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1 I. INTRODUCTION 

2 Q. Please state your name, employer and business address. 

3 A. My name is Edward J. Kunz. I work for the AES U.S. Services, LLC ("AES Services"). 

4 I have duties and responsibilities with Indianapolis Power and Light Company ("IPL") 

5 and The Dayton Power and Light Company ("DP&L" or "Company") via an afflliate 

6 agreement with AES Services. 

7 Q. Please describe your position and responsibilities with AES Services. 

8 A. I am Manager, Retirement Services. I manage the defined benefit plans, the defined 

9 contribution plans, and the fiduciary benefit committee. 

10 Q. Please summarize your educational and professional qualifications. 

11 A. I have a Master's in Business Administration from Butler University. I have a Bachelor 

12 of Science in Accounting from University of Southem Indiana. I also am an Accredited 

13 Investment Fiduciary. 

14 Q. Please summarize your prior work experience. 

15 A. I have worked for entities within AES Services, including DP&L, for a total of 37 years, 

16 primarily in the benefits and payroU area. 

17 IL PURPOSE OF TESTIMONY 

18 Q. What is the purpose of your testimony in this proceeding? 

19 A. My testimony supports the test year inclusion of pensions and other postretirement 

20 benefit ("Other Post Employee Benefits'* or "OPEB") costs (or "expense") included in the 

21 Company's proposed revenue requirement. My testimony also discusses the Pension and 

22 OPEB adjustment amounts. Lastly, my testimony explains the basis for including in rate 
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1 base DP&L's Prepaid Pension Asset, as well as the rate base reduction for the OPEB 

2 liability. 

3 Q. Are you sponsoring or cosponsoring any schedules? 

4 A. Yes, I sponsor or cosponsor the foUowing schedules: 

5 • Schedule B-6, Line 25 representing Net Prepaid Pension Asset to be included as 

6 an Other Rate Base Item. Total Company is shown in Column (D) and the 

7 Adjusted Jurisdictional in shown in Column (I). The Net Prepaid Pension Asset is 

S the net of the Prepaid Pension Asset (pension benefit plans) and the Prepaid 

9 Pension LiabUity (OPEB plans). The individual benefit plans that comprise total 

10 pensions are Retirement Income Plan ("RIP") and the Supplemental Executive 

11 Retirement Plan ("SERP"), while the Life Insurance Plan, Grandfathered Medical 

12 Plan, and Non-Grandfathered Medical Plan comprise total OPEB. 

13 • Schedule C-3.13, Lines 5-6 addressing the adjustments for Pension expense and 

14 OPEB expense. As discussed below, there is no adjustment in the initial filing 

15 because the expense amounts are based upon the December 31, 2014 Mercer 

16 certified actuarial report. DP&L expects to receive the December 31, 2015 

17 Mercer certified actuarial report in February 2016 and will update the pension 

18 cost based on that report. 

19 • Schedule C-9, Lines 5-6 representing the DP&L pension and OPEB cost charged 

20 to operating and maintenance expense ("O&M") for the twelve months ended 

21 May 31, 2016. The schedule includes the total Company unadjusted test year, the 

22 jurisdictional unadjusted test year, the jurisdictional adjustments reflected on 

23 Schedule C-3.13, and the resulting adjusted jurisdictional test year. The months 
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1 of June through September 2015 in the test year are actual charges derived from 

2 the books and records of the Company. The months of October 2015 through 

3 May 2016 are derived by taking an average ofthe June through September actual 

4 charges. The other information presented on Schedule C-9 is sponsored by 

5 Company Witness Steadman. 

6 • Schedule C-9.L Page 1 of 3, Lines 18-19 representing five calendar years of 

7 DP&L total Company history of pension and OPEB costs. The schedule also 

8 includes this respective information for the unadjusted test year ending May 31, 

9 2016. The other information presented on Schedule C-9.1 is sponsoredby 

10 Company Witness Steadman. 

11 Q. Are you sponsoring or cosponsoring any workpapers? 

12 A. Yes. I sponsor or cosponsor the foUowing workpapers: 

13 • Workpaper B-6b 

14 • Workpaper C-3.13, Lines 3-4 and Line 12-13 

15 • Workpaper C-9, Lines 5-6 

16 • Workpaper C-9. L Page 1 of 3, Lines 19-20 

17 • Workpaper C-9.lb. Page 1 of 2, Lines 1-7 and Page 2 of 2, Lines 3-9 

18 Q. Are you sponsoring any exhibits to your testimony? 

19 A. Yes. My testimony includes the foUowing exhibits: 

20 • Exhibit EJK-1. which sets forth the pension and OPEB costs that details the 

21 adjustments and allocations from the certified actuarial reports to DP&L 

22 jurisdictional. This exhibit contains two pages. The first page provides the 
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1 detailed calculations of how we start with Pension & OPEB expenses from the 

2 certified actuarial reports (Exhibit EJK-3) then deduct out various expenses (i.e., 

3 applicable to AES Services, applicable to DPL, Inc. subsidiaries, and other 

4 misceUaneous items) to determine Pension and OPEB expenses for total 

5 Company, total Company charged to O&M, and jurisdictional O&M. The second 

6 page depicts the actual June through September Pension and OPEB expenses for 

7 total Company and total Company charged to O&M, as well as for total 

8 jurisdictional and jurisdictional charged to O&M. The page also calculates the 

9 average of the four months to determine the Pension & OPEB expenses for the 

10 remaining months of the test year (October 2015 through May 2016). 

11 • Exhibit EJK-2: Page 1 of 4 is the Net Prepaid Pension Asset detail for total 

12 Company and jurisdictional at December 31, 2014 per Mercer fExhibit EJK-3, 

13 page E-3) adjusted for accounting residuals and rounding. Page 2 of 4 is the 

14 cumulative amortization of Net Periodic Benefit Cost per Mercer (Exhibit EJK-3, 

15 page F-l) by plan through September 30, 2015 for total Company and 

16 jurisdictional. Page 3 of 4 is the Company contributions by plan through 

17 September 30, 2015 for total Company and jurisdictional. Page 4 of 4 is similar 

18 to Workpaper B-6b except that it subtotals Net Prepaid Pension Asset between 

19 Pension and OPEB. The adjustment factors applied to total Company on each 

20 page ofthe Exhibit EJK-2 are based on year-end 2014 actuarial valuations and 

21 applicable CAM allocation percentages. 

22 • Exhibit EJK-3. a copy ofthe Mercer ASC 715 (US GAAP) Actuarial Valuation 

23 Report as of December 31, 2014 which details pension and OPEB expense, as 
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1 well as prepaid pension asset and prepaid pension liability. Appendix E and F of 

2 the report pertain to "Before Reflecting Purchase Accounting" which are the 

3 sections applicable to DP&L. The "After Reflecting Purchase Accounting" and 

4 the "Blended Resuh" pertain to the holding company (DPL, Inc.). Appendix E 

5 pertains to year-end 2014 disclosure information, while Appendix F pertains to 

6 estimated 2015 net periodic benefit cost information (pension and OPEB 

7 expense). In addition, the amounts charged to AES Services are the sum of the 

8 "SC" columns in Sections G-K, Page 6, respectively. 

9 • Exhibit EJK-4. a copy ofthe Mercer Data, Assumptions, Methods, and Provisions 

10 as of January 1, 2014 for the DP&L Retirement Income Plan. 

11 • Exhibit EJK-5, a copy ofthe Mercer Data, Assumptions, Methods, and Provisions 

12 as of December 31, 2014 pertaining to the Funded Status and 2015 Fiscal Year 

13 Expense for the DP&L SERP. 

14 • Exhibit EJK-6, a copy ofthe Mercer Data, Assumptions, Methods, and Provisions 

15 as of December 31, 2014 pertaining to the Funded Status and 2015 Fiscal Year 

16 Expense for the DPL Inc. Postretirement Medical and Life Insurance Plan 

17 (OPEB). 

18 • Exhibit EJK-7. the effect on the revenue requirement of including net prepaid 

19 pension asset in rate base 

20 • Exhibit EJK-8. PBGC savings due to net prepaid pension assets 

21 Q. Were these attachments prepared or assembled by you or under your direction or 

22 supervision? 
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1 A. Yes. I prepared Exhibit EJK-l and Exhibit EJK-2. Mercer LLC ("Mercer") prepared 

2 Exhibits EJK-3 through Exhibit EJK-6, which I have reviewed and sponsor. Mercer is 

3 one of the leading corapanies providing assistance and services associated with 

4 retirement programs. 

5 IIL ANNUAL PENSION AND OPEB COST 

6 Q. How is net periodic benefit cost ("pension cost" or "pension expense") determined 

7 for pensions? 

8 A. Pensions represent obligations of DP&L to employees upon retirement. The annual 

9 pension cost is determined under Generally Accepted Accounting Principles ("GAAP") 

10 in a manner that charges each period with the net pension cost of such benefits 

11 attributable ("eamed") during the period. The accounting for pensions is promulgated in 

12 Topic 715, Compensation-Retirement Benefits, ofthe Accounting Standards Codification 

13 ("ASC 715"), as formerly contained in Financial Accounting Standards Board Opinion 

14 No. 87, Employers' Accounting for Pensions. Under GAAP, the annual pension cost is 

15 determined using an actuarial valuation based on various factors. Mercer performs the 

16 valuation for the Company using reasonable actuarial methods and assumptions, which 

17 are detailed in Exhibits EJK-3 through Exhibit EJK-5. Pension expense costs relate 

18 directly to providing service to DP&L customers, and this Commission has generally 

19 permitted pension costs determined in accordance with ASC 715 as allowable operating 

20 expenses when determining revenue requirements. 

21 Q. What are the components of pension cost under GAAP? 
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1 A. ASC 715 requires an annual, actuarially-determined calculation of pension cost. The net 

2 pension cost for the period (also referred to as the "net periodic benefit cost") recognizes 

3 the consequence of events and transactions affecting a pension plan and is recorded in the 

4 financial statements. This approach aggregates the compensation cost of pension benefit 

5 accruals, interest cost resulting from deferred payments of these benefits and the results 

6 of investing plan assets. 

7 Under ASC 715, the pension cost consists ofthe following elements: 

8 Service cost. The service cost is the actuarial present value of pension benefits 

9 calculated under the applicable pension benefit formula and attributed to current 

10 employees' service during the period. Actuarial assumptions reflecting the time value of 

11 money (discount rate) and the probability of payment (assumptions about mortality, 

12 turnover, early retirement, etc.) are factored into the computation. 

13 Interest cost. The interest cost or accretion component is the increase in the 

14 projected benefit obligation due to the passage of time. This component essentially 

15 recognizes that the anticipated benefit plan payments are one year closer to being paid 

16 from the pension plan. 

17 Expected retum on plan assets. The expected retum on plan assets is calculated 

18 by applying the expected long-term rate of retum on plan assets to the market value ofthe 

19 plan assets at the beginning ofthe year. Note that the expected long-term rate of retum is 

20 used, meaning that actual investment retums are not directly recognized in this 

21 component of pension costs. The market value of plan assets can be either fair market 
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1 value or a calculated value that recognizes changes in fair value in a systematic and 

2 rational manner over not more than five years. DP&L uses the fair market value method. 

3 Amortization of gains and losses. Gains and losses are changes in the level of 

4 either the projected benefit obligation or plan assets resulting from actual experience 

5 compared to the assumptions. Asset gains and losses are the differences between the 

6 actual and expected retum on plan assets during a period. Plan obligation gains and 

7 losses are the differences between the actual liability and the expected liability at the end 

8 ofthe measurement period. This figure includes assumption changes such as the discount 

9 rate used to value pension liabiUties, mortality, etc. ASC 715 does not require that such 

10 gains and losses be recognized as a component of pension costs in the period in which 

11 they occur; instead, such gains and losses are amortized. The amortization of 

12 unrecognized gains and losses will be included as a component of net pension cost for a 

13 year if, as ofthe begirming ofthe year, the unrecognized gain or loss exceeds ten percent 

14 ofthe greater ofthe projected benefit obligation or the market value ofthe plan assets 

15 (this is referred to as the "corridor"). If amounts exceed the corridor, pension cost is 

16 increased by the loss in excess ofthe corridor divided by the average remaining fiiture 

17 service of active plan participants. 

18 Amortization of prior service costs (credits). The final component of pension cost 

19 for a period is the amortization of unrecognized prior service costs. Prior service costs 

20 generally arise from plan amendments increasing or decreasing the value of plan 

21 habilities. ASC 715 provides that changes in benefits due to plan amendments should be 

22 recognized over the average remaining future service of active plan participants. 
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1 Q. Please discuss the actuarial analyses performed annually for DP&L by Mercer 

2 concerning the calculation of pension and OPEB costs. 

3 A. DP&L engages Mercer to perform an actuarial valuation ofthe pension and OPEB plans 

4 each year in order to prepare DP&L's financial statements in accordance with the relevant 

5 requirements, as well as calculating the minimum fiinding requirements for the pension 

6 plan under the Intemal Revenue Code. 

7 For the actuarial valuation, DP&L provides Mercer with information regarding plan 

8 provisions, participant census data, and plan asset detail, including contributions, benefit 

9 payment information, and additional actuarial assumptions. Using this information, 

10 along with various actuarial assumptions, Mercer projects the expected ftiture benefit 

11 payments under the plans based on current information. These fixture benefit payments 

12 are discounted with interest to determine the current present value of plan benefits (i.e., 

13 current benefit obhgations). 

14 Mercer provides assistance to DP&L in selecting the assumptions and methods used to 

15 estimate ftature benefit payments from the plans, by providing background information 

16 and professional expertise. Periodically, assumption studies comparing expected 

17 experience to actual observed experience are performed, and if necessary, the actuarial 

18 assumptions are refined. 

19 Based on the plans' obligations and accumulated assets, Mercer prepares reports detailing 

20 the financial statement reporting information, including annual cost calculations and 

21 year-end disclosure information. DP&L reviews this information, which is then used to 

22 prepare the financial statements. 
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1 IV. ASC 715 PENSION COST 

2 Q. What amount of pension cost is included in DP&L's proposed revenue 

3 requirement? 

4 A. Exhibit EJK-1 shows DP&L's total Company pension cost is $10,516,019 (Schedule C-

5 9J., Page 1 of 3, Column H, Line 18) for the test year ended May 31, 2016. The portion 

6 of total Company pension cost charged to operation and maintenance expense ("O&M") 

7 is $7,948,499 (Schedule C-9, Column C, Line 5) for the test year ended May 31, 2016. 

8 The jurisdictional O&M pension cost is $3,752,064 (Schedule C-9, Column F, Line 5) for 

9 the test year ended May 31, 2016. Please note that the adjustment fSchedule C-9, 

10 Column G, Line 5) is zero, but wiU be updated with the December 31, 2015 certified 

11 actuarial report information which is detailed below. Schedule C-3.13. Line 5, presents 

12 the total Company (Column D) and jurisdictional O&M (Column G) pension cost 

13 adjustments to the test year, which are both zero because the expense amounts are based 

14 upon the December 31, 2014 Mercer certified actuarial report, DP&L expects to receive 

15 the December 31, 2015 Mercer certified actuarial report in Febmary 2016 and wUl update 

16 the pension cost based on that report. 

17 V. OTHER POSTEMPLOYMENT BENEFITS (OPEB) 

18 Q. Please describe DP&L's OPEB plan. 

19 A. DP&L provides a variety of benefits, including medical coverage, prescription dmg 

20 coverage and life insurance benefits, to certain employees who retire from the Company. 

21 Q. How is OPEB cost determined? 

22 A. The accounting for OPEB is also contained in ASC 715, which codified the accounting 

23 previously required under Financial Accounting Standards Board Opinion No. 106, 
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1 Employers' Accounting for Postretirement Benefits Other Than Pensions. The 

2 accounting requirements for OPEB plans are similar, in many respects, to those for 

3 pensions. Under ASC 715, accounting for both OPEB and pension plans require 

4 measurement, on an actuarially determined basis, of the promise to provide benefits to 

5 retirees or employees upon retirement. Mercer performs the valuation using reasonable 

6 actuarial methods and assumptions which are consistent with the requirements of ASC 

7 715, which are detailed in Exhibits EJK-3 and Exhibit EJK-6. OPEB expense costs relate 

8 directly to providing service to DP&L customers, and this Conunission has generally 

9 permitted OPEB costs determined in accordance with ASC 715 as allowable operating 

10 expenses when determining revenue requirements. 

11 The annual OPEB cost determination consists of 1) service cost, 2) interest cost, 

12 3) expected retum on plan assets, 4) amortization of gains and losses, and 5) amortization 

13 of prior service costs. These factors are similar to those described previously for 

14 pensions. 

15 Unlike pensions, there are no ERISA or IRS requirements with respect to contributions or 

16 minimum/maximum fiinding levels for OPEBs. 

17 Q. What amount of OPEB cost is included in DP&L's proposed revenue requirement? 

18 A. Exhibit EJK-1 shows DP&L's total Company OPEB cost is $125,856 (Schedule C-9.1, 

19 Page I of 3, Column H, Line 19) for the test year ended May 31, 2016. The portion of 

20 total Company OPEB cost charged to O&M expense is $100,104 (Schedule C-9, Column 

21 C, Line 6) for the test year ended May 31, 2016. The jurisdictional O&M OPEB cost is 

22 $(21,852) fSchedule C-9, Column F, Line 6) for Uie test year ended May 31, 2016. 
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1 Please note that the adjustment (Schedule C-9. Column G, Line 6) is zero, but will be 

2 updated with the December 31, 2015 certified actuarial report information which is 

3 detailed below. Schedule C-3.13, Line 6, presents the total Company (Column D) and 

4 jurisdictional O&M (Column G) OPEB cost adjustments to the test year, which are both 

5 zero because the expense amounts are based upon the December 31, 2014 Mercer 

6 certified actuarial report. DP&L expects to receive the December 31, 2015 Mercer 

7 certified actuarial report in Febmary 2016 and will update the OPEB cost based on that 

8 report. 

9 Q. What causes the jurisdictional O&M OPEB expense to be a negative expense of 

10 $21,852 when the total Company OPEB cost charged to O&M is a positive expense 

11 of $100,104? 

12 A. The OPEB expense (cost) is comprised of three plans. One of the three plans 

13 (postretirement medical for pre-1987 retirees) is a negative expense. The aUocation from 

14 total Company to jurisdictional distribution for the postretirement medical for pre-1987 

15 retirees plan has a greater percent charge to jurisdictional distribution. Thus, for 

16 jurisdictional O&M OPEB expense, the higher percentage allocation of a negative 

17 expense results in an overall negative number when you add the OPEB expense together 

18 for the three plans. 

19 VL PREPAID PENSION ASSET 

20 Q. Please describe DP&L's ongoing funding for the employee pension plan. 

21 A, Funding for the quafified Defined Benefit Pension Plan is based upon actuarially 

22 determined contributions that take into account the amount deductible for income tax 
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1 purposes and the minimum contribution required under the Employee Retirement Income 

2 Security Act of 1974 ("ERISA"), as amended by the Pension Protection Act of 2006, as 

3 well as targeted fiinding levels necessary to meet applicable thresholds (i.e., to avoid at-

4 risk status). DP&L's fiinding policy for the Pension Plans is to contribute annually no 

5 less than the minimum required by applicable law. 

6 Q. How does DP&L define a Prepaid Pension Asset? 

7 A. DP&L is using the term Prepaid Pension Asset as the cumulative amount of actual cash 

8 pension contributions to the pension tmst fiznd made by DP&L beyond the cumulative 

9 amount of pension cost that has been accmed to expense for DP&L. The Prepaid Pension 

10 Asset is investor-supplied and should be included in rate base in order to reflect the 

11 Company's cost of fiinds on the additional cash contributions. 

12 Q. Is the Prepaid Pension Asset reflected on DP&L's books? 

13 A. Yes. DP&L recognizes a pension liability (fiinded status) on its balance sheet equal to 

14 the difference between assets and benefit obligations, as required under US GAAP. 

15 Additionally, DP&L recognizes a regulatory asset on its balance sheet equal to actuarial 

16 gains/losses and prior service costs that have not yet been amortized through expense. 

