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) 
) SS: 
) 

William J. Chambers declares: 

I- INTRODUCTION AND SUMMARY 

1. My name is William J. Chambers. I have personal knowledge of all 

matters stated in this Declaration, and I am competent to testily to the facts stated below. 
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2. I earned a Ph.D. in economics from Columbia University in 1975. From 

1983 to 2005,1 was employed at Standard & Poor's; I was in the debt rating division for the 

large majority of my time there. I joined the faculty at Boston University in 2005, where I teach 

finance, investment analysis and related courses. A complete copy of my curriculum vitae is 

attached as Appendix A to my Direct Testimony in this matter. 

3. Certain Interveners in this case have filed a Joint Motion' proposing that, 

if the PUCO does not approve a new rate plan before the end of 2012, The Dayton Power and 

Light Company's ("DP&L's") current ESP ("ESP 1") rates should be extended into 2013, but 

that the existing nonbypassable Rate Stabilization Charge ("RSC") either should be "delete[d]" 

or, alternatively, made bypassable for customers that take retail generation service from an entity 

other than the utility. In this Declaration, 1 have been asked to address the effect that granting 

the Joint Motion would have on DP&L's projected financial results including, in particular, the 

firm's projected annualized return on equity ("ROE"). In addition, I have been asked to 

comment on aspects of the Joint Motion that touch on my prior Testimony or areas of expertise. 

4. Based on my review and analysis to date, I have reached the following 

conclusions: 

(a) If the Commission were to extend DP&L's current rates into 2013, including 

the existing RSC as a nonbypassable charge, DP&L's projected annualized ROE 

would be just H % during any period in 2013 that those rates were in effect. 

' For purposes of this Declaration, I use the term "Joint Motion" to refer to the combination of two filings, (a) the 
"Joint Motion Seeking Enforcement of Approved Settlement Agreements and Orders Issued by the Public Utilities 
Commission of Ohio and Memorandum in Support" dated September 26,2012, and (b) the "Reply to Memorandum 
of The Dayton Power and Light Company in Opposition to Joint Motion Seeking Enforcement of Approved 
Settlement Agreements And Orders Issued by the Public Utilities Commission of Ohio" dated October 18,2012. 



assuming expected customer switching behavior.̂  If the Commission were to 

grant the Joint Motion's request to eliminate the RSC entirely, the projected ROE 

would fall t o ^ | % during any period in 2013 that those rates were in effect.' 

(b) If the Commission were to approve the RSC as a bypassable charge in 2013, 

DP&L's projected annualized ROE during that period would be only ^ ^ / o with 

expected customer switching." Moreover, if the RSC were made bypassable, 

customer incentives to switch from the SSO to the ORES would be enhanced. 

This will increase the probability that the higher switching scenario will be 

realized, together with the low and negative projected ROEs. 

(c) Even if the current RSC is continued as a nonbypassable charge, DP&L's 

projected annualized ROE of justH^yo is well below the level required by 

investors and would have an adverse effect on DP&L's financial integrity. 

However, if the RSC is eliminated or made bypassable as proposed in the Joint 

Motion, the already-low projected annualized ROE will be driven into negative 

territory. This resuh would have a potentially severe adverse effect on DP&L's 

financial integrity and, together with the signal that such a decision would send to 

the rating agencies about the ultimate Commission decision regarding a 

2 Direct Testimony of Aldyn W. Hoekstra, Electric Security Plan (ESP), ("Hoekstra Testimony"), at 6, 8. 

Assuming no additional switching beyond the August 2012 levels, the projected ROEs a re^^o with 
nonbypassable RSC andH% if the RSC is eliminated. These scenarios are considered to be unrealistic given 
recent trends in customer switching behavior. Hoekstra Testimony, at 7. 

"" Assuming no additional switching beyond the August 2012 levels, the projected ROE under a bypassable RSC 
would be^BM). However, this scenario is considered to be unrealistic given recent trends in customer switching 
behavior. Hoekstra Testimony, at 7. 



nonbypassable charge as incorporated into the current ESP proposal ("ESP 11") 

before the Commission, likely would result in a credit ratings downgrade. 

