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Highlights }

i
i
2006 2005 20?4

Market value per share at Decerrlwber 31 $§ 27.78 $ 2601 3 25l.11
Earnings {millions) I $ 1396 $ 1744 $ 21:7.;3
Earnings per share of common stock — Basic: ! II
From continuing operations E $ 1.12 $ 1.03 $ 1.01
From discontinued operationsf $ 0.12 3 0.44 $ OI‘8|0
From cumulative effect of accounting change $ - $  (0.03) % ' f;—
Total | $ 124 $ 144 3 1:81
Earnings per share of common stock - Diluted: ' Il
From COntinging operations $ 1.03 . $ 0.97 $ 1:OP
From discontinued operations. 3 0.12 | % 0.41 & OI}?_B
From cumuldtive effect of accounting change $ - $  (0.03) $ L
Totat . $ 1.15 $ 135 $ 1,78
Average shares outstanding (millirons) | l
Basic ' 112.3 121.0 120.1
Diluted | 121.9 129.1 : 1 221%
Cash provided by operating activ|ities {millions) $ 3087 $ 31441 $ 132.7:’
Long term debt including current portion (millicns) $ 1,777.7 $ 16780 $ 21308
Interest expense (millions) : $ 1022 $ 1377 % 160.%
Total capital additions {millions) $ 358 $ 180 $ 88
Environmental capital additions {millions) $ 245 3 90 $ ]8{
Dividends paid per share $ 1.00 5 0.96 $ O.9€i
System peak load — MW (calenda:r year} 3,240 3,243 2,Béq
Average retail price per kWh (caléndar year) (cents/kWh) 7.59 6.96 6.94'
L

4
i
Corporate Profile I

DPL Inc. (NYSE: DPL) is a regionai electric energy and utility
cormpany. DPLs principal subsidiaries include The Dayton
Power and Light Company (CP&L); OPL Energy, LLC (DPLE),
and DPL Energy Resocurces, Inc. (bPLER). DP&L, a requiated
electric utility, provides service to gver 500,000 retail custom-
ers in West Central Ohio; DPLE eng!gages in the operation

of peaking generation facilities; an!d DPLER is a competitive
retail electric supplier in Ohia, selling to major industrial

and commercial customers. DPL, through its subsidiaries,
owns approximately 4,400" megawfatts of generation capacity,
of which 2,800 megawatts are low cost coal-fired units and
1,600 megawatts are natural gas e:md diesel peaking units.
Further information can be found at www.dplinc.com.

“DPL expects to close on the sale of two peakmglplants in 2007, which will resull in

total capacily of 3,750 megawalls and peaking capacity of 950 megawatis.

About the Cover !

i
Pictured is downtown Dayton's Aiverscape area which hosts a
number of cultural and family events. Rr':verscape's renovation was
made possible, in part, by support from DPL.
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Chairman’s Letier

Dear Fellow Stakeholders:

In June of 2006, | was honored to be elected by the

Board of Directors to the position of Non-Executive Chairman.
It was an easy decision for me to accept this role. My fellow
Directors are capable and dedicated to DPL’s success.

They care deeply about DPL.

And over the past several years, DPL has made a

number of sound strategic moves that have strengthened

our Company and sharpened our focus on the electric utility
business. These include selling the private equity funds,
reducing debt by $450 million, and completing a $400 million
stock buyback. We believe we have created a company

with a strong foundation for the future.

There is evidence of this strong foundation in DPL’s 2006
performance and improved profitability. Shareholders were
rewarded with a competitive return, including a 4% dividend
increase in 2006 followed by another 4% increase in 2007.
In addition, all three rating agencies now rate DPL debt

as investment grade.

The year 2006 was a year of transition as well as a year

of improvement. Bob Biggs chose to step down as Executive
Chairman, although he remains a Director. We are fortunate
to have his continued counsel. Likewise, Jim Mahoney,

Chief Executive Officer, elected to move on to new challenges
in the energy industry.