17 The net amount ofthe funded status and the regulatory asset is equal to the plan's Prepaid 

18 Pension Asset. 

19 Q. What is the difference between the ASC 715 net periodic benefit cost and the 

20 Prepaid Pension Asset? 

21 A. The ASC 715 calculation of net periodic benefit cost is used to develop the pension 

22 expense for the revenue requirement. This calculation does not capture the time value of 
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1 money in the cost of the prepaid pension asset. In order to capture this reasonable and 

2 necessary cost, the prepaid pension asset must be recognized in rate base. 

3 Q. Why does DP&L have a Prepaid Pension Asset? 

4 A. A Prepaid Pension Asset arises when cumulative contributions to the plan exceed 

5 cumulative expense under US GAAP. Since plan contributions are determined under 

6 ERISA and IRS regulations, and pension expense is determined under ASC 715, the 

7 amount contributed to the plan each year is generally different from the expense. As 

8 shown on Workpaper B-6b and Exhibit EJK-2, as of September 30, 2015, DP&L has 

9 contributed approximately $95 million more than the cumulative amount of pension cost 

10 determined in accordance with ASC 715. The portion ofthe $95 million attributable to 

11 Distribution is approximately $54 million. Please note that Workpaper B-6b shows total 

12 AOCI as a negative number (combined RIP plan and SERP plan) which is actually shown 

13 on DP&L's books as a negative regulatory liabUity which equates to the same as a 

14 regulatory asset. For non-regulated entities, the unamortized prior service cost and 

15 unamortized net loss are shown in shareholder's equity as a charge or negative equity; 

16 however, for regulated entities, they are shown as a regulatory asset. We depicted the 

17 unamortized prior service cost and unamortized net loss as negative Accumulated Other 

18 Comprehensive Income ("AOCI") since the certified actuarial report (Exhibit EJK-3, 

19 page E-3) depicts them as AOCI. 

20 Q. Can DP&L access these pension assets? 

21 A. No, ERISA requirements generally do not permit employers to remove money from the 

22 qualified pension fiinds. 
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1 Q. Why does DP&L propose to include the Prepaid Pension Asset in rate base? 

2 A. The Prepaid Pension Asset represents investor capital residing in the pension plan and 

3 thus should eam a retum and be included as a component of rate base. 

4 The Prepaid Pension Asset recorded on DP&L's balance sheet arises from contributions 

5 made by DP&L to the pension fimd and/or crediting pension expense in accordance with 

6 ASC 715. In either case, this balance sheet amount is investor-supplied with DP&L 

7 either crediting the cash account with a contribution to the pension fund or crediting its 

8 pension costs on the income statement (based on the ASC 715 computation), reducing 

9 revenue requirements. 

10 Including the prepaid pension asset in rate base will allow ratemaking recognition of 

11 DP&L's cost of fiinds on the additional cash contributions. These additional 

12 contributions also serve to control fiiture pension costs that would otherwise need to be 

13 contained in rates. Including the prepaid pension asset in rate base is appropriate because 

14 DP&L's customers benefit from the existence ofthe appropriate pension fiinding and the 

15 lower pension expense resulting from DP&L having made these contributions. The 

16 additional pension contributions have been pmdentiy incinred by DP&L to provide 

17 service to its customers, are necessary for the provision of service, and constitute assets 

18 that are used and useftil in providing public service. 

19 Q. Is there a benefit to customers when contributions in excess of ASC 715 accruals are 

20 made to the Company's pension plan? 

21 A. Yes. As I have explained, DP&L customers have benefited because these additional 

22 contributions resulted in additional investment income in the pension tmst and in tum this 
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1 income reduced pension cost that is recognized for ratemaking purposes. In addition, 

2 fimding the pension plan made DP&L's pension plan more secure, benefitting customers 

3 because a strong pension plan is important to attracting and retaining a good work force 

4 so that DP&L can continue to provide customers cost-effective and reliable electric 

5 service. Moreover, the Pension Benefit Guaranty Corporation ("PBGC") aimual fee is 

6 reduced by approximately $521 thousand (see Exhibit EJK-8) for 2015 as a result ofthe 

7 prepaid pension asset. This fee is not paid directly by DP&L because it is paid out ofthe 

8 DP&L pension plan tmst. However, the PBGC fee reduces the fiinded status which 

9 increases required DP&L pension fiinding over time. 

10 Q. Has the Commission previously approved the inclusion of a utility's prepaid pension 

11 assets in rate base? 

12 A. Yes. In Case No. 07-551-EL-AIR, the Commission mled that a full accmal of pension 

13 and OPEB expenses should be included in the test year expenses, along with a 

14 corresponding rate base item (see page 16 ofthe 1/21/2009 Opinion & Order). Also, in 

15 Case No. 10-2929-EL-UNC, the Commission mled that the prepaid pension asset should 

16 be included in rate base (see page 21 ofthe Opinion & Order). 

17 Q. Does DP&L also have a prepaid asset related to postretirement benefits other than 

18 pensions? 

19 A. No. As shown on Workpaper B-6b and Exhibit EJK-2, in the case of OPEBs, a liability 

20 exists. This liabUity represents the cumulative difference between the actual OPEB 

21 claims at the end of the test period and the ASC 715 calculated OPEB expense. Unlike 

22 pensions, DP&L has not made contributions to a separate fimd for postretirement benefits 
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1 other than pensions (with the exception of postretirement benefits for union employees 

2 who retired prior to 1987). As a result, the postretirement benefits other than pensions 

3 are in a net liability status at the end of the test year. By including the OPEB liability in 

4 rate base, this treatment is consistent with the inclusion of the prepaid pension asset in 

5 rate base described above. As shown on Workpaper B-6b and Exhibit EJK-2, as of 

6 September 30, 2015, DP&L has contributed approximately $21 miUion less than the 

7 cumulative amount of OPEB cost determined in accordance with ASC 715. The portion 

8 ofthe $21 miUion attributable to Distribution is approximately $13 miUion. Please note 

9 that Workpaper B-6b shows total AOCI as a net positive number (combined Life plan, 

10 GF plan, and NGF plan) which is actually shown on DP&L's books as a regulatory 

11 liabUity. For non-regulated entities, the unamortized prior service credit and unamortized 

12 net gain are shown in shareholder's equity as a credit or additional equity; however, for 

13 regulated entities, they are shown as a regulatory liabUity. We depicted the unamortized 

14 prior service credit and unamortized net gain as AOCI since the certified actuarial report 

15 (Exhibit EJK-3, page E-3) depicts them as AOCI. 

16 Q Do you have an estimate of how much the annual pension cost has been reduced by 

17 DP&L having a prepaid pension asset that pertains to DP&L Distribution? 

18 A Yes. To quantify the benefit of DP&L's contributions, I assume the $54 miUion (DP&L 

19 Distribution only) prepaid pension asset earns the "expected" 6.50% return, which is one 

20 ofthe assumptions DP&L must provide to its actuaries to determine the annual pension 

21 cost under ASC 715. The expected retum on plan assets represents the long-term rate of 

22 return on plan assets. DP&L's independent accountants sign off on this rate as well as 
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1 the other assumptions used in the pension expense calculation. There is littie variance in 

2 the determination ofthe long-term rate of return on plan assets used by most entities with 

3 similar investment portfolios. This process produces an approximate $3.5 miUion 

4 reduction to ASC 715 pension expense. 

5 Q. Does the inclusion of the net prepaid pension asset result in a benefit to customers? 

6 A. Yes. The prepaid pension asset directly reduces pension expense as calculated pursuant 

7 to ASC 715 (also known as SFAS 87), by approximately $3.5 mUlion (the "direct ASC 

8 715 reduction") per year. As explained in the Q&A above, this is computed by 

9 multiplying the prepaid pension asset by the 6.50% long-term expected return assumed in 

10 the actuarial report which computes annual pension expense. This is a direct reduction to 

11 ASC 715 pension expense. In addition, there are other tangible benefits from the prepaid 

12 pension asset in that it will reduce pension cost every year, it will protect employees by 

13 ftmding benefits they have already eamed, and it will increase DP&L's perceived 

14 financial strength by reducing unfunded obligations. These other benefits have not been 

15 quantified, but they nonetheless exist. 

16 In addition to the savings to pension expense pursuant to ASC 715, the prepaid pension 

17 asset reduces expenditures to the Pension Benefit Guaranty Corporation (PBGC). The 

18 PBGC was created by the Employee Retirement Income Security Act of 1974. It is a 

19 govemmental agency that serves as the "insurer" for private-sector defined benefit 

20 pension plans. In the event a plan sponsor becomes insolvent, the PBGC steps in to 

21 continue plan payments to retirees and beneficiaries. The PBGC is not funded by general 

22 tax revenues; instead, it collects insurance premiums from employers that sponsor insured 
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1 pension plans, earns money from investments, and receives ftmds from pension plans it 

2 takes over. 

3 The PBGC charges plan sponsors a premium based on both the headcount ("flat rate 

4 premium") and funded position ("variable rate premium") of their pension plans. 

5 Premium rates are set by law and change annually. For 2015, the flat rate premitim for 

6 single employer plans is $57 per participant, and the variable rate premium is 2.4%i of 

7 unfiinded vested benefits. Since the variable unfunded rate is calculated and owed based 

8 upon the plan's unfimded vested benefits status, the prepaid pension asset reduces the 

9 amount of the PBGC variable rate premium. Without the prepaid pension asset, the 

10 pension plan would have a larger unfimded status, would be deemed riskier by the PBGC, 

11 and a larger premium would be owed to the PBGC for it to provide its guarantee. The 

12 reduction in the premium resulting from the prepaid pension asset is approximately $521 

13 thousand for the test year. This calculation is set forth in Exhibit EJK-8. 

14 Payments to the PBGC can either be paid out of the trust fimd or paid directly by 

15 employers. If they are paid directiy by employers, they are unquestionably charged to 

16 current expense. Even if they are paid out of the fiind, the avoided payment would 

17 ultimately be paid by DP&L and would be reflected as pension expense. Since this 

18 payment would relate to the current period, intergenerational equities would require that 

19 this increased PBGC payment, if required to be made, be reflected as a component of 

20 current pension expense for ratemaking purposes. Otherwise, customers in fiiture periods 

21 would be paying higher rates to recover costs that are incurred currently. Effectively, this 

22 would be the result under ASC 715 as well. The additional fee would be deferred and 
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1 amortized to pension expenses over approximately fifteen years,' but an equivalent fee 

2 would be owed every year, thus producing an annual amortization equal to one-tenth of 

3 ten years' fee - or one year. Adding the avoided PBGC obligation to the direct ASC 715 

4 expense reduction produces a total pension expense savings of approximately $4 million 

5 per year. 

6 To quantify this monetary benefit, the annual expense savings may be compared to the 

7 impact on the revenue requirement ofthe net prepaid pension asset. As shown on Exhibit 

8 EJK-7, the reduction to the revenue requirement from removing the net prepaid pension 

9 asset from rate base is approximately $3 million. Thus, the quantifiable net benefit to 

10 customers is approximately $1 million annually. 

11 VIL CONCLUSION 

12 Q. What are your conclusions with respect to the appropriate ratemaking treatment of 

13 the net prepaid pension asset? 

14 A. The prepaid pension asset is an investor supplied asset of DP&L. The prepaid pension 

15 asset provides benefits to DP&L's employees and ratepayers currently and for years into 

16 the fiiture. The net prepaid pension asset reduces the annual pension expense calculated 

17 under ASC 715 and ratepayers receive the benefit of this reduced expense which is a 

18 component of operating expenses. The quantifiable annual net benefit customers of 

19 having a net prepaid pension assets is approximately $1 miUion. In addition, fiinding the 

20 pension plan makes DP&L's pension plan more secure, benefitting customers because a 

21 strong pension plan is important to attracting and retaining a good work force so that 

The amortization period is the average remaining service lives ofthe employees expected to benefit. 
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1 DP&L can continue to provide customers cost-effective and reliable electric service. 

2 Funding pension benefits is a responsible and integral part of providing service. The 

3 prepaid pension asset should be included in rate base and eam the authorized rate of 

4 retum. In addition, the full accmal of pension and OPEB expenses shoiUd be included in 

5 the year expenses. 

6 Q Does that conclude your direct testimony? 

7 A. Yes. 
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r ĵ" 
CO 
CO 

Si 

uo 
ro 
r--
• ^ 

to 

01 

O 

.01 

CO 
CM 
CO 

CO 

CO 

CO 
co" 

c 
o 
'35 
c 
01 

0 . 
^ a • * j t 

o 
H 

0 . 
Q: 
lU 
tf) 

Q. 

a 

(fi 
c 
0 

4 - 1 
(D 
O 

o 
15 
LU 

>-

r~-
to 
CO 

(NJ 
CJ) 

^. 
LO" 
cn 

CO 
i ~ ^ 

l O 
T— 

CO 
f— 
• — ' 

CM 
0 3 
to 

CJJ 

co
co 

CM T -
O O 
• ^ LO 

r-- t f l -

CO - ^ 

O CO 

CvJ CM 
CO r ^ 
CO CO 

LO cjj-

CO r r 

CM CO 
CO CO 
CO LO 
L i i r-^ 
LO CO 
00 CN 

0 CO 

O T -
CM"" to
o l CJ 
0 1 c q 
c n CM 
' — 03 

O lO 
f~- CO 
cq CM 
tM CM" 
CJl • * 
OJ c n 
(Ji r-^ 
— ' 00 

, , 
CO 
o 
C31 

co" 
CJ3 
r^ 
CO 
CO 

^ 

o r j -
C^_ 

•^r 
O J 
o 
•sr 

OJ 
CO 
r -

OJ 
O 
CM 

0 3 
CM 
C J 

—̂ r-̂  
oo 
c^ 

(— LO 
C\J 

CM-
CO 
cn 

CO 
• s j -
CM 

CO 
0 3 
CO 

CM 

£. 

co" 
CO 

oq 
CO
LO 
OJ, 

un 
i n 
CO 

•<3-
CO 
CJJ 

T— 

21 

CD 
•sr 
r-
co 
t — 

to 
ro 
•sr 

f^ O i 
to 
to-
r^ 
cn 
CO 

—̂ 

3" r -
CM 

CO 
CO 

^ 

CO 
• ^ 

CO 

-a--
CJJ 
O J 

S' 

^ to 
C J 

•sr 
•sr 
l O 

•sf 

to 
r^ 
ro 
LO 
O l 
LO 

r^ 
t o 

f^ O J 
CM 

r -
to 
CO 

CO 
r-
to 
t o 
LO 
cn 
r> 
LO 

• - * ' 

LO 
i n 

• > ! 

? ^ ^ 

s CD 

i n 

3 
2 
CO 

CD 
" O 

c 
3 U -

^ - t 

OJ 

2 

t / ) 

o 
o 
• •6 
QJ 

o 
QJ 
o 
> l _ 
QJ 

' i ^ 

Q. 

cii 
t n 
QJ 

_ f 

'o) 
IT) 
Q 

_ J 

C; 

'ra 

o 
"QJ 
2 

yi 
tn 
03 

—J 

4—' 
QJ 

If) 
< 
• o 

'cD 
D . 
03 
I— 

CL 

O 
o < 
to 

o f~ 

J _ J 

CD 
1/ ! 
C/J 

< 
o 

"cn 
c 
OJ 
CL 
• o 

'03 
C L 
QJ 

Q. 
4 - ^ 

QJ 

2 

o 
Csl 

CO 

c^ 
1 — 

CO 
c 
.0 
"S 
-Q 
"̂  
b 
2 
^ 
cn 
<_j P 
CD 

CD 

'•D 
•sP 

"cD 

> 
O 



^ < 
UJ 

X 
LLl 

U 
O 
CO 

O 
CM 
QJ 
O J 
CD 

TO a 

IO 

CD 
cn 
ttJ 

o 
_ I 
o3 
CL 
D 

c 
TO a 
E 
o o 

i n 

o 
CM 

.S>§S 
- I O o) 
08 . t ; 01 

0 ^ fl> 
• t .2 > 

Q Q. £ 
01 -M i_ 

x: o o 
H 2 u. 

(fl 
c 
iS 
Q . 

< 

o 

C 
01 

E 

o -̂  ° £ 
(A 
O 

CL 

•D 
0) 

O 

• a 
01 

S 
u. 

=1 
T 3 
01 

U 
tf) 

.01 

o ^ 
o 
a. 
01 
Q: 
c 
o 
03 

O 
'ifl 
c 
01 
D . 
• = ^ 

-iS s 
•^ o 

•o 
0) 
(A 
(Q 

CQ 

CD 

0) 
o. 

i n 

o 
CM 

a. 
IU 
( 0 

O 

o 

OD 

cq 
co" 
r~~ 
CO 

o o 
CO 
to" 
LO 

CM 
O l 
CO 
LO" 
CsJ 

to o 
C Ĵ 
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a ĝ  Or 

S 1 » 

3 3 3 
a. a a. 

•a. o. 

•5 TS 

E ^ 

11 

1^ 
1 i I l i 11% 

t ^ f 1 s 
1 S S2 -

3 ? 

S 1 

2 S p 

111 

1^ 
11 

i l 
i s 

1 s I 

isr 1 ^ 



CO 

—1 

m -t-f 
' s i 

X 
UJ 

CC 
<. 
> 1 

<!. tn 
to 
\ in 
—̂ ci 
Z 
0) 
to 
to 
O 
- J 
o8 
a. 
Q 

o 
r-
"> 

D) 
CO 

Q . 

i i 

I i, 

I S 
S S 

I 1̂ 

i:? s s 

>< £ 

II 

s s s 

iii 
5" S S' 

oS " --
p ^ I * f̂  

1 » 

5 ^ 
I 

111 

t i l 111 
l i g f 1 S 



CO K p 

S 
cn ^ 

o 
z 
tb 
tu 
O 
_i 

O ,7̂  5 § 4̂  -̂  f̂  

is §. i S. s a 5 

In " . 

3 S 

§ 1 5 5 
K i s s 

fll 

S s s s ? s ? 
3 S" S "" s E' S 

R 3 

5 = 

^ 3 r % 
^ S § S 

5 S 

R S S ^ ? f3 Ĵ  
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THE DAYTON POWER AND LIGHT COMPANY RETIREMENT 
(NCOME PLAN 

1 
Overview 
This document details the participant data, assumptions, methods, and provisions used in 
actuarial estimates and calculations for the The Dayton Power and Light Company Retirement 
Income Plan. This information is applicable to Mercer's actuarial valuations forthe 2014 plan 
and fiscal year and selected other Mercer deliverables. This document is an integral part of the 
reports that refer to it. 

Mercer has prepared this report exclusively for Dayton Power and Light; subject to this limitation, 
Dayton Power and Light may direct that this report be provided to Its auditors in connection with 
a plan audit or an audit of its financial statements. Mercer is not responsible for use of this report 
by any other party. 

This document contains: 

1. A summary of the participant data provided by Dayton Power and Light; and 

2. The actuarial basis for our calculations, including: 

A- Actuarial assumptions 
B. Actuarial and accounting methods 
C. A summary of plan provisions 

Decisions about benefit changes, granting new benefits, investment policy, funding policy, 
benefit security, and/or benefit-related issues should not be made solely on the basis ofthis 
document or any other part of an actuarial report, but only after careful consideration of 
alternative economic, financial, demographic, and societal factors, including financial scenarios 
that assume future sustained investment losses. 

Section 3 references or reflects the funding assumptions that have been selected as of the 
valuation date. Certain actuarial assumptions used for funding, including discount rates, 
mortality tables, and others identified in this report are prescribed by regulation or statute. 
Dayton Power and Light is responsible for reviewing the funding assumptions referenced and 
advising Mercer as to any information it deems worthy of consideration in the determination of 
funding assumptions. Dayton Power and Light is responsible for making the plan sponsor 
elections shown in this section and for advising Mercer if it chooses to make changes to those 
elections. 
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Section 3 also references assumptions used for plan and employer accounting. These 
assumptions were selected by Dayton Power and Light and it is responsible for reviewing those 
assumptions as shown within and advising Mercer if any changes are required thereto. 