(d) As in my filed Testimony, I have analyzed the financial results and returns on 

equity for DP&L as an integrated company, including all of its generation, 

transmission and distribution operations. This approach is consistent with the fact 

that DP&L is the entity that filed the ESP 11 Application, whose SSO rates are at 

issue and whose financial integrity should be assessed. Thus, the Joint Motion's 

argument that the relevant entity to analyze in this case is a hypothetical separate 

transmission and distribution entity is illogical and inconsistent with the facts. 

II. GRANTING THE JOINT MOTION WOULD THREATEN DP&L'S 
FINANCIAL INTEGRITY 

5. I have examined the ROE that DP&L would earn if the Commission were 

to continue DP&L's current rates through 2013, under three different assumptions about the 

extension of the current rates: 

i. Continuation of the full 2012 rate structure, 

ii. Continuation of the 2012 rate structure with the exception of the 
RSC, which would be removed, and 

iii. Continuation of the 2012 rate structure, but make the RSC 
bypassable for customers that take retail generation service from 
an entity other than the utility. 

I have conducted this analysis using the approach presented in my Direct Testimony (filed on 

October 5,2012) regarding the proposed ESP II, which I incorporate herein by reference. 

Among the elements of that analysis is a pro forma capital structure adjustment that imputes 

some debt held on DPL Inc.'s balance sheet to DP&L. 



6. To analyze the effect on ROE of removing the RSC from DP&L's rate 

structure for 2013,1 project the income statement and balance sheet. To project the income 

statement, 1 make two modifications to the approach used in my testimony in support of the 

proposed ESP (see Exhibit WJC-II). First, 1 replace the proposed $120 million service stability 

rider ("SSR") with the applicable RSC -- continuation of the $73 million or, as requested in the 

Joint Motion, either $0 (assuming elimination) or a reduced amount (that reflects bypassable 

freatment). Second, I reduce the retail revenue from the proposed ESP II by 0.09% to reflect the 

revenue that DP&L would earn under continuation of the existing rate plan during 2013. As 

shown in Exhibit WJC-11,1 estimate that retail revenues in 2013 would be $ | ^ ^ ^ H i f the 

existing rate structure was continued and customer switching continues as expected. 

7. To project the balance sheet as of year-end 2013,1 make two adjustments 

to the approach used in my testimony in support of the proposed ESP. First, I estimate accounts 

receivable as a percentage of revenue. Second, I calculate cash as the value that makes the 

balance sheet balance.̂  

8. As shown on WJC-II, if customer switching increases as expected and the 

current rate structure were continued for 2013, including the RSC on a nonbypassable basis, the 

Company's projected total revenues would be $ ^ ^ ^ ^ ^ ^ | ( o f which approximately $73 

million is from the RSC) and would result in projected net income of approximately: 

However, if the RSC were removed from the current rate structure, the Company's projected net 

income would be a loss of ^ ^ ^ ^ | for the year. With an expected switching rate ofU/o in 

' My analysis of the proposed ESP II was based on projections from DP&L that included cash balances. As before, 
I ensure that the cash balance is at least $10 million; else short term debt is issued. 



2013, applymg the RSC as a bypassable charge that applies to the • % of the load that is 

projected to have not sv̂ dtched (resuhing in $ | | ^^^ | ( ( l -0 .84 ) x $73 million)) in RSC 

revenues), DP&L would be projected to lose $1 

9. As shovra in Exhibit WJC-1, with the reduction of the Company's 

projected net income to S^^^^Hunder the continuation of the current rate structure and the 

RSC applied as a nonbypassable charge, the projected ROE would fall to H % on an annualized 

basis. That level of ROE is not reasonable to sustain DP&L's financial integrity. Moreover, this 

ROE falls well below the PUCO's reasonable range of 7 to 11 percent. 

10. If the 2013 rates do not include the RSC entirely or if it is treated as a 

bypassable charge, the additional drop in the Company's projected net income would resuh in 

ROEs of just ^ 1 % or ̂ | % , respectively. These ROEs reflect losses and are well below a 

reasonable range based either on my analysis of comparable firms or on the PUCO's stated 

range. A sustained ROE at these levels would cause financial distress for the Company and 

tlireaten its financial integrity. Such poor financial performance for 2013 likely would result in 

DP&L's credit rating being reduced in the near term, increase its cost of borrowed funds and 

pose an obstacle to the refinancing of the Company's long term debt that matures in 2013 and 

renegotiation of its revolving line of credit. 