On behalf of the Board of Directors, | would like to

express our sincere gratitude for the leadership and service
that both of these talented individuals provided. Bob's
financial and strategic acurnen were critical to DPLS success
in the face of challenges that were unprecedented in its
history. At the same time, Jim Mahoney's day-to-day
leadership was instrumental in the Company’s transition

to a more open and transparent cuiture.

Now, we look to the future with excitement and anticipation,
We are pleased to have Paul Barbas as our new

Chief Executive Officer. Paul brings strong experience in both
regulated and unregulated businesses, including 17 years

at General Electric. | am confident that Paul will successfully
capitalize on the positive momentum.

As Chairman, you have my commitment that DPL will
continue to focus on delivering value to cusiomers, investors,
employees and the communities we serve.

Thank you for your investment in DPL Inc.

Glenn E. Harder
Chalrman March 1, 2007

Glenn E. Harder




President & CEO’s Letter

To My Feliow DFPL Stakehoiders:

| am very excited to haveljoined the DPL team. i
DPL is a sound company|with a bright future. On behalf
of our employees, | am proud to report on the many }
significant accomplishments of 2006. ' ' r
r
|

Increased Earnlngs !
Financially, DPL had a good year, with earnings per ,
share from continuing operations-up mere than 8%.

There were a number of factors driving this financial
performance. Retail revenues increased as we imple- !
mented the first year of DP&L's five-ygar rate stabilization
plan. In addition, record t?ase load generation output led
to a 34% increase in wholesale sales. These positives ;
more than offset the |mpact of mild weather and higher

purchased power costs, mcreasrng gross margin by 9%

|

At the same time, financielll actions initiated in 2005 had '
a faverable impact, including lower interest expense dug
to debt reduction and the $400 million stock buyback.
Reflective of these positive financial resuits and a com- !
mitment to shareholder return the Board of Directors ;
announced a 4% drvrdend increase in February of 2007!
The Strengths of DPL

-After several months in my new position, it is clear we
have a number of strengths. |

¢ Cur 1,500 employees are committed to delivering
safe and reliable service to our customers.

They are relentless in ide%rtify‘rng improvements that
enhance the level of service we provide.

* We are a solid electric utility. Cur coal-fired generating
assets are cost competitive and the distribution

system continues to dellver reliable service to mare than
500,000 customers in West Central Ohic.

e DP&L is currently the only utility in Chio to have a rate
stabilization plan in place through 2010. It allows the
Company to recover incr?ased fuel and environmental
costs while protecting custamers from potentially volatite
energy markets. With discussions occurring in Ohio

and other states about the future regulatery framewaork,
having a rate plan in place for an extended period of
time provides security for,customers and investors alike.

s Strategically, DPL has taken a number of significant
steps over the past several years to sharpen its
focus. Most recently, we announced the sale of two
peaking generation plants for over $150 million

in cash. These sales better align generation capacity
with generation needs.

PaquM, Blarbas

Near-Term Focus [

As we look to the future, near-term success will be
determined by our ability to execute in several; c:ritical
areas: customer satisfaction, generation performance
and fuel procurement. E

Customer Satisfaction, Reliable Service: The DEP&L
teamn takes great pride in their ability to provid%a reliable
service, regardless of the weather, During 200§|the
Company once again met and exceeded all reguratory
reliability goals. We constantly communicate wrth our
customers, and although pleased by customer percep-
tions of DP&L, during 2007 we plan to ufilize Sustomer
feedback to further improve the value of the sc?rvices we
provide to our customers. At the same time. we will
keep a vigilant eye on controlling costs. !

Generation Performance: The priorities in the productlon
business will remain operational excellence and cost
control. Last year, DPL's base load, ceoal-fired generation
— the plants that generate 97% of our electricify'—
produced the highest level of output in Compény history.