Dayton Power and Light is responsible for selecting the plan's funding policy, actuarial valuation 
methods, and asset valuation methods. The policies and methods reflected in this document are 
those that have been so selected and are referenced or described in Section 4. Dayton Power 
and Light is responsible for reviewing and confirming that the policies and methods as 
referenced or described in Section 4 are accurate and is solely responsible for communicating to 
Mercer any changes required thereto. 
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2 
Participant Data 
Mercer has used and relied on the following participant data as supplied by Dayton Power and 
Light. Dayton Power and Light is responsible for ensuring that such participant data provides an 
accurate description of all persons who are participants under the terms ofthe plan or othenA îse 
entitled to benefits as of January 1, 2014 and that the data is sufficiently comprehensive and 
accurate for its intended purpose. If the data supplied is not sufficiently comprehensive and 
accurate for its intended purpose, the results of our calculations may differ significantly from the 
results that would be obtained with such data. Although Mercer has reviewed the suitability of 
the data for its intended use in accordance with Actuarial Standard of Practice No. 23, Mercer 
has not verified or audited any of the data or information provided. 

Participants or former participants are included or excluded from the valuation as described in 
Section 4 — Actuarial Methods. 

Notes Regarding Participant Data 
• Participants on long-term disability are included with inactive participants using the 

assumption that they are permanently disabled. 
• Assumptions for missing participant data: 

— We estimated the benefits for 22 deferred inactive participants. 
— We rolled forward pay from the prior year for 24 active Management records missing 

2013 pay. 

MERCER 

cAusersVnatt-mcdaniel\appdata\local\micrt)scftWindows\temporary intemet files\contenl.outlook\hzg9ckfe\201-l damp dpi tJayton power and tight t»_fas (2).dt)cx 



PLAN YEAR AND FISCAL YEAR BEGINNING 
JANUARY 1,2014 

Exhibit EJK-4 
DP&L Case No. 15-1830-EL-AIR 

THE DAYTON POWER AND LIGHT COMPANY RETIREMENT 
INCOME PLAN 

Participant Statistics 
Plan year beginning 

January 1, 2014 January 1,2013^ 

Participants included in valuation 

Active 

Inactive with deferred benefits 

Inactive with immediate benefits 

• Total 

1,238 

387 

2,140 

3,765 

1,337 

383 

2,152 

3,872 

Active statistics 

Average age 

• Average years of sen/ice 

• Total pay^^ 

Average pay 

Total cash balance amount'̂  

Average cash balance amount 

47.4 

16.2 

$ 42,260.202 

85.895 

269,564 

2,995 

$ 

46.9 

16.5 

42,919,878 

77,055 

157.789 

1,461 

Inactive deferred statistics 

Average age 

Total monthly benefits 

Average monthly benefits 

55.0 

$ 318,329 

823 

$ 

55.0 

N/A 

728 

Inactive immediate statistics 

Average age 

Total monthly benefits 

• Average monthly benefits 

73.8 

$ 1,710,842 

799 

$ 

73.8 

N/A 

779 

^ Per prior actuary's report. 

^ Pension pay for the prior plan year limited in accordance with IRC Section 401 (a)(17). 

^ Pay shown for Management only. 

" Cash Balance amounts for Management - Cash Balance group only 
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Status Reconciliation 
Inactive participants 

Active 
participants 

With 
deferred benefits 

With 
immediate 

benefits Total 

Beginning of the year^ 

Retirements 

Disabilities 

Deaths 

Non-vested terminations 

Vested terminations 

Rehires 

Lump sum payouts 

Survivors 

Expiration of benefits 

Transfers out 

Transfers in 

Data corrections 

New entrants 

Net change 

End of the year 

1,337 

(34) 

(21) 

(2) 

(46) 

(25) 

1 

(5) 

N/A 

N/A 

0 

0 

(1) 
34 

(99) 

1.238 

383 

(32) 

21 

(4) 

N/A 

25 

0 

(2) 

0 

N/A 

0 

0 

(4) 

N/A 

4 

387^ 

2,152 

66 

0 

(66) 

N/A 

N/A 

0 

N/A 

16 

0 

0 

0 

(35) 

7^ 

(12) 

2,140^ 

3,872 

0 

0 

(72) 

(46) 

0 

1 

(7) 

16 

0 

0 

0 

(40) 

41 

(107) 

3,765 

Per prior actuary's report. Prior actuary excluded 3 deferred and 24 receiving QDRO records from counts. 

® New QDRO records reported 

^ Count includes 1 deferred QDRO. 

® Count includes 37 receiving QDROs. 

MERCER 

clusefslmatt-mtxfanienappdatalkrcaftmicrcjsoftWindowsltemporafy (ntemet filestojntent,otittookUizg^rfcfe\2014 damp dp; dayttin power and light t»_fas (2}.<l(3cx 



PLAN YEAR AND FISCAL YEAR BEGINNING 
JANUARY 1,2014 

Exhibit EJK-4 
DP&L Case No. 15-1830-EL-AIR 

THE DAYTON POWER AND LIGHT COMPANY RETIREMENT 
INCOME PLAN 

Distribution of Active Participants 

Attained 
age 

Under 
25 

25-29 

30-34 

35-39 

40-44 

45-49 

50-54 

55-59 

60-64 

65-69 

70&UP 

Total 

as of January 1, 2014 
Years of credited service 

Under 
1 

8 

6 

3 

3 

6 

1 

2 

4 

1 

34 

1-4 

15 

51 

57,024 

909 

47 

61,661 

856 

20 

72,733 

580 

43 

70,570 

852 

30 

72,251 

1.430 

29 

72,202 

1,885 

16 

8 

259 

5-9 
1 

44 

75,588 

73 

74,531 

59 

80,923 

353 

53 

84,027 

50 

75,734 

32 

81,699 

25 

90,420 

4 

2 

343 

10-14 

12 

21 

93,902 

14 

14 

18 

8 

2 

2 

1 

92 

15-19 

6 

8 

7 

5 

2 

2 

30 

20-24 

25 

123,264 

34 

107,525 

21 

103,730 

16 

7 

3 

1 

107 

25-29 

12 

11 

1 

2 

26 

30-34 

31 

104,419 

102 

92,125 

48 

89,224 

6 

3 

190 

35-39 

1 

41 

84,738 

46 

83,705 

5 

93 

40 & 
up 

1 

25 

73,090 

27 

80,007 

11 

64 

Total 
24 

101 

135 

109 

149 

148 

150 

216 

145 

45 

16 

1,238 

In each cell, the top number is the count of active participants for each age/service combination, 
the middle number is average pay for 2013 limited to $255,000, and the bottom number is the 
average Cash Balance account value. Average pay is not shovî n for cells with fevi'er than 20 
participants. 
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3 
Actuarial Assumptions 
To prepare an actuarial valuation, assumptions are used in a fonward looking financial and 
demographic model to present a single scenario from a wide range of possibilities. The future is 
uncertain and the plan's actual experience will differ from those assumptions; these differences 
may be significant or material because actuarial estimates can be very sensitive to the 
assumptions made and, in some cases, to the interaction between the assumptions. 

Different assumptions or scenarios within the range of possibilities may also be reasonable and 
results based on alternative assumptions would be different. As a result of the uncertainty 
inherent in a forward looking projection over a very long period of time, no one projection is 
uniquely "correct" and many alternative projections ofthe future could also be regarded as 
reasonable. Two different actuaries could, quite reasonably, arrive at different results based on 
the same data and different views of the future. A "sensitivity analysis" shows the degree to 
which results would be different if alternative assumptions are used for the actuarial estimates. 
At Dayton Power and Light's request, Mercer is available to perform such a sensitivity analysis. 

Assumptions may also be changed from one valuation to the next because of changes in 
mandated requirements, plan experience, changes in expectations about the future, and other 
factors. A change in assumptions is not an indication that prior assumptions were unreasonable 
when made. 

Actuarial Assumptions for January 1, 2014 Funding Valuation 
Discount rate sponsor elections 

Segment rates or full yield curve Segment 
Look-back months 4 

First 5 years 
Next 15 years 
Over 20 years 

Stabilized 
4.99% 
6.32% 
6.99% 

Nonstabilized 

1.37% 

4.05% 

5.06% 

Mortality sponsor elections 
Healthy participants 

Pre-1995 disabilities 
Post-1994 disabilities 

Section 430(h)(3) prescribed separate generational 
annuitant and nonannuitant mortality tables. 
Same as Healthy 
Same as Healthy 
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Cash balance plans 

Interest accumulation rate 3.80%, determined as the greater of 
1) the yield on 30 year Treasury Securities (3.80% as of 

November, 2013) or 
2) 3.79% minimum rate 

Salary increases 

Flat-dollar benefit increases 

Social Security wage base 

Expected investment return 

Expenses 

See Table of Sample Rates. 

Rationale: Based on historical experience for the plan 
and future expectations. 

None assumed 

4.00% per year 

7.52% per year for 2012 and 7.00% per year for 2013 

$340,000. Based on the average of the prior two year's 
actual plan administrative expenses, rounded up to the 
nearest $5,000. 

Demographic assumptions 

Withdrawal 

Disability incidence 

Benefit commencement age for 
current and future vested deferred 

Spouse assumptions 

Percentage married 

Spouse age difference 

See Table of Sample Rates 

See Table of Sample Rates 

Management: Age 57 if eligible for early retirement, else 
65. 
Union: Age 61 if eligible for early retirement, else 65. 

Union participants: 100% 
Management participants: 80% 

Female spouses are assumed to be three years younger 
than their husbands. 
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Form of payment — Union & Legacy 
Management 

Active retirements 

Future vested deferred 

Future disabilities 

Future deaths 

Current vested deferred 

Form of payment — Cash Balance 

• Active retirements 

Future vested deferred 

Future disabilities 

Future deaths 

Current vested deferred 

Lump sum 

0% 

0% 

0% 

0% 

0% 

Lump sum 

100% 

100% 

100% 

100% 

100% 

Sinale life 

100% 

100% 

100% 

0% 

100% 

Sinale life 

0% 

0% 

0% 

0% 

0% 

50% J&S 

0% 

0% 

0% 

100% 

0% 

50% J&S 

0% 

0% 

0% 

0% 

0% 

Table of Sample Rates 

Salary Rates - Management 

Attained 
age 

20 

25 

30 

35 

40 

45 

50 

55 

60 

65 

Salary 
Increases -

Management 

8.5% 

8.5% 

7.5% 

4.5% 

3.5% 

3.0% 

3.0% 

2.5% 

2.5% 

2.5% 
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Wittidrawal Rates -
Attained _ 

age 

20 

25 

30 

35 

40 

45 

50 

55 

0 

19.25% 

15.73% 

13.97% 

13.97% 

13.97% 

13.97% 

13.97% 

13.97% 

Withdrawal Rates -
Attained _ 

age 

20 

25 

30 

35 

40 

45 

50 

55 

0 

10.08% 

7.98% 

6.09% 

6.09% 

6.09% 

6.09% 

6.09% 

6.09% 

Management 

1 

19.25% 

15.73% 

13.09% 

13.09% 

13.09% 

13.09% 

13.09% 

13.09% 

Union 

1 

10.08% 

7.98% 

5.88% 

5.88% 

5.88% 

5.88% 

5.88% 

5.88% 

Years of Service 

2 

19.25% 

15.73% 

12.10% 

12.10% 

12.10% 

12.10% 

12.10% 

12.10% 

3 

19.25% 

15.73% 

11.88% 

11.22% 

11.22% 

11.22% 

11.22% 

11.22% 

Years of Service 

2 

10.08% 

7.98% 

5.88% 

5.46% 

5.46% 

5.46% 

5.46% 

5.46% 

3 

10.08% 

7.98% 

5.88% 

5.25% 

5.25% 

5.25% 

5.25% 

5.25% 

4 

19.25% 

15.73% 

11.88% 

10.45% 

10.45% 

10.45% 

10.45% 

10.45% 

4 

10.08% 

7.98% 

5.88% 

5.04% 

5.04% 

5.04% 

5.04% 

5.04% 

5+ 

18.38% 

15.02% 

11.34% 

8.30% 

5.88% 

4.10% 

2.84% 

2.31% 

5+ 

5.76% 

4.56% 

3.36% 

2.28% 

1.68% 

1.32% 

1.20% 

1.20% 
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Disability Incidence Rates 

Attained 
age 

Percentage 

Management 

Male Female 

Retirement Age Rates 

Union 

Male Female 

20 

25 

30 

35 

40 

45 

50 

55 

60 

65 

0.027% 

0.027% 

0.027% 

0.036% 

0.072% 

0.144% 

0.297% 

0.621% 

1.035% 

0.000% 

0.027% 

0.027% 

0.036% 

0.063% 

0.117% 

0.216% 

0.360% 

0.576% 

0.810% 

0.000% 

0.042% 

0.042% 

0.042% 

0.056% 

0.112% 

0.224% 

0.462% 

0.966% 

1.610% 

0.000% 

0.042% 

0.042% 

0.056% 

0.098% 

0.182% 

0.336% 

0.560% 

0.896% 

1.260% 

0.000% 

Attained age Management Union 

Under 55 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

0% 

15% 

8% 

12% 

12% 

12% 

10% 

20% 

20% 

25% 

10% 

20% 

20% 

100% 

100% 

100% 

100% 

0% 

4% 

4% 

4% 

4% 

4% 

8% 

15% 

15% 

5% 

10% 

20% 

15% 

10% 

10% 

15% 

100% 
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Actuarial Assumptions for Employer Accounting ASC 715 and Plan 
Accounting (ASC 960) Where Different from Funding 

Economic assumptions 

Discount rate for ASC 715 

Interest rate for ASC 960 

4.02% per year for fiscal year ending December 31, 2014 
funded status and fiscal 2015 expense determination. 
4.86% per year for fiscal year ending DecemberSI, 2013 
funded status and fiscal 2014 expense determination. 
Rationale: The discount rate was estimated using the Mercer 
Above Mean Yield Curve, under which the plan's projected 
benefit payments are matched against a series of spot rates 
derived from a market basket of high quality fixed Income 
securities. 

4.86% per year. 

Long-term rate of return on assets 6.50% per year. 
Rationale: The expected rate of return on plan assets is 
selected by the plan sponsor based on their expectation for 
future asset return. 

Expenses Expected return is net of expenses. 

Mortality - ASC 960 and ASC715 
December 31, 2013 Funded Status and 
Fiscal 2014 Expense 

Healthy participants 

Disabled participants 

RP-2000 Combined Generational Mortality Table projected 
using scale AA 

RP-2000 Disabled Retiree Static Mortality Table. 

Mortality - ASC 715 December 31, 2014 
Funded Status and Fiscal 2015 Expense 

Healthy participants 

Disabled participants 

RP-2014 Mortality for healthy employees, adjusted to 
remove post-2007 projected mortality improvements that 
were embedded \n the table ("MRP-2007"). This table is then 
projected with generational mortality improvements using the 
scale implied by the Social Security Administration's annual 
mortality rates ("MSS-2007"). 

RP-2014 Disabled Generational Mortality table projected 
with improvement scale implied by the Social Security 
Administration's annual mortality rates 
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Actuarial Assumption Changes Since Prior Valuation 
Funding 

• Interest discounts and mortality rates were updated from 2013 to 2014 in accordance with 
FPA. 

• The expense component of normal cost increased from $285,000 to $340,000 to reflect our 
expectations for the current plan year. 

• We updated the cash balance interest credit rate from 3.79% to 3.80%) to better reflect 
expected future plan experience. 

ASC 715 
The following changes were made for DecemberSI, 2014 funded status measurement and 
expense determination for the fiscal year ending December 31, 2015. 

• The discount rate decreased from 4.86% to 4.02%. 
• The long term rate of return on assets decreased from 6.75%) to 6.50% for fiscal 2015 

expense. 
• The mortality table was updated. 

ASC 960 
The interest rate for ASC 960 has changed from 4.04% at January 1, 2013 to 4.86% at January 
1,2014. 
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4 
Actuarial Methods 
An actuanal valuation is only a snapshot of a plan's estimated financial condition at a particular 
point in time; it does not predict the plan's future financial condition or its ability to pay benefits in 
the future and does not provide any guarantee of future financial soundness of the plan. Over 
time, a plan's total cost will depend on a number of factors, including the amount of benefits the 
plan pays, the number of people paid benefits, the period of time over which benefits are paid, 
plan expenses, and the amount earned on any assets invested to pay benefits. These amounts 
and other variables are uncertain and unknowable at the valuation date. 

Because modeling all aspects of a situation is not possible or practical, we may use summary 
information, estimates, or simplifications of calculations to facilitate the modeling of future events 
in an efficient and cost-effective manner. We may also exclude factors or data that, if used, in 
our judgment, would not have significantly affected our results. Use of such simplifying 
techniques does not, in our judgment, affect the reasonableness of valuation results for the plan. 

Valuations do not affect the ultimate cost of the plan, only the timing of when benefit costs are 
recognized. Cost recognition occurs over time. If the costs recognized over a period of years are 
lower or higher than necessary, for whatever reason, normal and expected practice is to adjust 
future cost levels to recognize the entire cost of the plan over time. 

Actuarial Methods for Funding 
Asset Methods 
The asset valuation method is an average of the adjusted market value over the last 2 years 
preceding the valuation date. The adjusted market value is the market value at each 
determination date adjusted to the valuation date based on actual cash flows and expected 
interest at the lesser ofthe expected rate of return and the third segment rate. This amount is 
adjusted to be no greater than 110% and no less than 90% of the fair market value, as defined 
in IRC Section 430. 

A characteristic of this asset method is that, over time, it is slightly more likely to produce an 
actuarial value of assets that is less than the market value of assets than an actuarial value that 
is greater than the market value. 
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Participant Metttods 
Participants or former participants are included or excluded from the valuation as described 
below: 

• Participants included: The plan sponsor provides us with data on all employees as of the 
valuation date, but only those employees who have completed the plan's eligibility 
requirements are included in the valuation of liabilities. 
Participants excluded: No actuarial liability is included for nonvested participants who 
terminated priorto the valuation date. 

• Insurance contracts: We are not aware of any insurance contracts held by the plan. 

Minimum Funding Mettiods 
The funding target for minimum funding calculations is computed using the traditional unit credit 
method of funding. The objective under this method is to fund each participant's benefits under 
the plan as they accme. Thus, the total pension to which each participant is expected to become 
entitled at retirement is broken down into units, each associated with a year of past or future 
credited service. 

A detailed description of the calculation follows: 

• The plan's valuation date is the beginning of the plan year. 
• An individual's funding target is the present value of future benefits based on credited 

service and average pay as of the beginning of the plan year, and an individual's target 
normal cost is the present value of the benefit expected to accnje in the plan year. If 
multiple decrements are used, the funding target and the target normal cost for an individual 
are the sum ofthe component funding targets and target normal costs associated with the 
various anticipated separation dates. 

• This plan provides benefits that are not a function of a participant's accnjed benefit or years 
of service. This benefit is allocated to funding target based on the ratio of the participant's 
sen/ice at the beginning of the plan year to their service at each decrement age and is 
allocated to target normal cost based on the proportionate benefit attributable to the increase 
in the participant's service and compensation during the plan year. 
The plan's target normal cost is the sum of the individual target normal costs, and the 
plan's funding target is the sum of the individual funding targets for all participants under 
the plan. 

Actuarial Methods for Employer Accounting Under US Financial 
Accounting Standards (ASC 715) 
Actuarial Cost Method 
Benefit obligations are estimated using the Projected Unit Credit method. Under this method 
each participant's benefits under the plan are attributed to years of service, taking into 
consideration future salary increases and the plan's benefit allocation formula. Thus, the 
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estimated total pension to which each participant is expected to become entitled at retirement is 
broken down into units, each associated with a year of past or future credited service. 

A description ofthe calculation follows: 

An individual's estimated attributed benefit for valuation purposes related to a particular 
separation date is the benefit described under the plan based on credited service as of the 
measurement date, but determined using the projected salary that would be used in the 
calculation estimate of the benefit on the expected separation date. 

The benefit attributed to an individual's service during a plan year is the excess of the attributed 
benefit for valuation purposes at the end of the plan year over the attributed benefit for valuation 
purposes at the beginning of the plan year. Both attributed benefits are estimated from the same 
projections to the various anticipated separation dates. 