11. The above results incorporate anticipated additional customer switching 

beyond the level that had occurred as of August 2012. However, I also have examined the ROE 

if customer switching does not increase as projected.* Exhibit WJC-I shows that with the 62% 

* To facilitate comparison, I have assumed the same S J ^ ^ ^ H dividend under all scenarios here. Under the 
scenario that includes additional switchmg, it is necessary to issue short-term debt to maintain a $10 million cash 
balance. 



switching rate that DP&L had experienced as of August 2012, its annualized ROE is H|% with a 

nonbypassable RSC,^B% with a bypassable RSC and | | | % with the elimination of the RSC 

altogether. The low projected returns on equity resulting from a reduction or elimination of RSC 

revenue, if realized, would reduce the annualized ROE below the PUCO's indicated range and 

threaten DP&L's financial integrity and would likely result in a ratings downgrade if sustained. 

12. In addition, it is important to note that, if the RSC is made bypassable, it 

will only increase the probability of additional customer switching by decreasing the cost of the 

rates obtained by switching relative to those provided by the Standard Service Offer ("SSO"). 

This will in turn increase the probability that the attendant negative financial results will be 

realized, 

13. The results and conclusions stated above are based on the application of 

DP&L's current rate structure to the entire year of 2013. If the proposed ESP II were 

implemented at some point during the year, with the current rates applying to only the first part 

of the year, then the ROEs shown in Exhibit WJC-I would be representative of the projected 

annualized ROE earned during the portion of the year for which the existing rates will have 

remained in place. 

14. If the Commission does not implement the proposed ESP II as of January 

1, removal of the RSC from the rate structure or including it as a bypassable charge during the 

continuation period would have a material adverse effect on DP&L's financial results and, likely, 

its financial integrity. Such an order would threaten DP&L's financial condition and likely 

would result in a credit ratings downgrade and/or increased cost of borrowing. Further, a 

reduction or elimination of revenues from the RSC likely would be interpreted by the financial 



community and rating agencies as indicative of the Commission's likely decision regarding the 

SSR included in DP&L's proposed ESP II. The Company's credit rating is already on Standard 

& Poor's Credit Watch list for possible downgrade, so any negative result or signal could hasten 

the lowering of its credit rating to below investment grade. While the other major rating 

agencies have not indicated potential actions, poor results in 2013 and/or indications of financial 

difficulties in forthcoming years could prompt them to act as well. 

III. DP&L'S FINANCIAL INTEGRITY SHOULD BE CONSIDERED ON AN 
INTEGRATED BASIS 

15. My analysis of DP&L's financial results and ROE has been conducted 

viewing DP&L as a single integrated company that provides electricity generation and 

transmission and distribution services. Thus, revenues, expenses and net income reflect the 

entire Company's performance and similarly the total assets, liabilities and equity reflect the 

Company's overall financial position. In contrast, the Joint Motion argues that the relevant 

financial resuhs and ROE are limited to those of the fransmission and distribution portion of 

DP&L only, which it refers to as the "Electric Distribution Utility" or "EDU." TWs argument 

appears misguided. 

16. I understand that DP&L is the relevant regulated legal entity and still 

functions as one company. Any decision by the Commission will ultimately affect the entire 

Company and it is the financial integrity of the entire Company which must be assessed. 1 do not 

find it plausible that rating agencies would ignore an event that was material to DP&L because it 

affected either the transmission or distribution operations but not both. 

17. Thus, DP&L's financial integrity is appropriately examined on a 

company-vwde basis, as DP&L is the regulated legal entity. In addition, the Company must have 

8 



the opportunity to earn a reasonable rate of return for its investors, regardless of the nature of the 

Company's ownership. Whether there is a single shareholder, as is the case with DP&L, or the 

shareholding is widely diversified, and whether a particular shareholder is financially strong or 

weak in itself is irrelevant to the ultimate decision. The determination of the reasonableness of 

the relevant legal entity's ROE should be independent of the nature of the shareholding. 