The installation of flue gas desulfurization units, or
scrubbers, will be completed at Killen Station during
2007 and at various other units through 2009. The
scrubbers will produce cleaner air for the environment
and provide DPL with the potential io use lower

cost coal. Our team will continue to focus on keeping
this significant project on track.

Effective Fuel Procurement: Each year, DPL burns
approximately 7.5 million tons of coal. Managing the cost
of this commaodity is critically important to operating
successfully within our retail rate structure, A challenge
will be to determine the most cost-effective types of
coals we can burn after the new scrubber systems come
on-line at our Killen and Stuart Stations. The fuel strat-
egy going forward is to build in flexibility while prudently
controlting the risk of coal price volatility.

Long-Term Opportunities

For the long term, DPL will continue 1o keep a sharp eye
on maintaining a healthy core business. In addition,

we will actively participate in the discussions beginning
to take shape in Chio regarding the future of electric
choice. To date, state regulators have done an admirable
job of implementing a balanced approach, protecting
consumers from price volatility while allowing reasconable
cost recovery for fuel and environmental investments.
DPL is committed to being part of a solution that

warks for all parties while helping to maintain Ohio’s
competitive position in the global economy.

As the future regulatory direction unfolds, we will also
explore and analyze opportuniiies for growth in areas
directly related to our utility business. We will only

act when the risks and returns are acceptable.

| look to the years ahead with great anticipation.

The future holds both opportunities and challenges.
With almost 100 years in business, adapting to change
is ingrained in our culture, and we are committed to
not just adapting but thriving as our industry

continues to evolve.

oy f

Paul M. Barbas
President and Chief Executive Officer
March 1, 2007

Annual Highlights

4% Dividend Increase, Stock Buyback

DPL is committed to delivering long-term value
and a competitive return to shareholders.

To this end, DPL increased its common dividend
4% in February of 2006 and again in February
of 2007. The Company also completed a

$400 million stock buyback program.

Debt Rating Upgrades

Moody's, Standard & Poor's and Fitch all

now raie DPL debt investment grade. This reflects
both the Company’s strengthened balance sheet,
including debt reduction of $450 miillion that
occurred in 2005, and its stable outlook.

Operational Performance
DPL centinued to deliver quality customer

~service to its more than 500,000 retail customers

by meeting and exceeding all reliability standards
established by the Public Utilities Commission

of Ohio. At the same time, our 2,500 megawatts of
base lead generation produced the highest output
and achieved the second best efficiency rating

in Company history.

Rate Stabilization Plan — Year 1

DPLs five-year rate stabilization plan provides
customers and shareholders with a predictable
and phased-in recovery of fuel and environmental
expenses, The first phase of the plan was
implemented in 2006, allowing the Company to
recover approximately $65 million in additional net
revenue. Generation rates will increase another
5.4% for each of the next four years (2007-2010}
to recover environmental investments.

$151.2 Million from Peaking Plant Sales

After a thorough review of its generation portfolio,
DPL. announced an agreement to sell two peak-
ing sites, Darby Station and Greenville Station, for
$151.2 million in cash. The transactions align our
generation capacity with our generation needs
while supplying cash for debt reduction and the
funding of environmental investments.

New Chairman & Chief Executive Officer

As the Company completed a number of positive
steps to sharpen its strategic focus, Robert Biggs
stepped down as Executive Chairman. Glenn
Harder, a Director since 2004, was elected Nen-
Executive Chairman while Mr. Biggs remains on
the Boarg of Directors. To complete the transition,
Paul Barbas joined DPL as President and Chief
Executive Officer, bringing valuable operaticnal and
strategic experience in both regulated and
unregulated businesses.
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DPL base load coal plants achieved their second
best heat rate in the past 10 years. Heat rate, an
efficiency measure, tracks the amount of electricity




Cost:Competitive

@PL‘S base load generation portfolio consists

of 2,500 megawatts of coal-fired generation,

It is the workhorse of the DPL system. Combined,
the seven plants produced 97% of 20086 total

output and turned in another strong operational year.