An individual's estimated benefit obligation is the present value of the attributed benefit for 
valuation purposes at the beginning of the plan year, and the service cost is the present value of 
the benefit attributed to the year of service in the plan year. If multiple decrements are used, the 
benefit obligation and the service cost for an individual are the sum of the component benefit 
obligations and service costs associated with the various anticipated separation dates. Such 
benefit obligations and service costs reflect the estimated attributed benefits and the probability 
of the individual separating on those dates. 

The vested benefit obligation is based on the expected date of separation, and an individual's 
projected benefit obligation is constrained to be not less than his or her accumulated benefit 
obligation. 

The plan's service cost is estimated by combining the individual service costs, and the plan's 
projected benefit obligation (PBO) is estimated by combining the benefit obligations for all 
participants under the plan. 

Asset Method 
The market-related value of assets is determined each year by adjusting the previous year's 
value by expected returns, benefit payments and contributions. Asset gains and losses are 
reflected in equal adjustments over a three-year period. 
Valuation Procedures 

Financial data: We used financial data submitted as ofthe measurement date by Dayton 
Power and Ught, including any classification within the fair value hierarchy under ASC 820, 
without further audit. Customarily, this information would not be verified by a plan's actuary. 
We have reviewed the information for internal consistency and we have no reason to doubt 
its substantial accuracy. 
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• Discount rate setting process: The discount rate is estimated as the single equivalent rate 
such that the present value of the plan's cash flows using the single rate equals the present 
value of those cash flows using the Mercer Above Mean Yield Curve. 
Projection of obligations from valuation date to year-end measurement date: Benefit 
obligations have been rolled-fonward from the valuation date to the year-end measurement 
date based on the assumption that there have been no experience gains or losses, except 
for changes in discount rate. Discount rate changes are reflected in the year-end obligation 
amounts. 

• Future benefit increases: We are not aware of any substantive commitments the plan 
sponsor has made beyond those in the plan document. 

Accounting Policies 
• Amortization methods and periods: Cumulative gains and losses in excess of 10% of the 

greater of PBO or market-related vaiue of plan assets are amortized over the expected 
average remaining future lifetime of the inactive participants. 
— This report revises the fiscal year 2015 estimated expense delivered on August 4 to 

correct an error in our valuation coding. The only item affected is the period over which 
gains and losses are amortized for ASC 715 purposes; plan liabilities and service cost 
are not affected. The programming error overstated the amortization period, resulting in 
less earnings recognition of the accumulated losses than may be permissible under ASC 
715. Note that under ASC 715, actuarial losses are fully recognized onthe balance sheet 
immediately, regardless of the timing of income statement recognition. The effect on 
expense for 2015, with purchase accounting, is nominal and $1.8 million, without 
purchase accounting. The actual expense in this report has been corrected and is 
consistent with prior reporting periods. 

• Where an accounting method to be used is not prescribed by accounting standards, DPL 
Inc. is responsible for choosing the relevant accounting policies to apply. This policy is 
described below: 
— Measurement of unrecognized items on balance sheet: Unrecognized prior service costs 

and unrecognized gains & losses on the balance in the "blended" accounting results for 
DPL Inc. are provided by the plan sponsor. The plan sponsor determines this amount 
based on a blend of results with and without reflecting purchase accounting, weighted by 
regulatory and nonregulatory business units. These amounts are provided to Mercer by 
the plan sponsor and are not audited nor verified by Mercer. The "cumulative 
contributions in excess of net periodic benefit cost" for each plan is the sum of the plan's 
funded status and any unrecognized gains/losses or prior service costs. Amortization of 
unrecognized gains/losses and prior service costs are recognized in "blended" pension 
expense using a weighting provided by the plan sponsor. Mercer uses the weightings 
provided without audit to determine these pension expense components. 
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Actuarial Methods for Plan Accounting (ASC 960) 
The present value of accumulated plan benefits reflects the benefits attributable under the plan 
provisions to employees' service rendered to the benefit information date. The plan uses a 
beginning of year measurement date. 

Method Changes Since Prior Valuation 
Funding 
This is the first year that Mercer has peri'ormed the actuarial valuation for this plan. Last year's 
valuation was done by Aon Hewitt. This change qualifies for automatic IRS approval. 

ASC 715 
This is the first year that Mercer has peri'ormed the actuarial valuation forthis plan. Last year's 
valuation was done by Aon Hewitt. 

ASC 960 
This is the first year that Mercer has peri'ormed the actuarial valuation for this plan. Last year's 
valuation was done by Aon Hewitt. 

MERCER 
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5 
Plan Provisions 
Mercer has used and relied on the plan documents, including amendments, and interpretations 
of plan provisions, supplied by Dayton Power and Light as summarized below. Dayton Power 
and Light is solely responsible for the validity, accuracy, and comprehensiveness of this 
information. If any plan provisions supplied are not accurate and complete, the results of any 
calculation may differ significantly from the results that would be obtained with accurate and 
complete information. Moreover, plan documents may be susceptible to different interpretations, 
each of which couid be reasonable, and the results of estimates under each of the different 
interpretations could vary. 

The following is a summary of what we understand to be the most re\eyant plan provisions for 
purposes of actuarial valuations. This summary should not be used for purposes of determining 
benefits under the plan. 

Summary of Major Plan Provisions - Union Employees 
Effective date and plan year Original plan: January 1, 1953 

Restated plan: January 1, 2010 
Last amended: March 14, 2013 
Plan year: Calendar year 

Status of the plan The plan has ongoing benefit accruals and new employees 
are eligible to participate in the plan once they satisfy the 
participation requirements. 

Significant events that occurred 
during the year 

Effective January 1, 2015 the Normal Retirement Benefit 
multiplier increased from $41.00 to $45.00. 

Definitions 

Covered employees An Employee who was: 
1) Represented by a collectively bargained unit recognized 

on January 1, 1996 and 
2) Has not subsequently become a Non-Unit employee. 

Participation Members of a collectively bargaining unit who are at least age 
18. Participation will commence on the January 1 or July 1 
coincident with or next following the date on which the 
participation requirements are met. 

Vesting sen/ice One year is granted for each plan year during which the 
employee is credited with at least 500 hours. 
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Credited service 

Benefit 

For periods priorto 1/1/1984, credited service calculated 
under the plan provisions then in effect. 

For periods after 12/31/83, based on following table: 
Hours 
1,560+ 

1,000-1,559 
500-999 

0-499 

Credit 
1 year 

3/4 year 
1/2 year 

0 year 

Normal retirement 

Eligibility 

Benefit 

Age 65 with five years of vesting service. 

A monthly amount equal to $45.00 times years of credited 
service (not to exceed 37). The accrued benefit is reduced for 
the cost of death benefit coverage. 

Early retirement 

Eligibility Age 55 and 10 years of vesting service. 

The normal retirement benefit, reduced 5/12 of 1 % for each 
month benefit commencement precedes age 62. Benefits for 
participants who have 30 years of benefit service are not 
reduced for eariy retirement. 

Supplement $300 payable monthly to Social Security Normal Retirement 
age. Participants with 30 years of benefit service receive a 
$400 monthly supplement to Social Security Norma! 
Retirement Age. 

Early Retirement Window Effective July 13, 2005, an eariy retirement window (ERW) 
was opened to participants who would be at least age 50 on 
January 1, 2006. Under the ERW, participants will receive 
unreduced pension benefits payable immediately if they are 
currently early (or nomial) retirement eligible. 
Participants not yet eariy retirement eligible will be eligible to 
receive their pension benefits beginning at age 55, with the 
subsidized reductions (5% per year, and unreduced at 30 
years of service). In addition, these participants will receive 
the monthly supplement beginning at age 55. 

Late retirement 

Eligibility 

Benefit 

Retirement after age 65. 

The normal retirement benefit based on service at actual 
retirement. 
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Deferred vested 

Eligibility Age 21 with five years of vesting service. 

Benefit 

Benefit 

For participants with 10 years of vesting service, the accnjed 
normal retirement benefit payable unreduced at age 62. 
Otherwise, an actuarial equivalent benefit payable at an eariy 
retirement age. 

Disability 

Eligibility 

Benefit 

Determined by Plan Administrator. 

Benefit payable under company sponsored disability plan. 

Pre-retirement death 

Eligibility Active, married employees with 5 years of vesting service. 

50% ofthe benefit (excluding supplements) payable 
immediately, reduced for eariy commencement and form of 
payment. 
Benefits are reduced for cost of coverage from vested status 
per following table: 

Age Reduction/Year 
55-65 0.5% 
45-54 0.2% 
<45 0.1% 

If death occurs prior to the participant's Social Security 
retirement age, a $300 supplement paid monthly to the 
surviving spouse until the spouse's age 65. 

Form of benefits 

Automatic form for 
unmarried participants 

Automatic form for married 
participants 

• Optional forms 

• Optional form conversion 
factors 

Ad hoc COLA 

Life annuity 

Actuarial equivalent 50% Joint and Survivor annuity 

Actuarial equivalent 75% Joint and Sun/ivor annuity 

1971 Group Annuity Mortality Table for Males and 6% 
interest. 

Retiree cost of living adjustment (COLA) effective June 1, 
2009 for participants who retired during the period 1960 
through 2000. 

Miscellaneous 

Maximum benefits Annual benefits may not exceed the limits in IRC Section 415. 
This limit is indexed annually. For 2014, the limit is $210,000. 
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Summary of Major Plan Provisions - Management Pre-2011 Hires 
(Legacy) 

Effective date and plan year 

Status of the plan 

Significant events that occurred 
during the year 

Original plan: January 1, 1953 
Restated plan: January 1, 2010 
Last amended: March 14, 2013 
Plan year: Calendar year 

Management employees hired prior to January 1, 2011 are 
eligible to participate in the plan once they satisfy the 
participation requirements. The plan has ongoing benefit 
accruals. 

None. 

Definitions 

Covered employees An Employee hired priorto January 1, 2011 who: 
1) was not represented by a collective bargaining 

representative on January 1, 1996, or 
2) has not become a Union employee 

Participation Age 21 and one year of service. Participation will commence 
on January 1 or July 1 coincident with or following the date 
when the participation requirements are met. 

Vesting service One year of vesting service is granted for plan years with at 
least 1,000 hours. 

Credited service One year of credited sen/ice is granted for plan years with at 
least 1,000 hours. 

Pensionable earnings Plan Year Compensation, excluding deferred compensation, 
overtime, bonuses and other additional earnings. Section 
401(k) and 125 deferrals are included. 

Final average earnings High 3 consecutive out of the last 5 completed calendar years 
prior to the date of termination or retirement. 
For participants eligible to receive benefits under the 
company-sponsored LTD plan, Final Average Earnings on the 
date eligibility for the LTD benefit begins. 

Covered Compensation The average (without indexing) ofthe Social Security wage 
bases in effect for the 35-year period ending with the year of 
the termination of employment, rounded down to the nearest 
multiple of $600. 
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Normal retirement 

Eligibility Age 65 with 5 years of vesting service. 

Benefit The sum of (1) and (2) below multiplied by credited service 
(limited to 30 years): 
1) 1.25% of Final Average Earnings 
2) 0.45% of Final Average Eamings in excess of covered 

compensation levels. 
Accrued benefit is reduced for cost of death benefit coverage. 

Early retirement 

Eligibility Age 55 with 10 years of vesting service. 

Normal retirement benefit The normal retirement benefit, reduced 3/12 of 1% for each 
month benefit commencement precedes age 62. Benefit is 
reduced for cost of death benefit. 

Supplement A monthly benefit of $187.50 is payable to age 65. 

Window 

Benefit 

Effective July 1, 2001, an early retirement window was 
opened to active management participants at least age 55 
with 75 "age plus service" points. Retirees under the window 
receive unreduced early retirement benefits as well as a total 
supplemental benefit of $1,000 per month until age 65, 

Late retirement 

Eligibility 

Benefit 

Retirement after age 65. 

The normal retirement benefit, based on compensation and 
service at actual retirement. 

Deferred vested 

• Eligibility Age 21 with 5 years of service. 

For participants with 10 years of vesting service, the accmed 
normal retirement benefit payable unreduced at age 62. 
Othenvise, an actuarial equivalent benefit payable at an eariy 
retirement age. 

Disability 

Eligibility Eligible for company-sponsored LTD benefits as determined 
by the plan administrator. 

Benefit The normal retirement benefit deferred to age 62, based on 
final average compensation as of the date of disability and 
benefit service at age 62 including any period the employee is 
eligible for long-term disability benefits. 
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Pre-retirement death 

Eligibility Active, married participants with 5 years of vesting service. 

Benefit 50% of benefit (excluding supplements) payable immediately, 
reduced for eariy commencement and form of payment. 
Benefits are reduced for cost of coverage from vested status 
per following table: 

Age Reduction/Year 
55-65 0.5% 
45-54 0.2% 
<45 0.1% 

If death occurs prior to the participant's Social Security 
retirement age, a $187.50 supplement paid monthly until 
spouse's age 65. 

Form of benefits 

Automatic form for 
unmarried participants 

Automatic form for married 
participants 

Optional fonns 

Optional form conversion 
factors 

Ad hoc COLA 

Life annuity 

Actuarial equivalent 50% Joint and Survivor annuity 

Actuarial equivalent 75% Joint and Survivor annuity; 
Lump Sum: Automatic if less than $1,000; Optional if greater 
than $1,000 and less than covered compensation In effect. 

1971 Group Annuity Table for Males and 6% interest. 
Lump Sum: 417(e) mortality and interest (2 month look back). 

Retiree COLA effective June 1, 2009 for participants who 
retired during the period 1960 through 2000. 

Miscellaneous 

Maximum compensation Compensation for any 12-month period used to determine 
accrued benefits may not exceed the limits in IRC Section 
401 (a)(17) forthe calendaryear in which the 12-month period 
begins. This limit is indexed annually. For 2014, the limit is 
$260,000. 

Maximum benefits Annual benefits may not exceed the limits in IRC Section 415. 
This limit is indexed annually. For 2014, the limit is $210,000. 
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Summary of Major Plan Provisions - Management Post-2010 Hires 
Effective date and plan year 

Status of the plan 

Significant events that occurred 
during the year 

Original plan: January 1, 2011 
Last amended; March 14, 2013 
Pian year: Calendar year 

Management employees hired or rehired on or after 
January 1, 2011 are eligible to participate in the plan once 
they satisfy the participation requirements, The plan has 
ongoing benefit accruals. 

None 

Definitions 

• Covered employees An employee hired or rehired after December 31, 2010, 
excluding Union Employees. 

Participation Salaried employees who are hired or rehired on or after 
January 1, 2011 and are at least age 21 with one year of 
service. Participation will commence on January 1 coincident 
with or following the date when the participation requirements 
are met. 

Vesting service One year of vesting service is granted for each plan year with 
at least 1,000 hours. 

Credited service One year of credited service is granted for each plan year with 
at least 1,000 hours. 

Compensation Plan Year Compensation, excluding deferred compensation, 
overtime, bonuses and other additional earnings. Section 
401(k) and 125 deferrals are included. 

Pay credits Each Participant's Cash Balance Account shall be credited 
under the terms contained in the following table at the end of 
each Plan Year, subject to an exception for mid-year 
terminations, during which such Participant completes at least 
1,000 Hours of Service. 
Years of Service Earned After 

DecemberSI, 2010 
Less than 5 
At least 5, but less than 10 
At least 10, but less than 15 
At least 15, but less than 20 
At least 20 

Pay Credit 
3% of Compensation 
4% of Compensation 
5% of Compensation 
6% of Compensation 
7% of Compensation 
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Interest credits Interest Credits shall be made to the Cash Balance Account 
on the last day of each calendar quarter and shall be 
calculated by multiplying the balance In the Participant's Cash 
Balance Account on the first day of such period by the 
Applicable Interest Crediting Rate for such period. The term 
"Applicable Interest Crediting Rate" shall mean the annual 
interesf crediting rate (adjusted to reflect quarterly allocations) 
equal to (1) the yield on 30-year Treasury securities or (2) 
3.79%, whichever is greater. 

Normal retirement 

Eligibility Age 65 with 3 years of vesting service. 

Benefit The participant's cash balance account. 

Early retirement 

Eligibility Age 55 with three years of vesting service. 

Benefit The participant's cash balance account. 

Late retirement 

Eligibility Retirement after age 65. 

Benefit The participant's cash balance account. 

Deferred vested 

Eligibility 3 years of vesting service. 

Benefit The participant's cash balance account. 

Disability 

Eligibility Eligible for company-sponsored LTD benefits as determined 
by the Plan Administrator. 

Benefit The participant's cash balance account. 

Pre-retirement death 

Eligibility Active, married participants with 3 years of vesting service. 

Benefit The present value of the participant's cash balance account 
payable no later than: 
1) 1^' of the month following participant death and 
2) 1 *̂ of the month the member would have qualified for 

eariy retirement. 

Form of benefits 

Automatic form for 
unmarried participants 

Automatic form for married 
participants 

Optional forms 

Life annuity 

Actuarial equivalent 50% Joint and Survivor annuity 

Actuarial equivalent 75% Joint and Survivor annuity; lump 
sum equal to the cash balance account 
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Optional fomn conversion 
factors 

The 1971 Group Annuity Mortality Table for Males and 6% 
interest. 

Miscellaneous 

Maximum compensation Compensation for any 12-month period used to detennine 
accrued benefits may not exceed the limits in IRC Section 
401 (a)(17) for the calendar year in which the 12-month period 
begins. This limit is indexed annually. For 2014, the limit is 
$260,000. 

Maximum benefits Annual benefits may not exceed the limits in IRC Section 415. 
This limit is indexed annually. For 2014, the limit is $210,000. 

Benefits Included or Excluded 
Unless noted below, all benefits provided by the plan, as restated and amended through 
Amendment #2, executed March 14, 2013 are included in this valuation: 

' Most recent plan amendments included: Amendment #2 is included because it was 
adopted by the valuation date and is effective by the end of the plan year. 

• Plan amendments excluded: None. 
Late retirement increases: 
— Active participants: None. Continued accruals are valued. 
— Deferred vested participants: Current deferred vested participants over normal retirement 

age are valued including a late retirement actuarial increase. 
• Internal Revenue Code limitations: The limitations of Internal Revenue Code Section 

415(b) and 401(a)(17) have been incorporated into our calculations. 
• IRC Section 416 rules for top-heavy plans: We did not test whether this plan is top-heavy 

(when the present value of benefits for key employees equals or exceeds 60% of the present 
value for all participants). However, we expect that the plan is not top-heavy due to the large 
number of rank-and-file participants; therefore, the funding target and target normal cost do 
not reflect any liability for top-heavy benefit accnjals. 

Plan Provisions Specific to Funding 
Additional Benefits Included or Excluded 
• IRC Section 436 benefit restrictions: 

— Plan amendments: See above. 
— Prohibited payments: Limitations on prohibited benefits (if any) are reflected for annuity 

starting dates before the valuation date but are ignored for annuity starting dates on or 
after the valuation date. 

— Benefit accruals: The plan's funding target and target normal cost do not reflect any 
limitations on benefit accruals. 

• Unpredictable contingent event benefits: We are not aware of any unpredictable 
contingent event benefits provided under the plan. 
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Plan Provision Changes Since Prior Valuation 
Maximum compensation amounts and maximum benefit amounts under IRS rules were updated 
from 2013 to 2014. 

Amendment #2, executed March 14, 2013, had no effect on the plan liability. 

Effective January 1, 2015 the Union Normal Retirement Benefit multiplier increased from $41.00 
to $45.00. 
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1 
Overview 
This document details the participant data, assumptions, methods and provisions used in 
actuarial estimates and calculations for The Dayton Power and Light Company's Supplemental 
Executive Retirement Plan. This information is applicable to Mercer's accounting valuation for 
the 12/31/2014 funded status and the 2015 fiscal year expense and selected other Mercer 
deliverables. This document is an integral part of the reports that refer to it. 

Mercer has prepared this report exclusively for DPL Inc.; subject to this limitation, DPL Inc. may 
direct that this report be provided to its corporate auditors in connection with the audit of its 
employer financial statements. Mercer is not responsible for use of this report by any other party. 

