 2010 when coal was received via rail. Also provide coples of the portions
of the corresponding coal received reports.



Onsite 1

Onsite 2
Onsite 3
Onsite 4
Onsite 5

Cnsite 6

Onsite 7

Onsite §

Onsite 9

Onsite 10
Onsite 11
Onsite 12

Onsite 13

Onsite 14
Onsite 15

Onsite 16
Onsite 17
Onsite 18

Onsite 19
Onsite 20

Onsite 21
Onsite 22

Onsite 23
Onsite 24
Onsite 25
Onsite 26

Onsite 27
Onsite 28

Onsite 29
Onsite 30

Onsite Data Requests

Provide the Line Loss study referenced in the Fuel filings.

Provide general ledger detail for fuel inventory account 151.

Provide general ledger detail for over/under recovery in account 182.4

Provide general ledger detail for account 254.

Provide the depreciation study, account balances, and other workpapers in support
of the Fuel Handling depreciation amounts used in the fuel filing.

Provide the monthly position reports provided to the Risk Management group for
all months of 2010.

Provide Duke, AEP, and DP&L fuel bills for January, July, and the month
showing the annual inventory adjustment. Also provide a month that
demonstrates fuel transfers between power plants if not provided in the three
months requested.

Provide sales and fuel variance reporting that was included in the Executive report
for January, July, and December.

Provide sales variance data from the Key Customer report for July and December.
Provide the accounting workbook for December 2010 to complete the 2010 year.
Provide a list of all confidential data requests.

Provide the unit stacking for July 12 and July 13 that shows the Coneswlle 4
outage impact.

Provide the annual generation data that supports the allocation factor for emission
allowance sales.

Provide the handout presentation regarding IRP.

Provide the dates for Biomass consumption with the accounting detail to show
how biomass is recorded.

Provide any coal contract signed in 2010 for future periods.

Provide a list of coal related RPFs issued for the last five years. .

Provide the accounting detail showing all transfers of tons between Stuart and
Killen for 2010.

Provide the purchase detail/contract for the Peabody 30k tons in 2010

Provide FGD specifications for Stuart and Killen that include the SOZ and
limestone specifications.

Provide the limestone contract for 2010.

Provide details on the 14 times power was purchased in advance for retail
customers.

Provide cost information to complete the table to be provided by EVA.

Provide the diagram of the coal handling systems at Stuart station.

Provide the Credit Risk Management Policy.

Provide a list of people interviewed earlier in the year for purposes of preparing
for the audit '

Provide an updated organizational chart with Environmental added.

Provide documentation used for the treatment of coal transfers between power
plants.

Provide the bill audit information for April 2010.

Provide the base coal amounts at Stuart Station in both total plant and DP&L
share for both 2009 and 2010 that shows the adjustment. :
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Onsite 31

Onsite 32

Onsite 33

Onsite 34,

Onsite 35.

Onsite 36.

Onsite 37.

Onsite 38.

Onsite 39.

Onsite 40.

Onsite 41.

Onsite 42,

Onsite 43.

Onsite 44.

Provide a memo or presentation that was relied upon for executive management to
spprove of the [

Provide the cover letter regarding the annual inventory adjustment developed by
internal audit.

Provide the accounting detail to demonstrate the impacts of the
Provide a listing, by DP&L operated plant, by account, by month, of all
demurrage charges in 2010.

Provide a listing, by account, by month, of demurrage charges incurred by
DP&L at jointly owned plants operated by others.

Provide comparable information by plant, by month, of demurrage charges
in 2008 and 2009. :

Explain why demurrage charges recorded in March 2010 were so hlgh
Identify and discuss situations at the DP&L operated plants which:
occurred related to those charges being so high.

Please explain how DP&L weighs and evaluates the cost of incurring
demurrage with other factors in managing its coal inventory and plant coal
burn.

Provide statistics on 2010 customer switching by month by customer tariff
showing the number of customers and MWH that switched from DP&L
jurisdictional to another provider. For jurisdictional customers switching
to another provider, please also indicate the number of customers and
MWH switching to the affiliate, DPLER.

When DP&L had an EFC, what specific accounts were included for
determining firel and purchased power costs?

Is DP&L aware of any other electric utilities in the U.S. that include
accounts 403 (depreciation) and 512 (maintenance) in their fuel riders
and/or fuel cost recovery tariffs? If so, please identify and explain.

Optimization trades. What amount of bonuses and incentive
compensation was paid to DP&L and affiliate personnel related to the
2010 “optimization” trade results? Please provide details and calculations.

In response to Onsite 23, the January 21, 2011 confidential memo from

Director Internal Audit, states, among other things: “... we
did identify some opportunities where the Coal Pile Inventory policy could
be enhanced to clarify roles and responsibilities.”

a. Please identify and explain the opportunities that were identified.

b. Identify and provide a copy of any emails, writings, notes and
documents describing such opportunities.