Notable base load achievements included:

The highest output in Company history.

The second best equivalent availability in
the past 10 years. In other words, the plants
had a good year by being available to run
when needed.

And, the second best efficiency rating in
the past 10 years.

These results were made possible by ongoing
investments in plant performance - both in terms
of equipment and people.

At the 600-megawatt Killen Station, DPL installed a
new distributed control system (DCS) to allow

its plant operators to strengthen both availability and
efficiency. As important as the new technology,

the Company also installed a DCS simulator to train
its operators on how best to use the new system to
maximize plant performance.

At Stuart Station, DPL equipped Unit #1 with a new
dense pack turbine. The design of the dense pack
allows the turbine lo convert more steam into electricity,
increasing the unit's efficiency and lowering fuel

costs. Now, all four units at the 2,400-megawatt station
have dense pack turbines, strengthening the plant’s
ability to remain cost competitive.

With the mild weather that occurred in 2006, DPL
sold its excess energy into the PJM wholesate market.
Compared to 2005, wholesale sales were up 34%

for the year, helping DPL hit thenhigh end of its 2006
earnings targets.

Left: Work is pragressing on DPL's environmental
investment in flue gas desulfurization (FGD)} equipment,
more commonly called scrubbers. The FGD system

will produce cleaner air while supporting our efforts to
meet environmental regulations.



IDeliveringlPowers
to)5007000]Customers;

Belivering reliable service to our customiers and
providing shareholders with a steady stream of income
and cash flow is the touchstone of DPL's regulated
transmission and distribution business {DP&L).

Sharply focused on retiability, DP&L once again met or
exceeded reliability standards set by the Public Utilities
Commission of Ohio (PUCQO) and consistently complied
with regularly-scheduled PUCQO audits. The Company
alsc earned a 100% reliability compliance rating in an
audit of its planning and operational standards performed
by ReliabilityFirst Corporation, the North American
Electric Reliability Council region for DPAL.

This steadfast performance is made possible by a

team committed to continuous improvement. During
2008, DP&L union and management employees
worked together to design and implement a new “all-call”
system to reward employees for prompt response
during severe weather emergencies. “All-call” results
have been outstanding.

In addition, the Company continuously invests in the
reliability of its more than 16,000 miles of transmission
and distribution lines. DP&L recently built three

new substations to strengthen reliability and serve

the growing areas of the Dayton region.

These types of efforts, combined with extensive
planning, paid off during the summer as the area was
hit with several intense heat waves. The system
performed exceptionally weil even as it approached
peak loads for the second year in a row.

Beyond reliability, communication with customers

is a critical component of quality customer service. To
strengthen performance, DP&L restructured its call
center, Employees are now organized into teams, with
union employees taking an active leadership role.

We are also working to meet the needs of an increasingly
diverse customer base by adding several Spanish-
speaking customer service representatives.

Ongoing investrment, continuous improvement and
adapting to customer needs - these are just a few of the
ways that DP&L employees are working around the
ciock to deliver.

Dayton Power and Light (ODP&L), a regulated electric

utility, serves more than 500,000 customers in West Cenlral
Ohio and provides sharehoiders with a solid foundation

of income and cash flow.
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SupportinglOurCommunityj o) e ey oo i, o) At AEgs,
Electricliinedfechniciandwerelpalodibelunion/management

As a business, DPL recognizes that its success is CEpElTh CUmRES (e (Reresed cRplaEs Cemby s

directly tied to the success of West Central Chio. 1 G UntRes) Weayy SH3B ey EcapEmand

DPL and its 1,500 employees have a long-stancing oraplarelalielCalecoutsguedactyigcenieiiace

tradition of supporting Dayton and the possibiglinfpardbylineloggoinglsupportiogineltniiealvayy

surrounding communities, both through financial Geo EFEL analoug

initiatives and volunteer activities.