This document contains; 

1. A summary of the participant data provided by the plan sponsor; and 
2. The actuarial basis forour calculations, including; 

A. Actuarial assumptions 
B. Actuarial methods 
C. A summary of plan provisions 

Decisions about benefit changes, granting new benefits, investment policy, funding policy, 
benefit security and/or benefit-related issues should not be made solely on the basis of this 
document or any other part of an actuarial report, but only after careful consideration of 
alternative economic, financial, demographic and societal factors, including financial scenarios 
that assume future sustained investment losses. 

Section 3 references assumptions used for employer accounting. These assumptions were 
selected by DPL Inc. and DPL Inc. is responsible for reviewing those assumptions as shown 
within and advising Mercer if any changes are required thereto. 

DPL Inc. is responsible for selecting the plan's actuarial valuation methods. The policies and 
methods reflected in this document are those that have been so selected and are referenced or 
described in Section 4. DPL Inc. is responsible for reviewing and confinning that the policies and 
methods as referenced or described in Section 4 are accurate and is solely responsible for 
communicating to Mercer any changes required thereto. 
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2 
Participant Data 
Mercer has used and has relied on the following participant data as supplied by the plan 
Sponsor. DPL Inc. is responsible for ensuring that such participant data provides an accurate 
description of all persons who are participants under the terms of the plan or othen/vise entitled 
to benefits as of January 1, 2015 and that the data is sufficiently comprehensive and accurate 
for its intended purpose. If the data supplied is not sufficiently comprehensive and accurate for 
its intended purpose, the results of our calculation may differ significantly from the results that 
would be obtained with such data. Although Mercer has reviewed the suitability of the data for its 
intended use in accordance with Actuarial Standards of Practice No. 23, Mercer has not verified 
or audited any of the data or infonnation provided. 

Participants or former participants are included or excluded from the valuation as described in 
Section 4 - Actuarial Methods. 

Participant Data Reconciliation 

January 1, 2014 

Age retirements 

Disability retirements 

Deaths without beneficiary 

Deaths with beneficiary 

Nonvested temninations 

Vested terminations 

Rehires 

Lump sum cashouts 

Survivors 

Expiration of benefits 

Data adjustments 

New entrants during year 

Net change 

January 1, 2015 

Active 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

N/A 

0 

0 

Deferred Vested 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

N/A 

0 

0 

Retired 

5 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

N/A 

0 

5 
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Participant Statistics 

Retirees included in valuation 

Plan year beginning 

January 1, 2015 January 1 

5 

, 2014^ 

5 

Retiree statistics 

Average age 

Total monthly benefits 

Average monthly benefits 

76.4 

$ 32,490 $ 

6,498 

75.4 

32,490 

6,498 

Demographic data for inactive participants included in the valuation 

Retired Participants - Distribution by Age 
Retiree Spouse 

• Less than 64 
• 65 to 69 
• 70+ 
Total 

0 
0 
5 
5 

0 
0 
2 
2 

^ Per prior actuary's report. 
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3 
Actuarial Assumptions 
To prepare an actuarial valuation, assumptions are used in a forward looking financial and 
demographic model to present a single scenario from a wide range of possibilities. The future is 
uncertain and the plan's actual experience will differ from those assumptions; these differences 
may be significant or material because actuarial estimates can be very sensitive to the 
assumptions made and, in some cases, to the interaction between the assumptions. 

Different assumptions or scenarios within the range of possibilities may also be reasonable and 
results based on alternative assumptions would be different. As a result of the uncertainty 
inherent in a forward looking projection over a very long period of time, no one projection is 
uniquely "correct" and many alternative projections ofthe future could also be regarded as 
reasonable. Two different actuaries couid, quite reasonably, arrive at different results based on 
the same data and different views of the future. A "sensitivity analysis" shows the degree to 
which results would be different if altemative assumptions are used forthe actuarial estimates. 
At DPL Inc.'s request, Mercer is available to perform such a sensitivity analysis. 

Assumptions may also be changed from one valuation to the next because of changes in 
mandates, plan experience, changes in expectations about the future and other factors. An 
assumption change is not an indication that prior assumptions were unreasonable when made. 

Actuarial Assumptions for Employer Accounting ASC 715 for Fiscal 
Year Ending December 31, 2014 

Economic Assumptions 
Discount rate 

Salary increases 
Social Security wage base 
Expenses 

3.43% for December 31, 2014 funded status and 2015 
fiscal year expense 
Not applicable 
Not applicable 

None assumed 

Demographic assumptions 
Healthy mortality 

Disabled mortality 

RP-2014 Mortality for healthy employees, adjusted fo 
remove post-2007 projected mortality improvements that 
were embedded in the table ("MRP-2007"). This table is 
then projected with generational mortality improvements 
using the scale implied by the Social Security 
Administration's annual mortality rates ("MSS-2007"). 

None assumed 
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• Withdrawal 

• Disability incidence 

Retirement age 

Spouse assumptions 

— Percentage married 

— Spouse age difference 

None assumed 

None assumed 

Immediate 

IVIaie DarticiDants 

N/A 

N/A 

Female Darticioants 

N/A 

N/A 

Actuarial Assumption Changes Since Prior Valuation 
• The discount rate changed from 3.98% to 3.43% at December 31, 2014. 
• The mortality table was updated. 
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4 
Actuarial Methods 
An actuarial valuation is only a snapshot of a plan's estimated financial condition at a particular 
point in time; it does not predict the plan's future financial condition or its ability to pay benefits in 
the future and does not provide any guarantee of future financial soundness of the plan. Over 
time, a plan's total cost will depend on a number of factors, including the amount of benefits the 
plan pays, the number of people paid benefits, the period of time over which benefits are paid, 
plan expenses and the amount earned on any assets invested to pay benefits. These amounts 
and other variables are uncertain and unknowable atthe valuation date. 

Because modeling all aspects of a situation is not possible or practical, we may use summary 
information, estimates, or simplifications of estimates to facilitate the modeling of future events in 
an efficient and cost-effective manner. We may also exclude factors or data that, if used, in our 
judgment, would not have significantly affected our results. Use of such simplifying techniques 
does not, in our judgment, affect the reasonableness of valuation results for the plan. 

Valuations do not affect the ultimate cost of the plan, only the timing of when benefit costs are 
recognized. Cost recognition occurs over time. If the costs recognized over a period of years are 
lower or higher than necessary, for whatever reason, normal and expected practice is to adjust 
future cost levels to recognize the entire cost of the plan over time. 

Actuarial Methods for Employer Accounting Under US Financial 
Accounting Standards (ASC 715) 
All costs, liabilities and other factors under the plan were determined in accordance with 
generally accepted actuarial principles and procedures. The calculations in this report are 
consistent with our understanding of the provisions of ASC 715. 

Actuarial Cost Method 
The benefit attributed to an individual's service during a plan year is the excess of the attributed 
benefit for valuation purposes at the end of the plan year over the attributed benefit for valuation 
purposes at the beginning of the plan year. Both attributed benefits are estimated from the same 
projections to the various anticipated separation dates. 

An individual's estimated benefit obligation is the present value of the attributed benefit for 
valuation purposes at the beginning of the plan year, and the service cost is the present value of 
the benefit attributed to the year of service in the plan year. If multiple decrements are used, the 
benefit obligation and the service cost for an individual are the sum of the component benefit 
obligations and service costs associated with the various anticipated separation dates. Such 
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benefit obligations and service costs reflect the estimated attributed benefits and the probability 
of the individual separating on those dates. 

The vested benefit obligation is based on the expected date of separation, and an individual's 
projected benefit obligation is constrained to be not less than his or her accumulated benefit 
obligation. 

The plan's service cost is estimated by combining the individual service costs, and the plan's 
projected benefit obligation (PBO) is estimated by combining the benefit obligations for all 
participants under the plan. 

Asset Method 
The nonqualified plan's benefits are funded on a pay-as-you-go basis. The company funds on a 
cash basis as benefits are paid. No assets have been segregated and restricted to provide 
nonqualified benefits. 

Participant Methods 
We used the participant data supplied by the plan sponsor as of January 1, 2015. We have 
reviewed the data and have no reason to doubt its substantial accuracy. 

Valuation Procedures 
• Financial data: We used data submitted as of the measurement date, without further audit. 

Customarily, this information would not be verified by a plan's actuary. We've reviewed the 
information for internal consistency and have no reason to doubt its substantial accuracy. 

• Discounting rate setting process: The discount rate is estimated as the single equivalent 
rate such that the present value of the plan's cash flows using the single rate equals the 
present values of those cash flows using the Mercer Above Mean Yield Curve. 

• Benefits not included: None. 
• Future benefit increases: The plan sponsor has made no substantive commitments 

beyond those in the plan document. 
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Accounting Policies 
The pension expense for the year is made up of: 

a) the cost of the additional benefits that members accnje during the year based on projected 
salaries at retirement or earlier termination (current service cost); 

b) plus Interest on the projected benefit obligation (interest cost); 
c) less the expected return on the assets held by the plan (expected return on plan assets); 
d) plus or minus the amount required to recognize prior service costs and actuarial losses or 

gains in accordance with the Company's accounting policy. 

Unrecognized past service cost is amortized on a straight line basis over the average service 
period for active participants who are expected to receive a benefit at the date ofthe 
amendment. Cumulative unrecognized gains and losses in excess of 10% ofthe greater of 
beginning-of-year PBO or market-related value of plan assets are amortized over the expected 
average remaining lifetime of plan participants. 

Measurement of unrecognized items on balance sheet: Unrecognized prior service costs 
and unrecognized gains & losses on the balance in the "blended" accounting results for DPL Inc. 
are provided by the plan sponsor. The plan sponsor determines this amount based on a blend of 
results with and without reflecting purchase accounting, weighted by regulatory and 
nonregulatory business units. These amounts are provided to Mercer by the plan sponsor and 
are not audited nor verified by Mercer. The "cumulative contributions in excess of net periodic 
benefit cost" for each plan is the sum of the plan's funded status and any unrecognized 
gains/losses or prior service costs. Amortization of unrecognized gains/losses and prior service 
costs are recognized in "blended" pension expense using a weighting provided bythe plan 
sponsor. Mercer uses the weightings provided without audit to determine these pension expense 
components. 

Measurement date: The measurement date is December 31, 2014. 

Method Changes Since Prior Valuation 
• There have been no method changes since the last actuarial valuation on December 31, 

2013. 
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5 
Plan Provisions 
Mercer has used and relied on the plan documentation, supplied by the plan sponsor as 
summarized below. DPL Inc. is solely responsible for the validity, accuracy and 
comprehensiveness of this information. If any plan provisions supplied are not accurate and 
complete, the results of any calculation may differ significantly from the results that would be 
obtained with accurate and complete information. Moreover, plan documents may be 
susceptible to different interpretations, each of which could be reasonable, and the results of 
estimates under each of the different interpretations could vary. 

The following is a summary of what we understand to be the most relevant plan provisions for 
purposes of actuarial valuations. This summary should not be used for purposes of determining 
benefits under the plan. 

Summary of Major Plan Provisions 
Benefits DPL Inc. provides a supplemental pension to select employees. All 

participants are in retiree status. 

Plan Provision Changes Since Prior Valuation 
Maximum compensation amounts and maximum benefit amounts under IRS rules were 
updated from 2013 to 2014. 
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1 
Overview 
This document details the participant data, assumptions, methods and provisions used in 
actuarial estimates and calculations for the DPL Inc. Postretirement Medical and Life Insurance 
Plans. This information is applicable to Mercer's actuarial valuation for the December 31, 2014 
funded status and 2015 fiscal year expense and selected other Mercer deliverables. This 
document is an integral part of the reports that refer to it. 

Mercer has prepared this report exclusively for DPL Inc.; subject to this limitation, DPL Inc, may 
direct that this report be provided to its auditors in connection with the audit of its financial 
statements. Mercer is not responsible for use of this report by any other party. 

This document contains; 

1. A summary of the participant data provided by DPL Inc.; and 

2. The actuarial basis for our calculations, including: 

A. Actuarial assumptions 
B. Actuarial and accounting methods 
C. A summary of plan provisions 

Decisions about benefit changes, granting new benefits, investment policy, funding policy, 
benefit security and/or benefit-related issues should not be made solely on the basis of this 
document or any other part of an actuarial report, but only after careful consideration of 
alternative economic, financial, demographic and societal factors, including financial scenarios 
that assume future sustained investment losses. 

Section 3 references assumptions used for plan and employer accounting. These assumptions 
were selected by DPL Inc. and it is responsible for reviewing those assumptions as shown within 
and advising Mercer if any changes are required thereto. 

DPL Inc. is responsible for selecting the plan's funding policy, actuarial valuation methods and 
asset valuation methods (if applicable). The policies and methods reflected in this document are 
those that have been so selected and are referenced or described in Section 4. DPL Inc. is 
responsible for reviewing and confirming that the policies and methods as referenced or 
described in Section 4 are accurate and is solely responsible for communicating to Mercer any 
changes required thereto. 
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2 
Participant Data 
Mercer has used and relied on the following participant data as supplied by DPL Inc. DPL Inc. is 
responsible for ensuring that such participant data provides an accurate description of all 
persons who are participants under the terms of the plan or otherwise entitled to benefits as of 
January 1, 2014 and that the data is sufficiently comprehensive and accurate for its-intended 
purpose. If the data supplied is not sufficiently comprehensive and accurate for its intended 
purpose, the results of our calculations may differ significantly from the results that would be 
obtained with such data. Although Mercer has reviewed the suitability of the data for its intended 
use in accordance with Actuarial Standard of Practice No. 23, Mercer has not verified or audited 
any of the data or information provided. 

Participants or fonner participants are included or excluded from the valuation as described in 
Section 4 - Actuarial Methods. 
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Participant Statistics 
Census as of 

January 1,2014 January 1, 2013^ 

Participant data - Postretirement medical plans 

Active participants (non-grandfathered) 

• Fully eligible 

• Not fully eligible 

Total active participants 

Grandfathered (pre-1987) retirees 

• Retirees 

• Spouses of retirees 

• Surviving spouses 

Non-Grandfathered (post-1987) retirees 

• Retirees 

• Spouses of retirees 

Total inactive participants 

384 

854 

1,238 

128 

57 

164 

31 

19 

399 

390 

947 

1,337 

148 

70 

168 

35 

18 

439 

Participant data - Postretirement life pian 

Active participants 

Retirees 

Total 

1,238 

1,318 

2,556 

1,337 

1,340 

2,677 

Active Participant Statistics 

Average age 

Average years of service 

47.4 

17.2 

46.9 

16.5 

^ As prowded by Aon Hewitt. 
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Census as of 

January 1, 2014 

Number 

6 

286 

2 

55 

349 

Number 

31 

0 

19 

0 

50 

Number 

1,318 

Average 
Age 

62.6 

88.5 

61.4 

83.9 

87.2 

Average 
Age 

62.8 

N/A 

59.6 

N/A 

61.9 

Average 
Age 

74.9 

inactive Participant Statistics - Grandfathered 
medical plan 

Retirees and Sun/iving Spouses under age 65 

Retirees and Surviving Spouses age 65 and over 

Spouses of retirees under age 65 

Spouses of retirees age 65 and over 

Total 

Inactive Participant Statistics -
Non-grandfathered medical plan 

Retirees under age 65 

Retirees age 65 and over 

Spouses of retirees underage 65 

Spouses of retirees age 65 and over 

Total 

Inactive Participant Statistics - Postretirement 
life plan 

Retirees 
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Status Reconciliation 
Inactive participants 

Asof January 1, 

Retirements 

Disabilities 

Deaths 

Rehires 

2013 

New Surviving Spouses 

Terminations 

Expiration of benefits 

New entrants 

Data corrections 

Net change 

Asof January 1, 2014 

Active 
participants 

1,337 

(34) 

0 

0) 
1 

N/A 

(80) 

0 

35 

(20) 

(99) 

1,238 

Retirees and 
surviving spouses 

1,528 

34 

0 

(61) 

(1) 

3 

0 

0 

N/A 

(4) 

(29) 

1,499 

Spouses of retirees 

85 

0 

0 

(6) 

0 

(1) 

(1) 

0 

N/A 

(1) 

(9) 

76 

Total 

2,950 

0 

0 

(68) 

0 

2 

(81) 

0 

35 

(25) 

(137) 

2,813 
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Distribution of Active Participants as of 

A g e 

Under 25 

20-24 

25-29 

30-34 

35-39 

40-44 

45-49 

50-54 

55-59 

60-64 

65-69 

70-74 

>7S 

TOTAL 

January 1, 2014 
Years of service 

Under 5 

2 

21 

54 

47 

21 

46 

30 

29 

19 

8 

277 

5-9 

1 

47 

72 

60 

56 

50 

33 

24 

5 

2 

350 

10-14 

16 

20 

14 

15 

19 

8 

3 

1 

1 

97 

15-19 

8 

5 

4 

4 

2 

1 

24 

20-24 

26 

33 

19 

17 

8 

2 

1 

106 

25-29 

2 

16 

11 

2 

2 

1 

34 

30-34 

21 

41 

24 

1 

1 

88 

35-39 

14 

98 

62 

10 

2 

186 

40+ 

5 

33 

27 

8 

3 

76 

Total 

2 

22 

101 

135 

109 

149 

148 

150 

216 

145 

45 

13 

3 

1,238 

In each cell, the number is the count of active participants for each age/service combination. 
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Distribution of Inactive Participants 

As of January 1, 2014 

Age 

Under 50 
50-54 
55-59 
60-64 

65-69 
70-74 

75-79 
80-84 

85-89 
90+ 

Total 

Retirees 

25 
127 
277 
279 

262 
203 

109 
53 

1,335 

Surviving 
Spouses 

2 
2 
2 
8 

28 

66 
56 

164 

Total 

25 
129 
279 

281 
270 

231 
175 
109 

1,499 
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3 
Actuarial Assumptions 
To prepare an actuarial valuation, assumptions are used in a forward-looking financial and 
demographic model to present a single scenario from a wide range of possibilities. The future is 
uncertain and the plan's actual experience will differ from those assumptions; these differences 
may be significant or material because actuarial estimates can be very sensitive to the 
assumptions made and, in some cases, to the interaction between the assumptions. 

Different assumptions or scenarios within the range of possibilities may also be reasonable and 
results based on alternative assumptions would be different. As a result ofthe uncertainty 
inherent in a fonward looking projection over a very long period of time, no one projection is 
uniquely "correct" and many alternative projections of the future could also be regarded as 
reasonable. Two different actuaries could, quite reasonably, arrive at different results based on 
the same data and different views of the future. A "sensitivity analysis" shows the degree to 
which results would be different if altemative assumptions are used for the actuarial estimates. 
At DPL Inc.'s request, Mercer is available to perfomi such a sensitivity analysis. 

Assumptions may also be changed from one valuation to the next because of changes in 
mandated requirements, plan experience, changes in expectations about the future and other 
factors. A change in assumptions is not an indication that prior assumptions were unreasonable 
when made. 

Actuarial Assumptions for Employer Accounting ASC 715 
Economic assumptions 

Discount rate for ASC 715 For fiscal year ending December 31, 2014 funded status and 
fiscal year ending December 31, 2015 expense 
determination: 

• Grandfathered - 3.41 % 
• Non-Grandfathered - 3.83% 
• Life-4.19% 

For fiscal year ending December 31, 2013 funded status and 
fiscal year ending December 31, 2014 expense 
determination: 

• Grandfathered - 3.91 % 
• Non-Grandfathered - 4.70% 
• Life - 5.07% 

MERCER 
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Long-term rate of retum on 
assets (Grandfathered 
medical plan only) 

6.00% per year for fiscal year ending DecemberSI, 2014 
funded status 
4.50% per year for fiscal year ending December 31, 2015 
expense determination. 

Salary increases Not applicable 

Demographic assumptions 

Mortality Pre-retirement mortality: 
RP-2014 Mortality for healthy employees, adjusted to 
remove post-2007 projected mortality improvements that 
were embedded in the table ("MRP-2007"). This table is then 
projected with generational mortality improvements using the 
scale implied by the Social Security Administration's annual 
mortality rates {"MSS-2007"). 

Post-retirement mortality; 
RP-2014 Mortality for healthy annuitants, adjusted to 
remove past-2007 projected mortality improvements that 
were embedded in the table ("MRP-2007"). This table is then 
projected with generational mortality improvements using the 
scale implied by the Social Security Administration's annual 
mortality rates ("MSS-2007"). 