I declare under the penalty of perjury under the laws of the United States that the 

foregoing is true and correct. 

Executed on November 7, 2012, at Boston, Massachusetts. 

-'OXG 
William J. Chambers 
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CERTIFICATE OF SERVICE 

I certify that a copy of the foregoing Declaration of William J. Chambers in support 

of Motion of Applicant The Dayton Power and Light Company to Continue Briefly Current Rates 

Until Implementation of Terms of a Commission Order has been served via electronic mail upon 

the following counsel of record, this 8th day of November, 2012: 

Samuel C. Randazzo, Esq. 
Frank P. Darr, Esq. 
Matthew R. Pritchard, Esq. 
Joseph E. Oliker, Esq. 
MCNEES WALLACE & NURICK LLC 
21 East State Street. 17th Floor 
Columbus, OH 43215-4228 
sam@mwncmh.com 
fdarr@mwncmh.com 
mpritchard@mwncmh.com 
joliker@mwncmh.com 

Attorneys for Industrial Energy Users-Ohio 

Philip B. Sineneng, Esq. 
THOMPSON HINE LLP 
41 South High Street, Suite 1700 
Columbus, OH 43215 
Philip.Sineneng@ThompsonHine.com 

Amy B. Spiller, Esq. 
Deputy General Counsel 
Jeanne W. Kingery, Esq. 
Associate General Counsel 
DUKE ENERGY RETAIL SALES, LLC and 
DUKE ENERGY COMMERCIAL ASSET 
MANAGEMENT, INC. 
139 East Fourth Street 
1303-Main 
Cincinnati, OH 45202 
Amy.Spiller@duk6-en6rgy.com 
Jeaime.Kingery@duke-energy.com 

Attorneys for Duke Energy Retail Sales, LLC and 
Duke Energy Commercial Asset Management, Inc. 

Mark A. Hayden, Esq. 
FIRSTENERGY SERVICE COMPANY 
76 South Main Street 
Akron, OH 44308 
haydenm@firstenergycorp.com 

James F. Lang, Esq. 
Laura C. McBride, Esq. 
N. Trevor Alexander, Esq. 
CALFEE, HALTER & GRISWOLD LLP 
1400 KeyBank Center 
800 Superior Avenue 
Cleveland, OH 44114 
jlang@calfee.com 
lmcbride@calfee.com 
talexander@calfee.com 

David A. Kutik, Esq. 
JONES DAY 
North Point 
901 Lakeside Avenue 
Cleveland, OH 44114 
dakutik@j onesday.com 

Allison E. Haedt, Esq. 
JONES DAY 
325 John H. McConnell Blvd., Suite 600 
Columbus, OH 43215-2673 
aehaedt@jonesday.com 

Attorneys for FirstEnergy Solutions Corp. 
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mailto:Philip.Sineneng@ThompsonHine.com
mailto:Amy.Spiller@duk6-en6rgy.com
mailto:Jeaime.Kingery@duke-energy.com
mailto:haydenm@firstenergycorp.com
mailto:jlang@calfee.com
mailto:lmcbride@calfee.com
mailto:talexander@calfee.com
http://onesday.com
mailto:aehaedt@jonesday.com


Robert A. McMahon, Esq. 
EBERLY MCMAHON LLC 
2321 Kemper Lane, Suite 100 
Cincinnati, OH 45206 

Rocco 0. D'Ascenzo, Esq. 
Associate General Counsel 
Elizabeth Watts, Esq. 
Associate General Coimsel 
DUKE ENERGY OHIO, INC. 
139 East Fourth Street 
1303-Main 
Cincinnati, OH 45202 
Elizabeth.Watts@duke-energy.com 
Rocco.D'Ascenzo@duke-energy.com 

Attorneys for Duke Energy Ohio, Inc. 

David F. Boehm, Esq. 
Michael L. Kurtz, Esq. 
BOEHM, KURTZ & LOWRY 
36 East Seventh Street Suite 1510 
Cincinnati, OH 45202-4454 

Attorneys for Ohio Energy Group 

Gregory J. Poulos, Esq. 
EnerNOC, Inc. 
471 East Broad Street 
Columbus, OH 43215 
Telephone: (614) 507-7377 
Email: gpoulos@enemoc.com 

Attorney for EnerNOC, Inc. 