Paragraph 2 of the 2/24/2009 Stipulation and Recommendation in Case
No. 08-1094-EL-SSO et al states at page 4: “The rider will initially be
established at 1.97 cents per kWh, which amount will be subtracted from
DP&L’s residual generation rates.”
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a. Why are the Fuel Rider rates implemented by DP&L in J anua'.ry 1,2010
different from the 1.97 cents per kWh? Identify and explain the
reasons.

b. Please show in detail how the 1.97 cents per kWh was calculatdd,
mcluding the dollar amounts used for each account that was included.

c. Did DP&L present any calculations in Case Nos. 08-1094-EL-8SO et al
showing how the fuel rider rate was to be calculated and/or which
accounts and costs were to be included? If not, explain fully why not.
If so, please identify and provide that information.

Onsite 45. Please provide the Excel files for the optimization calculations A through
J that were provided in 1LA-2010-44 in PDF.

Onsite 46. Please provide ||| Exce! files for booking the

optimizations monthly. Please provide this for Optimizations ? Also
provide Excel file(s) for year-end reconciliation for Optimization Jj§ (and any
others if others had a year-end true-up or reconciliation).

Onsite 47. Please provide the Excel files for the Spring 2011 Fuel Rider filing. (This
is the one that includes the September-November 2010 actuals.)

Onsite 48, Please provide details and files needed to reconcile September and
November 2010 DP&L Retail Expenses as follows and to understand how any
corrections related to such differences have been/are being reflected in the Fuel
Rider filings:

a. September 2010 DP&L Retail Expenses - $18,898,823 from Onsite 10 and
$18,999,542 as-filed.

b. November 2010 DP&L Retail Expenses - $17,779,282 from Onsite 10 and
$17,595,994 as-filed.

Onsite 49. For each optimization deal component which does not already show the
“Original Purchase Price” information, please provide such original purchase
price information. This would be similar to Excel line 23 on the “Final” tab for
optimizations A and I, which do show such information.

Onsite 50. For optimization F, please provide explanations for the aspects of the

transaction discussed during the 3/28/2011 call,
ﬁ per

Excel line 43 on “Final” tab).

Onsite 51. To the extent that the postings of the final adjustments to the 10
optimizations described in Onsite 46 for Optimization , are not yet
reflected on the December 2010 Excel file from Accounting
please provide a December 2010 Excel file from Accounting which reflects such
postings.

Onsite 52. We have made a search of documents filed in Case No. 08-1094-El-SSO
and conclude that FERC Accounts 403 and 512 were not among the accounts to
be included n the fuel deferral mechanism; however, we want to make sure we
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have not overlooked some information of which the Company is aware but hasn’t
yet specifically disclosed. We note that DP&L witness Greg Campbell’s
testimony in Case No. 08-1094-E1-SSO at pages 3-5 mentions FERC Accounts
501 (other than labor associated with fuel purchasing and the removal and
disposal of fly ash), 502 (other than water analysis and operation of the NPDES
equipment), 509, 547, 555, 411.8 and 411.9 as being the includable accounts and
states that DP&L would only defer the excess of the retail jurisdictional share of
those accounts.

a. Please confirm that no testimony, briefs or other documents filed or
disclosures made by Dayton Power & Light in Case No. 08-1094-E1-SSO
et al mentioning FERC Accounts 403 and 512 as being among the
accounts included in the fuel cost deferral mechanism.

b. If the Company believes these two accounts (Accounts 403 and 512) were
addressed as being includable in the fuel cost deferral mechanism
somewhere in Case No. 08-1094-EI-SSO et al, please provide specific
citations to the specific documents, pages, line numbers, etc.

Onsite 33. Please confirm that the table shown below accurately reconciles each item
comprising the $40,186 “final true-up amount” mentioned in the response to
Onsite 51 (Excel file showing the reconciliation is also attached):

[f any components of this reconciliation arc believed to not be totally accurate, please provide a
revised reconciliation for the $4G,186 amount.

Onsite 34, Please confirm that DP&1.’s reflection of the - optimization adjustment in
Dccember 2010 on tab 7 has caused an overstatement of DPL Fuel Rider costs tor 2010 of
approximately as shown in the table below (our Excel calculations, also attached, show an
overstatement by posting the [JJJJJHl optimization adjustment in December when
the DPL Retail Ratic was 0.6281 versus reflecting the correction impacts in each month of 2010
when the DPL Retail Ratios were different. If this is not correct, piease explain fully why and
provide correct information.
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Onsite 55.  Please confirm that DP&L’s reflection of the [l 2djustment for Optimization A in
December 2010 on tab 7 has caused an overstatement of DPL Fuel Rider costs for 2010 of
approximately § {our attached Excel calculations show an overstatement of § by
posting the credit related to Optimization A as an adjustment in December when the
DPL Retail Ratio was 0.6281 versus reflecting the correction impacts in each month of 2010 when
the DPL Retail Ratios were different. If this is not correct, please explain fully why and provide
correct information. '

Onsite 56._Please provide the |

Onsite 57 Please provide memo documenting [N

Onsite 58.  Please provide memo documenting decision _

Onsite 59.  Please provide an explanation for the decision
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ATTACHMENT IT

ATTACHMENT Ii

Coal Regions

There are six major coal basins for coal used in power production.
43. Northern Appalachia (NAPP)

44. Central Appalachia (CAPP)

45. Southern Appalachia (SAPP)

46. Illinois Basin (ILLB)

47. Powder River Basin (PRB)

48. Rockies

Figure 0-1 U.S. Coal Basins
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