Post-disability mortality: 
Not applicable 

Withdrawal 

Disability incidence 

Retirement age -
Management 

See table of sample rates 

Not applicable 

Attained age 

55 

56 

5 7 - 5 9 

60 

61 

62 

63 

64 

65 

66 

67 and above 

Rate 

15.00% 

8.00% 

12.00% 

10.00% 

20.00% 

20.00% 

25.00% 

10.00% 

20.00% 

20.00% 

100.00% 
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Retirement age - Union 

• Spouse assumptions 

— Percentage married 

— Spouse age difference 

Plan Participation 

Attained age 

55-59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 and above 

Male oarticioants 

60% 

3 years younger 

Rate 

4.00% 

8.00% 

15.00% 

15.00% 

5.00% 

10.00% 

20.00% 

15.00% 

10.00% 

10.00% 

15.00% 

100.00% 

Female particiDants 

60% 

3 years older 

25% of future eligible retirees are assumed to elect medical 
coverage at retirement date. 
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Healthcare assumptions 

Age 65 claims cost 

— Pre-1987 retirees 

— Post-1987 retirees 

PPO $250 

PPO $1,000 

PPO $2,000 

PPO $2,000+ 10% 

PPO $5,000 

Health care cost trend rates 

Aging 

$ 

$ 

$ 

$ 

$ 

$ 

Pre-65 
12,008 

12,449 

11,158 

11,575 

10,913 

9,105 

Year 

2014 

2015 

2016 

2017 

2018 

2019 

2020 

2021 

2022 

2023 

2024 

2025 

2026 

2027 

2028 

2029+ 

Age 

<65 

65-69 

70-74 

75-79 

80-84 

85-89 

90+ 

$ 

$ 

$ 

$ 

$ 

$ 

1 

Rate 

7.05% 

6.97% 

6.90% 

6.83% 

6.76% 

6.56% 

6.37% 

6.17% 

5.97% 

5.78% 

5.58% 

5.39% 

5.19% 

5.00% 

4.80% 

4.50% 

Rate 

3.50% 

2.50% 

2.00% 

1.50% 

1.00% 

0.50% 

0.00% 

Post-65 
3,397 

N/A 

N/A 

N/A 

N/A 

N/A 

MERCER 11 

o:\u5ere^matt^ncdaniel\appdata^local\microsoft^windows\tempora^yinten1etfiles\content.outlook\hzg9ckfe\dplg^1^JIm_da^np_2014(2).docn^ 



DATA, ASSUMPTIONS, METHODS AND PLAN PROVISIONS 
DECEMBER 31. 2014 FUNDED STATUS AND 2015 FISCAL 
YEAR EXPENSE 

Exhibit EJK-6 
DP&L Case No. 15-1830-EL-AIR 

DPL INC. 
DPL INC. POSTRETIREMENT MEDICAL AND LIFE 

INSURANCE PLANS 

Coverage election for future 
retirees 

Post-1987 Retirees Percent 

PPO $250 13 

PPO $1,000 0 

PPO $2,000 59 

PPO $2,000+10% 0 

PPO $5,000 28 

Other assumptions 

Administrative expenses 

- Medical 

- Life 

Included in claims costs 

10% of claims 

Medicare Part D Subsidy The estimated Medicare Part D subsidy is $447 
per participant for 2014. 
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Table of Sample Rates 
Management Withdrawal 

Union Withdrawal 

Years of Service 
Age 
15 
20 
25 
30 
35 
40 
45 
50 

55+ 

0 
19.25% 
19.25% 
15.73% 
13.97% 
13.97% 
13.97% 
13.97% 
13.97% 
13.97% 

1 
19.25% 
19.25% 
15.73% 
13.09% 
13.09% 
13.09% 
13.09% 
13.09% 
13.09% 

2 
19.25% 
19.25% 
15.73% 
12.10% 
12.10% 
12.10% 
12.10% 
12.10% 
12.10% 

3 
19.25% 
19.25% 
15.73% 
11.88% 
11.22% 
11.22% 
11.22% 
11.22% 
11.22% 

4 
19.25% 
19.25% 
15,73% 
11.88% 
10.45% 
10.45% 
10.45% 
10.45% 
10.45% 

5+ 
18.38% 
18.38% 
15.02% 
11.34% 
8.30% 
5.88% 
4.10% 
2.84% 
2.31% 

Years of Service 
Age 
15 
20 
25 
30 
35 
40 
45 
50 

55+ 

0 
10.08% 
10.08% 
7.98% 
6.09% 
6.09% 
6.09% 
6.09% 
6.09% 
6.09% 

1 
10.08% 
10.08% 
7.98% 
5.88% 
5.88% 
5.88% 
5.88% 
5.88% 
5.88% 

2 
10.08% 
10.08% 
7.98% 
5.88% 
5.46% 
5.46% 
5.46% 
5.46% 
5.46% 

3 
10.08% 
10.08% 
7.98% 
5.88% 
5.25% 
5.25% 
5.25% 
5.25% 
5.25% 

4 
10.08% 
10.08% 
7.98% 
5.88% 
5.04% 
5.04% 
5.04% 
5.04% 
5.04% 

5+ 
5.76% 
5.76% 
4.56% 
3.36% 
2.28% 
1.68% 
1.32% 
1.20% 
1.20% 
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Actuarial Assumption Changes Since Prior Valuation 

ASC 715 
The following changes were made for the December 31, 2014 funded status measurement and 
the expense determination for the fiscal year ending December 31, 2015. 

• The discount rates were updated for all three plans. 
• The mortality table was updated for all three plans. 
• The medical claims costs and Medicare subsidy were updated to better reflect the most 

recent plan experience. 
• The RDS subsidy was decreased from $519 per member to $447. 
• Aging and Trend tables were updated to better reflect pian experience. 
• The expected return on assets decreased from 6.00% to 4.50% for the 2015 expense 

determination. 

Rationale for Key Economic Assumptions 
• Discount rate; The discount rate is derived as the single equivalent rate such that the 

present value of the plan's cash flows using the single rate equals the present value of those 
cash fiows using the Mercer Above Mean Yield Curve. 

• Long-term rate of return on assets: The expected rate of return on plan assets is selected 
by the plan sponsor based on their expectation for future asset return. 

• Trend assumptions: The trend assumptbns selected forthis valuation comply with 
Mercer's guidelines on retiree medical trend assumptions (Actuarial and Finance Steering 
Committee Guideline Standard of Practice #2A) and recent market trends. 
The trend assumptions are comprised of three main elements: the initial trend rate, the 
ultimate trend rate, and the grade-down period. Trend rates exclude the expected impact of 
aging since this impact is explicitly reflected elsewhere in the valuation. 

The initial trend rate is the expected increase in health care costs into the second year ofthe 
valuation (i.e., the first assumed annual increase in starting per capita rates). Initial rates are 
established separately for pre-Medicare and Medicare-eligible claims, including medical and 
prescription drug claims, and administrative expenses. These expected trend rates are 
based on market assessments and surveys and take into account actual historical 
experience, expected unit cost information, changes in utilization, plan design leveraging, 
cost shifting, and new technology. 
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The assumed ultimate trend rate and grade-down period are based on macroeconomic 
principles. These assumptions reflect assumed long term general information, nominal gross 
domestic product growth rates, and the excess of national health expenditures over other 
goods and services, and an adjustment for an assumed impact of population growth. 

Aging: Aging factors are applied which recognize that medical costs increase with age. 
Some studies show a "flattening" of the age effect at the oldest ages (85+) but all studies 
reveal an increase each year in the critical span for retiree costs between age 50 and 80. In 
arrangements that are self-insured, the aging of each individual has a direct bearing on the 
costs of that individual and therefore the employer's liability. In fully insured arrangements, 
the aging of the entire group is generally what drives any age component of premium rate 
increase, and as such, individual aging factor tables may or may not be used, depending on 
the outlook for the group as a whole. Aging is a separate notion from medical trend, which 
captures price and utilization changes for populations spanning from one year to the next 
but not necessarily from one age to the next. 
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4 
Actuarial Methods 
An actuarial valuation is only a snapshot of a plan's estimated financial condition at a particular 
point in time; it does not predict the plan's future financial condition or its ability to pay benefits in 
the future and does not provide any guarantee of future financial soundness of the plan. Over 
time, a plan's total cost will depend on a number of factors, including the amount of benefits the 
plan pays, the number of people paid benefits, the period of time over which benefits are paid, 
plan expenses and the amount earned on any assets invested to pay benefits. These amounts 
and other variables are uncertain and unknowable at the valuation date. 

Because modeling all aspects of a situation is not possible or practical, we may use summary 
information, estimates, or simplifications of estimates to facilitate the modeling of future events in 
an efficient and cost-effective manner. We may also exclude factors or data that, if used, would 
not In our judgment have significantly affected our results. Use of such simpfrfying techniques 
does not, in our judgment, affect the reasonableness of valuation results for the plan. 

Valuations do not affect the ultimate cost of the plan, only the timing of when benefit costs are 
recognized. Cost recognition occurs over time. If the costs recognized over a period of years are 
lower or higher than necessary, for whatever reason, normal and expected practice is to adjust 
future cost levels to recognize the entire cost of the plan over time. 

Participant Methods 
Participants or former participants are included or excluded from the valuation as described 
below: 

Participants included: The plan sponsor provides us with data on all participants as ofthe 
valuation date. 

• Participants excluded: None. 

Actuarial Methods for Employer Accounting Under US Financial 
Accounting Standards (ASC 715) 

Attribution Method 
Benefit obligations are estimated using the Projected Unit Credit method. The objective under 
this method is to expense each participant's benefits under the Plan in the year of service in 
which the benefits were eamed or assumed to have been earned taking into consideration the 
Plan's benefit allocation formula. Thus, the estimated total benefit to which each participant is 
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expected to become entitled at retirement is broken down into units, each associated with a year 
of past or future service. 

A description of the calculation follows: 

An Individual's estimated attributed benefit for valuation purposes is the projected benefit at full 
eligibility date, or current age if later, multiplied by the ratio of service at the valuation date over 
service at full eligibility date. Service for this purpose is measured from date of hire. Full eligibility 
date for this plan is described in the Plan Provisions section of this document. 

The Plan's service cost is estimated by combining the individual service costs, and the Plan's 
accumulated postretirement benefit obligation (APBO) is estimated by combining the benefit 
obligations for all participants under the plan. 

Asset Method 
The asset valuation method for the Postretirement Grandfathered Medical Plan is the fair market 
value. 

The Postretirement Non-Grandfathered Medical and Postretirement Life insurance plans are 
unfunded, so the market value of assets is $0. 

Valuation Procedures 
• Financial data; We used financial data submitted as ofthe measurement date by DPL inc., 

without further audit. Customarily, this information would not be verified by a plan's actuary. 
We have reviewed the information for internal consistency and we have no reason to doubt 
its substantial accuracy. 

• Discount rate setting process: A description ofthe discount rate setting process is 
provided in the Actuarial Assumptions section - Rationale for Key Economic Assumptions. 
Projection of obligations from census date to year-end measurement date: Benefit 
obligations have been rolled-fonward from the census date to the year-end measurement 
date based on the assumption that there have been no experience gains or losses. Discount 
rate and other assumption changes are reflected in the year-end obligation amount. 

' Benefits not included (if applicable): None. 

Accounting Policies 
Where an accounting method to be used is not prescribed by accounting standards, DPL Inc. is 
responsible for choosing the relevant accounting policies to apply. These policies are described 
below. 

Measurement of unrecognized items on balance slieet: Unrecognized prior service costs 
and unrecognized gains & losses on the balance in the "blended" accounting results for DPL Inc. 
are provided by the plan sponsor. The plan sponsor detemiines this amount based on a blend of 
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results with and without reflecting purchase accounting, weighted by regulatory and 
nonregulatory business units. These amounts are provided to Mercer by the plan sponsor and 
are not audited nor verified by Mercer. The "cumulative contributions in excess of net periodic 
benefit cost" for each plan is the sum of the plan's funded status and any unrecognized 
gains/losses or prior service costs. Amortization of unrecognized gains/losses and prior service 
costs are recognized in "blended" benefit expense using a weighting provided by the plan 
sponsor. Mercer uses the weightings provided without audit to determine these benefit expense 
components. 

Measurement date: The measurement date is December 31, 2014. 

• Amortization methods and periods: Unrecognized gains and losses in excess of a 10% 
coH'idor and unrecognized prior service cost bases are amortized over the average years of 
remaining future service to expected retirement age. 

• Potential curtailments: None 
• Significant events: None 
• Special termination benefits: None 

Medicare prescription drug subsidy: Based on our discussions, we have assumed that 
DPL Inc. will apply for and receive the subsidy available under Medicare in 2014 for the DPL 
Inc. Postretirement h/ledicai Pian. The subsidy is assumed to be received for the 
grandfathered plan only. The following assumptions were used with the Medicare 
prescription drug subsidy calculations: 
- DPL inc. will determine actuarial equivalence by benefit option. Testing by benefit option, 

the DPL Inc. Postretirement Medical Plan is projected to meet the definition of actuarial 
equivalence indefinitely. 

- DPL Inc. will apply for and receive the subsidy under Medicare available indefinitely. 

- Retirees do not elect the Medicare Part D benefit. 

- The estimated subsidy was based on Mercer's understanding of the Medicare Reform 
legislation based on the final Center for Medicare Services (CMS) regulations issued in 
January 2005 and on the provided claims information from the medical plan 
administrator. 

• Changes since prior valuation: None. 

Funding Policy 
The Postretirement Non-Grandfathered Medical and Postretirement Life insurance plan's 
benefits are funded on a pay-as-you-go basis. The company funds on a cash basis as benefits 
are paid. No assets have been segregated and restricted to provide postretirement benefits. 

The Postretirement Grandfathered Plan has assets in a trust established to fund postretirement 
benefits. 
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Claims Cost Development 
For the non-grandfathered group, claims costs were determined based on actual retiree 
Claims experience during the period ending September 30, 2014. A claims cost per 
participant was calculated, adjusted to the valuation year using assumed trend factors and 
then adjusted to age 65 using assumed aging factors. Non-grandfathered has no post 65 
(Medicare-eligible) benefits. 

The experience rate was blended with the prior year's claims cost trended forward one year 
using appropriate credibility factors. The experience was also adjusted to reflect plan design 
changes between the experience period and projection period as appropriate. A 5% 
credibility factor was applied to the experience rate. 

For the grandfathered group, claims costs were determined based on actual retiree claims 
experience during the periods ending September 30 of 2012, 2013 and 2014. A claims cost 
per participant was calculated, adjusted to the valuation year using assumed trend factors 
and then adjusted to age 65 using assumed aging factors Medicare was assumed to pay 
75% of plan costs. 

The experience rate was blended with the prior year's claims cost trended forward one year 
using appropriate credibility factors. The experience was also adjusted to reflect plan design 
changes between the experience period and projection period as appropriate. A 25% 
credibility factor was applied to the experience rate. 

Development of Health Care Cost Trend Rates 
• The trend assumptions are comprised of three elements: the initial trend rate, the ultimate 

trend rate, and the grade-down period. Trend rates exclude the expected impact of aging 
since this impact is explicitly reflected elsewhere in the valuation. 

• The initial trend rate is the expected increase in health care costs into the second year ofthe 
valuation (i.e., the first assumed annual increase in starting per capita rates). Initial rates are 
established separately for pre-Medicare medical claims, Medicare-eligible medical claims, 
prescription drug claims, and administrative expenses. These expected trend rates are 
based on market assessments and surveys and take into account historical experience, 
expected unit cost information, changes in utilization, plan design leveraging, cost shifting, 
and new technology. For valuation purposes, these trend rates are blended together based 
on a cost-weighted average basis. 

• The assumed ultimate trend rate and grade-down period are based on a long term projection 
of Gross Domestic Product (GDP) per capita. The long-term GDP growth assumption is 
4.5%. The model assumes that National Health Expenditures (NHE) will reach a level where 
it remains approximately constant as a percentage of GDP. This ultimate percentage is 
assumed to be 22%. There is a grade down period between the initial trend rate and the 
ultimate trend rate where it is assumed that the private payer segment continues to grow at a 
faster rate than overall NHE, An additional amount has been added to the long-term 
GDP/NHE growth rate during this period to reflect that assumption. These assumptions 
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reflect assumed long term general information, nominal gross domestic product grov r̂th 
rates, and the excess of national health expenditures over other goods and services. 

Impact of Health Care Reform 
The following is a brief discussion of certain provisions in the Patient Protection and Affordable 
Care Act, as amended by the Health Care and Education Act (collectively referred to as Health 
Care Reform) that may impact the accounting obligations associated with medical benefits 
included in the valuation. This reflects our understanding of Health Care Reform as of the 
issuance ofthis DAMP document. Health Care Reform is still relatively new, and DPL Inc. 
should continue to monitor legal and regulatory developments surrounding Health Care Reform 
and understand that certain developments could impact the results in this report. 

• Changes in Health Plan Standards: The per capita claims costs for pre-Medicare medical 
benefits include the needed changes due to Health Care Reform, such as the removal of 
annual and lifetime maximums and extension of coverage for children to age 26. 

• Excise Tax on High Cost Coverage: Significant uncertainties exist regarding the excise tax 
on high cost plans. Because of those uncertainties, calculation of a precise liability for this 
tax is not possible at this time. We discussed with DPL Inc. potential approaches to estimate 
the potential range of liabilities and they concluded that their best estimate of the effect of 
the tax is no change in liability. 

Method Changes Since Prior Valuation 
ASC 715 
The methods used for the December 31, 2014 funded status measurement and expense 
determination forthe fiscal year ending December 31, 2015 have not changed since the prior 
valuation. 
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5 
Plan Provisions 
Mercer has used and relied on the plan documentation, and interpretations of plan provisions, 
supplied by DPL Inc. as summarized below. DPL Inc. is solely responsible for the validity, 
accuracy and comprehensiveness ofthis information. If any plan provisions supplied are not 
accurate and complete, the results of any calculation may differ significantly from the results that 
would be obtained with accurate and complete information. Moreover, plan documents may be 
susceptible to different interpretations, each of which could be reasonable, and the results of 
estimates under each of the different interpretations could vary. 

The following is a summary of what we understand to be the most relevant plan provisions for 
purposes of actuarial valuations. This summary should not be used for purposes of determining 
plan benefits under the plan. 

MERCER 21 

c:\usereVnatt-mcdaniel\appdata\local\mbrosoft\windows\temporary intemet files\content.outlook\hzgSckfe\dplgtit_prrn_damp_2014(2).docm 

file://c:/usereVnatt-mcdaniel/appdata/local/mbrosoft/windows/temporary


DATA, ASSUMPTIONS, METHODS AND PLAN PROVISIONS 
DECEMBER 31, 2014 FUNDED STATUS AND 2015 FISCAL 
YEAR EXPENSE 

Exhibit EJK-6 
DP&L Case No. 15-1830-EL-AIR 

DPL INC. 
DPL INC. POSTRETIREMENT MEDICAL AND LIFE 

INSURANCE PLANS 

Summary of Major Plan Provisions 
Pre-1987 "Grandfathered" Plan 
Brief description of those covered 
by the plan 

Participants who retired and elected medical benefits before 1987 
and their beneficiaries. 

Full eligibility age Closed group 

Description of surviving spouse 
continuation provisions 

Coverage lasts the lifetime of the spouse/dependent 

Medical benefits 100% coverage for: 
Office Visit 
Emergency Room Visit 
Preventative Care 

Prescription Drugs 80% coinsurance after $50 deductible 

Pre/Post Medicare 

Deductible 

Coinsurance percentage 

Out-of-pocket maximum 

• Lifetime maximum 

• Limits on mental/nervous, 
alcohol, drug addiction 

Part B reimbursement 

$100 per person (Major Medical) 

100% (after deductible) 

N/A 

Applies to Major Medical benefits 

N/A 

N/A 

Description ofthe required 
contributions 

Not applicable 
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Summary of Major Plan Provisions 
Post-1987 "Non-Grandfathered" - PPO $250 
Brief description of those covered Participants who retired and elected medical benefits after 1987 
by the plan and their beneficiaries. Continued coverage until the retiree 

reaches age 65. 