Colleen L. Mooney, Esq. 
OHIO PARTNERS FOR AFFORDABLE 
ENERGY 
231 West Lima Street 
P.O. Box 1793 
Findiay, OH 45839-1793 
cmooney2@coliraibus.rr.com 
Attorney for Ohio Partners for Affordable 
Energy 

Jay E. Jadwin, Esq. 
AMERICAN ELECTRIC POWER 
SERVICE CORPORATION 
155 W. Nationwide Blvd., Suite 500 
Columbus, OH 43215 
jejadwin@aep.com 

Attorney for AEP Retail Energy Partners LLC 

M. Anthony Long, Esq. 
Senior Assistant Counsel 
HONDA OF AMERICA MFG., INC. 
24000 Honda Parkway 
Marysville, OH 43040 
tony_long@ham.honda.com 

Attorney for Honda of America Mfg., Inc. 

Richard L. Sites, Esq. 
General Counsel and Senior Director of 
Health Policy 
OHIO HOSPITAL ASSOCIATION 
155 East Broad Street, 15th Floor 
Columbus, OH 43215-3620 
ricks@ohanet.org 

Thomas J. O'Brien, Esq. 
BRICKER & ECKLER LLP 
100 South Third Street 
Columbus, OH 43215-4291 
tobrien@bricker.com 

Attorneys for Ohio Hospital Association 

Thomas W. McNamee, Esq. 
Assistant Attorney General 
Devin D. Parram, Esq. 
Assistant Attorneys General 
180 East Broad Street 
Columbus, OH 43215 
Thomas.mcnamee@puc. state.oh.us 
devin.parram@puc.state.oh.us 

Attorneys for the Staff of the Public Utilities 
Commission of Ohio 
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Mark S. Yurick, Esq. 
(Counsel of Record) 
Zachary D. Kravitz, Esq. 
TAFT STETTINIUS & HOLLISTER LLP 
65 East State Street, Suite 1000 
Columbus, OH 43215 

zkravitz@taftlaw. com 

Attorneys for The Kroger Company 

Mark A. Whitt, Esq. (Counsel of Record) 
Andrew J. Campbell, Esq. 
Melissa L. Thompson, Esq. 
WHITT STURTEVANT LLP 
PNC Plaza, Suite 2020 
155 East Broad Street 
Columbus, OH 43215 
whitt@whitt-sturtevant.com 
campbell@whitt-sturtevant.com 
thompson@whitt-sturtevant. com 

Vincent Parisi, Esq. 
Matthew White, Esq. 
INTERSTATE GAS SUPPLY, INC. 
6100 Emerald Parkway 
Dublin, OH 43016 
vparisi@igsenergy.com 
mswhite@igsenergy.com 

Attorneys for Interstate Gas Supply, Inc. 

Steven M. Sherman, Esq. Counsel of Record 
Joshua D. Hague, Esq. 
Grant E. Chapman, Esq. 
KRIEGDEVAULTLLP 
One Indiana Square, Suite 2800 
Indianapolis, IN 46204-2079 
ssherman@kdlegal.com 
jhague@kdlegal.com 
gchapman@kdlegal.com 

Attorneys for Wal-Mart Stores East, LP 
and Sam's East, Inc. 
Joseph M. Clark, Esq., Counsel of Record 

Joseph P. Serio, Esq. (Counsel of Record) 
Melissa R, Yost, Esq. 
Assistant Consumers' Counsel 
Office of The Ohio Consumers' Counsel 
10 West Broad Street, Suite 1800 
Columbus, OH 43215-3485 
serio@occ.state.oh.us 
yost@occ.state.oh.us 

Attomeys for Office of the Ohio Consumers' 
Coimsel 

Christopher L. Miller, Esq. 
(Counsel of Record) 
Gregory H. Dunn, Esq. 
Asim Z. Haque, Esq. 
ICE MILLER LLP 
250 West Street 
Columbus, OH 43215 
Christopher.Miller@icemiller.com 
Gregory.Dunn@icemiller.com 
Asim.Haque@icemiller.com 