Full eligibility age Age 55 with 10 years of service 

Until the spouse reaches age 65 Description of surviving spouse 
continuation provisions 

Medical benefits Office Visit: $15 POP or $30 specialist co-pay 
Emergency Room Visit: $100 co-pay 
Preventative Care: 100% 

Prescription Drugs Pharmacy: 
$10/$25/$50/25% 
$150 minimum and $500 maximum 

Mail Order (maintenance drugs only): 
$25/$62.50/$125 

Pre Medicare 

Retiree monthly 
contribution/premium 

Deductible 

Coinsurance percentage 

Out-of-pocket maximum 

Lifetime maximum 

Limits on mental/nervous, 
alcohol, drug addiction 

Part B reimbursement 

2015: $1,917; 2014: $1,928 

$250/$750 

90% (after deductible) 

$2,250/$6,750 

N/A 

N/A 

N/A 

Description of the required 
contributions 

Employee contributions/premiums are paid monthly. 2014 and 
2015 amounts are listed in Section 3. 
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Summary of Major Plan Provisions 
Post-1987 "Non-Grandfathered" - PPO $1,000 
Brief description of those covered Participants who retired and elected medical benefits after 1987 
by the plan and their beneficiaries. Continued coverage until the retiree 

reaches age 65. 

Full eligibility age Age 55 with 10 years of service 

Until the spouse reaches age 65 Description of surviving spouse 
continuation provisions 

Medical benefits Office Visit: $25 PCP or $40 specialist co-pay 
Emergency Room Visit: $150 co-pay 
Preventative Care; 100% 

Prescription Drugs Pharmacy: 
$10/$25/$50/25% 
$150 minimum and $500 maximum 

Mail Order (maintenance drugs only): 
$25/$62.50/$125 

Pre Medicare 

Retiree monthly 
contribution/premium 

• Deductible 

Coinsurance percentage 

Out-of-pocket maximum 

Lifetime maximum 

Limits on mental/nervous, 
alcohol, drug addiction 

Part B reimbursement 

2015: $1,632; 2014: $1,641 

$1,000/$3,000 

80% (after deductible) 

$3,000/$9,000 

N/A 

N/A 

N/A 

Description ofthe required 
contributions 

Employee contributions/premiums are paid monthly. 2014 and 
2015 amounts are listed in Section 3. 
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Summary of Major Plan Provisions 
Post-1987 "Non-Grandfathered" - PPO $2,000 
Brief description of those covered Participants who retired and elected medical benefits after 1987 
by the plan and their beneficiaries. Continued coverage until the retiree 

reaches age 65. 

Full eligibility age 

Description of sun/iving spouse 
continuation provisions 

Medical benefits 

Prescription Drugs 

Age 55 with 10 years of service 

Until the spouse reaches age 65 

Office Visit: 100% after deductible 
Emergency Room Visit: 100% after deductible 
Preventative Care: 100% 

100% after deductible 

Pre Medicare 

Retiree monthly 
contribution/premium 

Deductible 

Coinsurance percentage 

Out-of-pocket maximum 

Lifetime maximum 

Limits on mental/nervous, 
alcohol, drug addiction 

Part B reimbursement 

2015: $1,319; 2014: $1,326 

$2,000/$4,000 

100% (after deductible) 

$2,000/$4,000 

N/A 

N/A 

N/A 

Description of the required 
contributions 

Employee contributions/premiums are paid monthly. 2014 and 
2015 amounts are listed in Section 3. 
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Summary of Major Plan Provisions 
Post-1987 "Non-Grandfathered" - PPO $2,000 + 10% 
Brief description of those covered Participants who retired and elected medical benefits after 1987 
by the plan and their beneficiaries. Continued coverage until the retiree 

reaches age 65. 

Full eligibility age 

Description of surviving spouse 
continuation provisions 

Medical benefits 

Prescription Drugs 

Age 55 with 10 years of service 

Until the spouse reaches age 65 

Office Visit: 90% after deductible 
Emergency Room Visit: 90% after deductible 
Preventative Care: 100% 

90% after deductible 

Pre Medicare 

Retiree monthly 
contribution/premium 

Deductible 

Coinsurance percentage 

Out-of-pocket maximum 

• Lifetime maximum 

Limits on mental/nervous, 
alcohol, drug addiction 

Part B reimbursement 

2015: $1,286; 2014: $1,234 

$2,000/$4,000 

90% (after deductible) 

$3,000/$6,000 

N/A 

N/A 

N/A 

Description ofthe required 
contributions 

Employee contributions/premiums are paid monthly. 2014 and 
2015 amounts are listed in Section 3. 
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Summary of Major Plan Provisions 
Post-1987 "Non-Grandfathered" - PPO $5,000 

Brief description of those covered Participants who retired and elected medical benefits after 1987 
by the plan and their beneficiaries. Continued coverage until the retiree 

reaches age 65. 

Full eligibility age 

Description of surviving spouse 
continuation provisions 

Medical benefits 

Prescription Drugs 

Age 55 with 10 years of service 

Until the spouse reaches age 65 

Office Visit: 100% after deductible 
Emergency Room Visit: 100% after deductible 
Preventative Care: 100% 

100% after deductible 

Pre Medicare 

Retiree monthly 
contribution/premium 

• Deductible 

Coinsurance percentage 

Out-of-pocket maximum 

• Lifetime maximum 

Limits on mental/nervous, 
alcohol, drug addiction 

Part B reimbursement 

2015; $993; 2014: $999 

$5,000/$ 10,000 

100% (after deductible) 

$5,000/$10,000 

N/A 

N/A 

N/A 

Description of the required 
contributions 

Employee contributions/premiums are paid monthly. 2014 and 
2015 amounts are listed in Section 3. 
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Summary of Major Plan Provisions -
Postretirement Life Insurance Plan 

Brief description of those covered 
by the plan 

All active pension participants as of the valuation date and retirees 
who have elected life coverage. 

Life benefits - Actives Union/Management: $10,000 

Life benefits - Retirees Varying benefit amounts based on retirement date. 

Description of the required 
contributions 

No contributions 
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1 I. INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Jeffrey K. MacKay. My business address is One Monument Circle, 

4 Indianapolis, IN 46204. 

5 Q. What is your position and professional relationship with The Dayton Power & Light 

6 Company? 

7 A. I am the Treasurer of The Dayton Power & Light Company ("DP&L" or the 

8 "Company"), as well as the Treasurer of AES U.S. Services, LLC ("AES Services"). 

9 Q. How long have you been in your present position? 

10 A. I have been the Treasurer of DP&L since August 2012. I have been the Treasurer of AES 

11 Services since December 2013. 

12 Q. What are your responsibilities in your current position? 

13 A. I have direct responsibility and oversight for all activities within the Treasury of DP&L 

14 and other AES United States affiliates, including but not limited to cash positioning, 

15 short-term cash forecasting, short-term investing, treasury payments, treasury operations 

16 (e.g. opening/closing bank accounts, releasing wires, releasing checks, managing petty 

17 cash, administering commercial cards, etc.), general cash management, financing activity, 

18 investor relations, management of communications with rating agencies, credit and debt 

19 compliance, and pension/retirement services. I report to the Chief Financial Officer of 

20 DP&L and AES Services. 

21 Q. Will you describe briefly your educational and business background? 
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1 A. Yes. 1 received a Bachelor of Arts degree in Govemment from Dartmouth College in 

2 June 2000. I also received executive education certificates from the Darden School of 

3 Business in 2006 and INCAE Business School (Costa Rica) in 2012. From 2000-2003,1 

4 worked for Canaccord Genuity Inc. (formerly Adams Harkness & Hill Financial Group, 

5 Inc.) as an energy investment banking financial analyst. From 2003-2004,1 was a senior 

6 consultant for Emst & Young LLP in its Economics and Business Analytics practice 

7 supporting the utility industry. In 2004, I joined The AES Corporation as a Project 

8 Manager focusing primarily on business integration challenges, operational performance 

9 reporting, and process reengineering. In January 2007,1 was transferred to AES Panama 

10 SA, a subsidiary of The AES Corporation where I led the financing of a 223 MW 

11 greenfield hydro project and from 2008-2012, I served as Director of Treasury for The 

12 AES Corporation's assets in Central America & the Caribbean. In August 2012,1 moved 

13 to Dayton, Ohio and assumed the role of Treasurer of DP&L. From August 2012 to 

14 December 2013, I also acted as Vice President of Financial Planning & Analysis for 

15 DP&L). In December 2013,1 began as Treasurer of AES Services. 

16 IL PURPOSE OF TESTIMONY 

17 Q. What is the purpose of this testimony? 

18 A. The purpose of this testimony and the accompanying schedules and workpapers is to 

19 present and support the Company's current and proposed capital stmcture and weighted 

20 average cost of capital ("WACC"), and to provide insight as to how credit ratings relate 

21 to both. 

22 Q. What schedules and workpapers are you supporting? 
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1 A. I am sponsoring or co-sponsoring the following schedules: 

2 • Schedules D-1. D-1 a. and D-1.1 

3 • Schedule D-2 

4 • Schedules D-3 and D-3a 

5 • Schedule D-4 

6 • Schedule D-S. only the portions that apply to capital stmcture, WACC, and credit 

7 ratings. All historic financial data presented on Schedule D-5 that do not pertain to 

8 these topics, are supported by Company Witness Nyhuis. 

9 In addition, I am supporting the following workpapers: 

10 • Workpapers D-3.1 and D-3.la 

11 • Workpapers D-3.2 and D-3.2a 

12 • Workpapers D-3.3 and D-3 •3a 

13 • Workpaper D-3.43 

14 IIL CAPITAL STRUCTURE 

15 Q. What is the Dayton Power & Light's capital structure as of the date certain of this 

16 filing? 

17 A. Schedule D-1 includes DP&L's actual capitalization as ofthe September 30, 2015 date 

18 certain. The capital stmcture consists of 37.80% long term debt, 61.06% common equity 

19 and 1.15% preferred equity. 

20 Q. Was any amount of DP&L long term debt excluded from the capital structure 

21 presented on Schedule D-1? If so, please explain why. 



Jeffrey K. MacKay 
Page 4 of23 

1 A. Yes. As shown on Schedule D-3, DP&L has a $18.1 million loan supporting its purchase 

2 ofthe Wright Patterson Air Force Base ("WPAFB") distribution equipment. As described 

3 by Company Witnesses Forestal and Rennix, this equipment is not included in DP&L's 

4 rate base for this proceeding because the use of the equipment is paid for by WPAFB 

5 separate from its rate for basic electric service. Accordingly, such equipment, the related 

6 revenues and the debt to purchase the equipment are treated as non-jurisdictional for the 

7 purpose of this proceeding. No other long term debt or equity items of DP&L were 

8 excluded for the purposes of calculating the actual capital stmcture on Schedule D-1. 

9 Q. Is DP&L's existing capital structure reasonable for the purposes of setting rates? 

10 A. No. First, and as explained in the direct testimony of Company Witness Morin, this 

11 capital stmcture is not consistent with capital stmctures (a) adopted by regulators of other 

12 electric utilities as evidenced in the April 2015 edition of SNL Energy's "Regulatory 

\ 3 Focus: Major Rate Case Decisions," or (b) of the comparable group of electric utilities 

14 outlined in Company Witness Morin's Exhibit RAM-8. Second, the relatively high 

15 equity component ofthis capital stmcture puts unreasonable upward pressure on DP&L's 

16 overall cost of capital and overall rates. Third, in Case No. 12-426-EL-SSO,' the Public 

17 Utilities Commission of Ohio ("PUCO" or the "Commission") issued an order requiring 

18 DP&L to transfer or sell its generation assets no later than January 1, 2017. This 

19 separation transaction will result in an immediate and significant change to DP&L's long 

20 term capital stmcture, the capital stmcture which is most relevant for setting rates. 

' Case No. 
12-426-EL-SSO; June 4, 2014. In the Matter of Application of The Dayton Power & Light Company to Establish a 
Standard Service Offer in the Form of an Electric Security Plan. 
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1 Finally, in Case No. i3-2420-EL-UNC,^ the Commission ordered that DP&L should 

2 achieve a 50/50 capital stmcture by January 1, 2018. 

3 Q. What adjustments are you proposing to the actual capital structure? 

4 A. As shown in Schedule D-1 a. we are proposing a capital stmcture that consists of 47.80% 

5 long-term debt, 50.00% common equity and 2.20% preferred equity. 

6 Q. Why are you proposing to make such adjustments? 

7 A. The proposed adjustment will normalize the capital stmcture to a level that is: (a) optimal 

8 for the Company, and its customers, creditors and other stakeholders, given that it 

9 appropriately balances low-cost debt capital, with higher-cost equity capital, (b) required 

10 by the Commission in accordance with Case No. 13-2420-EL-UNC and the DP&L 

11 Merger Case No. 11-3002-EL-MER,^ (c) consistent with other regulated electric utilities 

12 (Exhibit RAM-8') and (d) consistent with the Company's near-term intemal objectives 

13 and expectations related to its long-term capital stmcture. The proposed adjustment 

14 reduces the common equity component ofthe capital stmcture relative to the embedded 

15 or book level equity component; accordingly this reduces the overall cost of capital and 

16 the revenue requirement we are seeking. Later I will discuss why an adjustment is 

17 necessary to the cost of debt portion of the cost of capital, which will increase the cost of 

18 capital percentage. Both adjustments are necessary to achieve a cost of capital percentage 

19 appropriate for use in the revenue requirement in this case. 

Case No. 13-2420- EL-UNC; September 17, 2014. In the Matter of Application of The Dayton Power & Light 
Company for Authority to Transfer or Sell its Generation Assets. 
^ Case No. 11-3002-EL-MER; November 22, 2011. In the Matter ofthe Application of The AES Corporation, 
Dolphin Sub, Inc., DPL Inc. and The Dayton Power and Light Company for Consent and Approval for a Change of 
Control of The Dayton Power and Light Company. 
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1 Q. How does this adjusted capital structure compare to the required capital structure 

2 established by the Commission in the generation separation order Case No. 13-2420-

3 EL-UNC? 

4 A. In accordance with the Commission Order in Case No. 13-2420-EL-UNC, the 

5 Commission found that, because (a) DP&L will have limited debt-carrying capacity 

6 immediately after generation separation, and (b) the divestiture of $1,576,440,886 of 

7 generation assets is "a significant change in circumstances for the Company," DP&L 

8 should be temporarily allowed to maintain total long-term debt of $750 million or total 

9 debt equal to 75 percent of rate base, whichever is greater, through January 1, 2018. 

10 However, in this same order, the Commission requires that the Company achieve a 

11 "balanced capital stmcture" defined as 50% debt to total capital by January 1, 2018. The 

12 proposed capital stmcture on Schedule D-1 a is consistent with the capital stmcture 

13 required by the Commission in the generation separation order in Case No. 13-2420-EL-

14 UNC. 

15 Q. How does the Company expect to transition from its actual date certain capital 

16 structure, to this proposed capital structure? 

17 A. 

18 

19 

20 

21 

22 

23 
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Is it appropriate to base the WACC calculation on a capital structure that will not 

be in place until after new rates are in effect? 

Yes. As explained in Company Witness Morin's testimony, "...it is the expectations of 

fumre events that influence security values and ROE, including financial risks, i.e. capital 

stmcture." Therefore, as Company Witness Morin explains, it is appropriate that retum 

on equity ("ROE") and cost of debt used for deriving a WACC should be matched with 

the capital stmcture that is expected to prevail in the future, or in the case of the 

Company, the adjusted capital stmcture described above (even if that capital stmcture 

will not be in place on the exact date new rates go into effect). 

19 IV. COST OF CAPITAL 

20 Q. What is DP&L's proposed cost of capital? 

21 A. As shown in Schedule D-1 a, DP&L's proposed WACC is 7.86%. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Q. 

A. 

22 Q. What are the components of the DP&L's proposed cost of capital? 
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1 A. Schedule D-1 a shows how this calculation is derived. This schedule computes the total 

2 cost of capital for DP&L, by utilizing as inputs (a) the Cost of Equity ("CoE"), (b) the 

3 Cost of Preferred Equity ("CoPE") and (c) Cost of Long Term Debt ("CoD"). DP&L's 

4 WACC is then calculated by taking the cost of each capital component multiplied by its 

5 proportional weight (as above III. CAPITAL STRUCTURE) and then summing those 

6 percentages. As explained in more detail below, each of the CoE, CoPE and CoD is 

7 defined separately. 

8 Q. What is the basis for the return on equity rate of 10.5% as shown on Schedule D-la? 

9 A. Company Witness Morin is supporting and explains the derivation ofthe 10.5% cost of 

10 common equity in his direct testimony. 

11 Q. What is the embedded (actual) cost of preferred equity of the Company as of the 

12 date certain? 

13 A. As shown on Schedules D-1. D-la and D-4, the cost of DP&L's preferred equity is 

14 3.91%. 

15 Q. What is the basis for the cost of preferred equity as shown on Schedules D-1, D-la 

16 and D-4? 

17 A. The cost of preferred equity is the actual embedded cost of the different series of 

18 preferred equity. As shown on Schedule D-4, this cost is derived by taking the product of 

19 amounts currently outstanding and the fixed rate of retum associated with each of these 

20 series, all divided by the "Net Proceeds" - or the principal amount adjusted for gains or 

21 losses on reacquired stock. 
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1 Q. You mentioned gains or losses on reacquired stock; Schedule D-4 includes certain 

2 losses on reacquired stock that is no longer outstanding. Why is this appropriate? 

3 A. Gains or losses on reacquired preferred stock were originally incurred when the Company 

4 redeemed units within a given series of preferred stock at a price that was below or above 

5 the face value of the preferred stock. These gains and/or losses are amortized over 30 

6 years or 360 months. As indicated in Column G of Schedule D-4, as ofthe date certain, 

7 the Company continues to carry net unamortized balances associated with certain series 

8 of reacquired stock that have been redeemed in full. 

9 Q. Are you proposing to adjust the cost of preferred equity? 

10 A. No. As noted, the cost of preferred equity calculated in Schedule D-4. is used in 

11 Schedules D-1 and D-la and represents the actual embedded CoPE. No adjustment is 

12 being proposed. 

What is the embedded (actual) cost of debt of the Company during the test year? 

As shown on Schedule D-1 (and supported by Schedule D-3'). DP&L's actual embedded 

CoD is 2.72%, which is calculated by taking (1) the Company's annual interest charges 

on each series of fixed or floating rate debt (adjusted for annual amortization of issue 

expenses, discounts and/or premiums and gains and losses on reacquired debt), divided 

by (2) the carrying value of the Company's debt (adjusted for unamortized discounts 

and/or premiums, debt/issue expenses and gains and/or losses on reacquired debt). 

20 Q. Were there any amounts of DP&L long term debt that you excluded from the 

21 calculation ofthe embedded cost of debt presented on Schedule D-1 (and supported 

22 by Schedule D-3)? If so, please explain why. 

13 

14 

15 

16 

17 

18 

19 

Q. 

A. 
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1 A. Yes. As shown on Schedule D-3, DP&L has a $ 18.1 million loan supporting its purchase 

2 of the WPAFB distribution equipment. As described by Company Witness Forestal and 

3 Rennix, this equipment is not included in DP&L's rate base for this proceeding because 

4 the use of the equipment is paid for by WPAFB separate from its rate for basic electric 

5 service. Accordingly, such equipment, the related revenues and the debt to piu*chase the 

6 equipment are treated as non-jurisdictional for the purpose of this proceeding. No other 

7 long term debt of DP&L was excluded from Schedule D-1 (or Schedule D-3) for the 

8 piuposes of calculating the embedded cost of debt. 

9 Q. Is DP&L's existing CoD reasonable for the purposes of setting rates? 

10 A. No. This CoD is distorted due to the de-regulafion of the Ohio energy markets and 

11 specifically, the Commission's order for DP&L to transfer or sell its generation assets on 

12 or before to January 1, 2017. As a result ofthis Commission order and the pending 

13 restmcturing of DP&L, in September 2013, the Company, among other things, had to 

14 refinance a 10-year, $470 million first mortgage bond, primarily using the net proceeds of 

15 a new 3-year $445M first mortgage bond that is set to mature on September 15, 2016. 

16 The Company was forced to assume refinancing risk and raise debt in the short-term 

17 bond market in order to maintain the flexibility that will be required to amend its First & 

18 Refunding Mortgage, release the lien on its generation assets and ultimately effectuate 

19 generation separation on or before January 1, 2017. This 3-year $445 million first 

20 mortgage bond (which priced at 99.830% and carries a coupon of 1.875%) has the effect 

21 of reducing DP&L's actual embedded cost of debt to the now current level of 2.72%,. 

22 The market rate for a DP&L 30-year first mortgage bond on September 12, 2013 (the 

23 same date the $445 million refinancing was priced) would have been approximately 
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1 6.35%,.'̂  If DP&L had not been required to prepare for generation separation, we most 

2 likely would have sold long term bonds. Using long term debt as a source of permanent 

3 financing is consistent with common utility practice. 

4 Q. What adjustments are you proposing to the embedded cost of debt for this rate 

5 proceeding? 

6 A. As displayed in Schedule D-la, I am proposing to adjust the embedded (actual) CoD to 

7 account for a known and measurable event (the refinancing of the 3-year $445 million 

8 First Mortgage Bonds that mature in September 2016) with a new and more conventional 

9 30-year issue. On or before the September 15, 2016 maturity date ofthe currently 

10 outstanding $445 million of First Mortgage Bonds, DP&L will seek to release the first 

11 mortgage lien (the "Release") on the generation assets. To enable this Release, DP&L 

32 will amend the First Mortgage (the "Amendment"), and specifically the provisions in the 

13 First Mortgage which govem property releases. Once DP&L has obtained the requisite 

14 votes to effectuate this Amendment, DP&L will be permitted (at any time) to transfer its 

15 generation assets, leaving only the regulated transmission and distribution assets, or those 

16 assets that will remain a part of DP&L post-separafion. With an amended mortgage and 

17 the resulting ability to the release the generation assets, DP&L will be positioned to, and 

18 will seek to, recapitalize its business with a traditional fixed-rate, long-term debt 

19 issuance. As discussed below, I believe the coupon associated with this issue will be 

20 approximately 6.60% and the total cost for this issue will be approximately 7.16%. This 

21 planned issuance will have the effect of normalizing DP&L's total CoD at approximately 

^ 30 year US Treasury yield on September 12,2013 as shown by Bloomberg (3.85%) -+- 250 bps credit spread 
(quoted credit spread of DP&L by underwriters) 
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1 5.29%. This 5.29% is shown on Schedule D-3a with supporting data and the underlying 

2 calculafion found on Workpaper D-3 •4a. 

3 Q. How did you project this adjusted CoD of 5.29%? 

4 A. The adjusted CoD is derived by taking DP&L's total annual interest charges divided by 

5 DP&L's total carrying value ofthe debt. Where both the interest charges and carrying 

6 value are reflective of the actual, or embedded figures, as of the date certain with one 

7 adjustment; replacing the 3-year, 1.875% first mortgage bonds and relevant costs with a 

8 new 6.60% 30-year first mortgage bond and related costs, as described above. 

9 Q. How did you project the 6.60% coupon and related costs of the new 30-year first 

10 mortgage bonds? 

11 A. (1) The coupon ofthis new bond was estimated based upon the following assumpfions: 

12 o the refinancing date: the existing $445 million first mortgage bonds are 

13 refinanced with a new 30-year first mortgage bond on, or about, June 1, 2016; 

14 o the implied 30-year US Treasury forward curve that corresponds to the 

15 refinancing date: as referenced in Table 2 ofthe direct testimony of Company 

16 Witness Morin, the average 30 year US treasury yield forecast for 2016 as 

17 measured by Global Insight and Value Line is 4.00%; 

18 o the expected secured bond rating of DP&L: given the balanced long-term 

19 capital stmcture proposed herein, the assumpfion is that DP&L will maintain a 

20 secured bond rating of BBB/Baa2; and 

21 o the corresponding credit spread for a similarly rated 30-year First Mortgage 

22 Bond: a regularly replenished population of public ufility bonds as rated by 
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1 Moody's derives a 260 bps spread above the 30 year US Treasury for Baa 

2 public ufility issuers as of September 30, 2015. 

3 As mentioned above, these assumptions resulted in a projected coupon for the new 30 

4 year first mortgage bond of 6.60%. 

5 (2) The projected costs associated with the new issuance were based on the following 

6 assumptions: 

7 o financing costs: Based upon our previous experience $6,062,906 of estimated 

8 underwriting, legai, audit and rating agency fees, and other miscellaneous 

9 expenses that are customary for this sort of transacfion; and, 

10 o redemption fees: $2,086,334 of contractually obligated fees associated with 

11 refiring the current first mortgage bonds on June 1 2016, or 106 days prior to 

12 their September 15, 2016 maturity date. 

13 Q, After incorporating the projected coupon and these projected costs, what is the cost 

14 of debt associated with the new 30 year first mortgage bonds? 

15 A. As oufiined in Workpaper D-3•4a. after incorporating these adjustments, the projected 

16 annual interest charges and net carrying value ofthe new 2016 first mortgage bonds are 

17 $30,628,720 and $427,649,911, respectively. This resuhs in a total cost of debt, for this 

18 issue, of 7.16%. 

19 Q. What effect does this adjustment have on DP&L's embedded cost of long term 

20 debt? 

21 A. As shown in Schedule D-la, the effect of the known and measurable event, associated 

22 with refinancing the 3-year $445 miUion First Mortgage Bonds with a longer-term 30-
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1 year issue, will result in an adjusted total CoD equal to 5.29 %, versus the current and 

2 embedded cost of 2.72%. 

3 Q. Why would you replace low-cost short-term with higher-cost long-term debt? 

4 A. It is appropriate to attempt to match as closely as possible the maturity of the long-term 

5 debt with the expected useful lives of the distribution and transmission property it is 

6 financing. This approach mitigates the interest rate risk and refinancing risk associated 

7 with short-term debt issuances. For these reasons, long-term financing is widely viewed 

8 as the common, and best, practice in public utility financing. 

9 Q. After this adjustment, will all of DP&L's debt capital be long-term debt? 

10 A. Yes. As of September 15, 2016 and immediately thereafter, in addition to the new 30-

11 year first mortgage bond discussed above, DP&L will also maintain (a) a 4.80% secured 

12 $100 million pollution control bond maturing in 2036, and (b) Series A and Series B 

13 secured pollution control bonds that have floating interest rates in an aggregate principal 

14 amount of $200 million with maturity dates of 2040 and 2034, respectively. However, 

15 while these floating-rate bonds have long-dated maturities, they also include a mandatory 

16 put opfion for investors on the five year anniversary of their closing date, which means 

17 for all practical purposes, these $200 million bonds have a 5-year maturity. 

18 Q. Why will DP&L maintain these $200M in bonds that do not have a maturity date 

19 that match the expected useful lives of the distribution and transmission property 

20 that they are financing? 

21 A. First, due to the imminent generation separation and the related need to continue to 

22 recapitalize the business, it is imperative that DP&L maintains a portion of its debt 
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capital in instruments/securities/facilities that can be redeemed and/or retired with a 

limited amount of penalty or premium. The $200 million of Series A and Series B 

secured pollution control bonds can be redeemed at 100% of their principal amount on 

any business day. In fact, it is DP&L's intent to redeem and retire these bonds (as cash 

becomes available) in order to achieve the targeted capital stmcture consisting of 50.00% 

common equity, 47.80% long term debt and 2.20% preferred equity. Second, until this 

debt is retired, it is in the best interests of DP&L, our customers and other stakeholders to 

maintain the debt in low-cost instmments/securities/facilities. In fact, this floating-rate 

debt had a rate of approximately 1.14% as of September 30, 2015, which reduces 

DP&L's overall cost of debt. Further, because this debt capital is expected to be refired, 

it comes without the long-term interest rate and refinancing risk that would otherwise be 

inherent with shorter-term debt. 

13 Q. Does the Company plan to retire additional debt in the short term? 

14 A. Yes. 

15 

16 

17 

18 

19 Q. 

20 A. 

21 

22 

23 

However, for simplicity and to be conservative, I have not adjusted the CoD to 

account for the retirement ofthis low cost, floating rate debt. 

What effect will this retirement have on the Company's long-term cost of debt? 

As the Company retires additional debt, it will do so by retiring the lower-cost floating-

rate debt that can be redeemed and retired without penalty. As a result, the longer-term, 

higher-cost, fixed-rate debt will be the sole component of DP&L's debt capital stmcture, 

thus driving up the long term cost of debt. 
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1 V. CREDIT RATINGS 

2 Q. What are credit ratings and what is an investment grade rating? 

3 A. Credit ratings reflect a third party agency's independent judgement of a Company's credit 

4 worthiness and its ability to meet its financial obligations to its creditors. Credit 

5 committees at each agency determine the ratings of a company based on a set of defined 

6 qualitative and quantitative measures. These factors are designed to assess the financial 

7 and business risk of a company and/or specific debt instmments. Both Fitch and 

8 Standard & Poor's ("S&P") define investment grade as any rating equal to or greater 

9 than "BBB-," while Moody's Investor Services ("Moody's") defines investment grade as 

10 any rating equal to or greater than "Baa3." Anything below those ratings would fall into 

11 the non-investment grade category. 

12 Q. Why are credit ratings important to DP&L and its ratepayers? 

13 A. When DP&L issues debt, credit rating agencies rate it as to the safety of principal and 

14 interest based on the Company's ability to pay. Credit ratings are important to investors 

15 because the higher the rating, the safer the debt. Yet credit ratings are also important to 

16 issuers of debt because they may affect the cost of debt and their relative ability to access 

17 capital either to grow the business, or to refinance exisfing obligations. The higher the 

18 credit rating, the less interest a company typically has to pay on its debt capital because 

19 investors are willing to accept a lower interest rate in exchange for the increased safety. 

20 Also, the higher the credit rating, the more demand there is for a company's debt; and, 

21 the easier it is for a company to sell it. This point is especially important to DP&L during 

22 periods of high capital expenditures or refinancings. Utilities are generally capital-

23 intensive businesses that consistently require access to capital to finance growth or to 
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refinance exisfing obligations. The ability to issue debt at the lowest cost possible is 

advantageous not only to DP&L but to our ratepayers and other stakeholders. 

3 Q, What are DP&L's current credit ratings? 

4 A. The table below shows the ratings currently assigned to DP&L by the three major credit 

5 rating agencies: 

Issuer Default 
Secured Debt Rating 

Moody's 
Baa3 
Baa2 

S&P 
BB 
BBB-

Fitch 
BB+ 
BBB 

7 Q. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

A 

Q 

A 

What is the difference between an Issuer Default Rating and a Secured Debt 

Rating? 

An Issuer Default Rating is the rating agency's opinion on a company's relative 

vulnerability to default on financial obligations. An Issuer Default rating is typically 

unenhanced and reflects a company's corporate credit risk. A Secured Debt Rating takes 

a targeted view of a specific security's relative vulnerability to default, taking into 

account any credit enhancement that may be applicable, including "security." In the case 

of DP&L, all of its long-term debt is secured by the Company's First and Refunding 

Mortgage; as a result the Company's long-term debt is priced on its secured rating. 

What are your expectations regarding the long-term credit ratings of DP&L? 

The Company's current ratings indicate the respective agencies' views ofthe credit risk 

ofthe Company both before and after generation separation. Pursuant to their view ofthe 

Commission's Order in Case No. 13-2420-EL-UNC and further supported by discussions 

with the Company's management and their confirmation ofthe Company's objectives. 
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1 the agencies believe that DP&L will normalize its capital stmcture at approximately 50% 

2 debt/50% equity, making its current ratings appropriate. In other words, I believe the 

3 Company's plans and objectives are consistent with, and support, the current ratings. 

4 Q. What would be the impact on DP&L's credit ratings, if the Commission does not 

5 approve the proposed capital structure? 

6 A. If the Commission does not approve the proposed capital stmcture for ratemaking 

7 purposes, and this either (a) unfavorably impacts DP&L's revenue requirement or (b) 

8 indicates that the Commission is not expecting DP&L to achieve a 50/50 capital 

9 stmcture, than there is a risk that the agencies would downgrade the Company's secured 

10 bond ratings. Any downgrade could limit DP&L's access to the capital markets and it 

11 would raise the cost of debt associated with refinancings or any new financings. 

12 VI. SCHEDULES AND WORKPAPERS 

Why are certain Schedule Ds and related workpapers denoted with an "a"? 

I have provided all schedules and workpapers that are both customary and required for a 

proceeding of this nature; in addition, and as explained in the body of my testimony for 

the purposes of calculating the Company's WACC, I have made certain adjustments to 

the Company's (a) capital stmcture, and (b) embedded (actual) cost of debt, as ofthe date 

certain. The schedules and workpapers which refiect and support these adjustments, are 

denoted with an "a." 

20 Q. Why have you not provided Schedules D-1.la, D-2a^ D-4a or D-5a? 

21 A. I have provided adjusted schedules and adjusted workpapers only where needed to refiect 

22 and support, certain adjustments I have made to the Company's (a) capital stmcture and 

13 

14 

15 

16 

17 

18 

19 

Q. 

A. 
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1 (b) embedded (actual) cost of debt, as of the date certain and for the purposes of 

2 calculating the Company's WACC. I did not provide adjusted schedules or workpapers, 

3 if the content of such schedules or workpapers was not required to reflect or support these 

4 adjustments. 

5 Q. Can you explain how you are utilizing Workpapers D-3.1a, D-3.2a and D- 3.3a? 

6 A. (1) Workpaper D-3. la, reflects the actual unamortized issuance expenses of DP&L's long 

7 term debt as of the date certain, adjusted only for the refinancing of the 3-year $445 

8 million First Mortgage Bond that mature in September 2016. (2) Workpaper D-3.2a, 

9 reflects the actual unamortized gain or loss on reacquired debt as of the date certain, 

10 adjusted only for the refinancing of the 3-year $445 million First Mortgage Bond that 

11 matures in September 2016. (3) Workpaper D-3.3a. calculates an "Annual Interest 

12 Expense" as of the date certain, adjusted only for the refinancing of the 3-year $445 

13 million First Mortgage Bond that mature in September 2016 and adds to that the annual 

14 amortization of issuance expenses (as shown on Workpaper D-3.la) and the loss on 

15 reacquired debt (as shown in Workpaper D-3.2a) to derive a total "Annualized Interest 

16 Cost." This Annualized Interest Cost carries forward to Workpaper D-3.4a. 

17 Q. Can you explain how you are utilizing Workpaper D-3.4a? 

18 A. As described in "IV. COST OF CAPITAL", line 15 of Schedule D-3a refers to the 

19 Company's adjusted cost of debt, after taking into consideration the expected impacts of 

20 a known and measurable event (the refinancing ofthe 3-year $445 million First Mortgage 

21 Bonds that mature in September 2016). This, among other inputs, is subsequentiy used to 

22 calculate the Company proposed WACC as refiected in Schedule D-la. Workpaper D-

23 3.4a is used to show how the Company derived the adjusted cost of debt percentage. 
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1 which is carried forward to line 15 of Schedule D-3a. The cost of debt (excluding the 

2 WPAFB loan) is derived by dividing the annual interest cost in column K by the carrying 

3 value of debt in column J. 

4 Q. Why does the amount of debt shown in Workpaper D-3.4a, not align with the pro 

5 forma amount of debt shown in Schedules D-la and D-3a? 

6 A. (1) As described in "III. CAPITAL STRUCTURE", in order to attain a balanced capital 

7 stmcture the Company will transition from its current debt level, to an adjusted debt level 

8 by 2018. The amount of debt shown in Schedules D-la and D-3a refiects what this 

9 adjusted debt level is expected to be. This debt level is then used in Schedule D-la to 

10 calculate the Company's capital stmcture and the relative weights ofthe Company's cost 

11 of debt, cost of equity and preferred equity, for the purposes of calculating a single 

12 WACC. (2) The amount of debt shown in Workpaper D-3.4a is the current amount of 

13 debt as of date certain September 30, 2015. It is also the amount of debt that is being used 

14 for the purpose of deriving the cost of debt percentage that is used in the WACC 

15 calculation on Schedule D-la. For simplicity, I have elected to limit the number of 

16 adjustments to this cost of debt calculation to include only the adjustment associated with 

17 a known and measurable event; the refinancing ofthe 3-year $445 million First Mortgage 

18 Bond that matures in September 2016. I have not adjusted the calculafion ofthe cost of 

19 debt to account for the retirement of low cost floating rate debt that will be necessary to 

20 achieve the adjusted debt levels and the adjusted capital stmcture highlighted in 

21 Schedules D-la. Ifl had elected to include the impacts of these retirements, the adjusted 

22 cost of debt would be higher than what is proposed. 
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1 Q. Why does the unamortized debt expense in Schedule D-3a not match the 

2 unamortized debt expense shown in Workpaper D-3.1a and 3.4a? 

3 (1) As explained above Workpaper D-3.la reflects the actual unamortized issuance 

4 expenses of DP&L's long term debt as ofthe date certain, adjusted only for expected 

5 changes to unamortized issuance expenses associated with the refinancing of the 3-year 

6 $445 million First Mortgage Bonds that mature in September 2016. This amount is used 

7 to derive the carrying value ofthe Company's debt (adjusted only for the refinancing of 

8 the $445 million First Mortgage bonds) and ultimately the adjusted cost of debt, both in 

9 Workpaper D-3.4a. (2) The carrying value ofthe debt used in Schedule D-3a, represents 

10 what the adjusted debt level is expected to be at a future date when the Company attains a 

11 balanced capital stmcture. As a result, the unamortized debt expenses used to calculate 

12 this carrying value are different than the actual unamortized debt expenses used to 

13 calculate the actual carrying value as ofthe date certain (adjusted only for the refinancing 

14 of the 3-year $445 million First Mortgage Bonds). Specifically, the tmamortized debt 

15 expenses used in Schedule D-3a consider only the unamortized debt expenses associated 

16 with the anficipated debt used to refinance the $445 miUion First Mortgage Bonds that 

17 mature in September 2016 ($6,062,906 shown in Workpaper D-3.la), and the 

18 unamortized debt expenses associated with the percentage of the Company's 2036 

19 Pollution Control Bonds that are expected to be outstanding on the date that the company 

20 achieves a balanced capital stmcture ($1,252,749 as shown in Workpaper D-3.la * 

21 55.23% = $691,948). The sum of these amounts ($6,754,854) equals the unamortized 

22 debt expenses shown on Schedule D-3a. 
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1 VII. CONCLUSION 

2 Q. Please summarize your testimony. 

3 A. In summary, the appropriate capital stmcture for the purposes of setting rates is 50.00% 

4 common equity, 47.80% long term debt and 2.20% preferred equity. This capital 

5 stmcture is (a) optimal for the Company, customers, creditors and other stakeholders, 

6 given that it appropriately balances low-cost debt capital, with higher-cost equity capital, 

7 (b) consistent with the required capital stmcture set forth by the Commission in Case No. 

8 13-2420-EL-UNC and the DP&L Merger Case (Case No. 11-3002-EL-MER), (c) 

9 consistent with other regulated electric ufilities (Exhibit RAM-8) and (d) consistent with 

10 the Company's objectives and expectations related to its long-term capital stmcture. The 

11 resulting capitalization should lower the Company's overall weighted average cost of 

12 capital than would otherwise exist, if the Company were capitalized at its now-current 

13 levels (and assuming the cost of debt is adjusted as explained in Section IV COST OF 

14 CAPITAL). Given this capital stmcture, the cost of equity supported by Company 

15 Witness Morin, and other factors referred to above, the Commission should approve a 

16 weighted average cost of capital of 7.86%. This WACC includes the Company's 

17 embedded cost of debt, adjusted for the refinancing of $445 million of first mortgage 

18 bonds that are otherwise set to mature in September 2016 and that were issued at a low 

19 short term rate in 2013 in order to accommodate generafion separation. This known and 

20 measurable refinancing event will serve to normalize the Company's cost of debt at 

21 5.29%, prior to new rates going into effect, and as a result should be used in setting 

22 DP&L's base distribufion rates. 

23 Q, Does this conclude your direct testimony? 



Jeffrey K. MacKay 
Page 23 of 23 

I A. Yes, it does. 