Attomeys for the City of Dayton, Ohio 

M. Howard Petricoff, Esq. 
Stephen M. Howard, Esq. 
VORYS, SATER, SEYMOUR AND 
PEASE LLP 
52 East Gay Street 
P.O. Box 1008 
Columbus, OH 43216-1008 
mhpetricoff@vorys.com 
smhoward@vorys.com 

Attomeys for the Retail Energy Supply 
Association 

Trent A. Dougherty, Esq. Coimsel of Record 
Cathryn N. Loucas, Esq. 
OHIO ENVIRONMENTAL COUNCIL 
1207 Grandview Avenue, Suite 201 
Columbus, OH 43212-3449 
trent@theoec.org 
cathy@theoec.org 

Attomeys for the Ohio Environmental Council 

Ellis Jacobs, Esq. 
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6641 North High Street, Suite 200 
Worthington, OH 43085 
joseph.clark@directenergy.com 

Asim Z. Haque, Esq. 
Christopher L. Miller, Esq. 
Gregory J. Dunn, Esq. 
Alan G. Starkoff, Esq. 
ICE MILLER LLP 
2540 West Street 
Columbus, OH 43215 
Asim.Haque@icemiller.com 
Christopher.Miller@icemiller.com 
Gregory.Dium@icemiller.com 

Attomeys for Direct Energy Services, LLC 
and Direct Energy Business, LLC 

M. Howard Petricoff, Esq. 
VORYS, SATER, SEYMOUR AND PEASE 
LLP 
52 East Gay Street 
P.O. Box 1008 
Columbus, OH 43216-1008 
mhpetricoff@vorys.com 
smhoward@vorys.com 

Attomeys for Exelon Generation Company, 
LLC, Exelon Energy Company, Inc., 
Constellation Energy Commodities Group, 
Inc., and Constellation NewEnergy, Inc. 
Matthew J. Satterwhite, Esq. 
Steven T. Nourse, Esq. 
AMERICAN ELECTRIC POWER 
SERVICE CORPORATION 
1 Riverside Plaza, 29th Floor 
Columbus, OH 43215 
mjsatterwhite@aep.com 
stnourse@aep.com 

Advocates for Basic Legal Equality, Inc. 
333 West First Street, Suite 500B 
Dayton, OH 45402 
ejacobs@ablelaw.org 

Attomey for Edgemont Neighborhood Coalition 

Stephanie M, Chmiel, Esq. 
Michael L. Dillard, Jr., Esq. 
THOMPSON HINE LLP 
41 South High Street, Suite 1700 
Columbus, OH 43215 
Stephanie.Chmiel@ThompsonHine.com 
Michael.Dillard@ThompsonHine.com 

Attomeys for Border Energy Electric Services, 
Inc. 

Lisa G. McAlister, Esq. 
Matthew W. Wamock, Esq. 
J. Thomas Siwo, Esq. 
BRICKER & ECKLER LLP 
100 South Third Street 
Columbus, OH 43215-4291 
lmcalister@bricker.com 
mwamock@bricker. com 
tsiwo@bricker.com 

Attomeys for The Ohio Manufacturers' 
Association Energy Group 

Kimberly W. Bojko, Esq. 
Joel E. Sechler, Esq. 
CARPENTER LIPPS & LELAND LLP 
280 Plaza, Suite 1300 
280 North High Street 
Columbus, OH 43215 
Bojko@carpenterlipps.com 
Sechler@carpenterlipps.com 

Attomeys for Ohio Power Company Attomeys for SolarVision, LLC 
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Matthew R. Cox, Esq. 
MATTHEW COX LAW, LTD. 
4145 St. Theresa Blvd. 
Avon, OH 44011 
matt@matthewcoxlaw.com 

Attomey for the Council of Smaller 
Enterprises 

Scott C. Solberg, Esq. 
(requestedpro hac vice) 
Eimer Stahl LLP 
224 South Michigan Avenue, Suite 1100 
Chicago, OH 60604 
ssolberg@eimerstahl.com 

Attomey for Exelon Generation 
Company, LLC 

Jeffrey 
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