In 1985, the Company established the Dayton
Power and Light Company Foundation as a means
to enhance the quality of life in the communities it
serves. in addition, DPL provides corporate sup-
port o a number of organizations, including those
that promote regional economic development.

Together, DPL and the DP&L Foundation annually

donate more than $1 miltion. /—\ = =T . e by 4T -
> £y ’ ; ) ! 2 P
The efforts of the Company £ ' v LR LAY s E S

- - — q Lt R h a -
g ) \\ > 17 e, . Sl ¥ Triiinas 4Bl B

and the Foundation were
honored by the Ohio Arts
Council with the 2007
Governor's Award for
Business Support of the
Arts. Winners in six cat-
egories were selected from 63
organizations located throughout the state.

As one letter in support of DPL's nomination stated:

“The Dayion Power and Light Company has Eodiarelibaniiblvea s¥oudenplovessthavelactivellpaticipated]
marked itself as a leader by spending the time and ialibelannuallitiamivaliebivedeieantiol

making the commitment to be a real partner in the eicturedfarelscolArentsentoldihal@ompany stknviconmentay
cngoing conversation about the value of the arts in . Managemenieamlandfanlo: gauizedoliheleventd

empowering the community.” FandlempioyeesiMardiiicheliliiciilanolioAnnelFal(night)8
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United States Se’curiti:es and Exchange Commission Washington, D.C. 20549

Fbrm 10-K :

(X) Annual Report 'pursua;mt to Section 13 or 15(d) of the Securities, Exchange Act of 1934
For the fiscal year ended December 31, 2006

or , | r

( ) Transition Report puréuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period frc;)m to -

f
i

Commission ' | Registrant, $tate of Incorporation, I.R.S. Employer
File Number i Address and Telephone Number Identification No.
1-9052 ’ DPL Inc. : 31-1163136

* (An Ohio Corporation)
. 1065 Woodman Drive, Dayton, Chio 45432
| 937-224-6000

|
t
i

1-2385 ‘ I‘ The Dayton Power and Light Company 31-0258470
i {An Ohio Corporation) )
r 1065 Woodman Drive, Dayton Ohro 45432
' 937 224-8000

Each of the followrng classes or series of securities registered pursuant to Section 12 (b) of the
Act is registered on "the New York Stock Exchange:

Registrant I Description

DPL Inc. - r Comman Stock, $0. 01 par value and Preferred Share Purchase Rights

The Dayton Powér l None
and Light Company !

nt to Section 12(g) of the Act: None

m -

Securrtres registered pursu:

DPL Inc.

e —— A
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Ind|cate by check markllf each registrant is a ‘well- knewn seasoned |§suer aslddtir’tédunh[ﬂ‘e 405 gf the Securities Act.“ y

DPL Inc. | : Yes __gk No_“ .. o

The Dayton Power andl Light Company Yes ___ T No ¢ M AP /007 o
lndicate’ by check markiif each registrant is not requnfed to file reports pursuant to Sectton 13'or Séction 15(d) of

the Exchange Act. ; : -10886. _
OPLInc. ' ’ Yes__ T T Nolygm o
The Dayton Power and Light Company . - Yes No_v ..

1 <.

S .

Indlcate by check mark whether each registrant (1) has filed all reports, required to'be frled by Section 13 or 15(d) of ,.

+ the Securities Exchange Act of 1934 during-the preceding 12 months (or for such shortet period that the reglstrant was

required to file such rep'crts) and (2) has been subject to such filing requirements for the past 90 days

DPL Inc. 4 | Yes _¢ No . o

Yes v No
'_. . ] =, - -‘_\:

The Dayton Pc?wer anr}I Light Company

1

J .
Indicate by check mark if d:sclosure of delinquent filers' purslant to ltem 405 of Regulation SK is, not contained herem

BIR] P

I
and will not be contamed to the best of each registrant’s knowledge, in definitive proxy or mfcrmatron statements mcorporated

, t. ", ' [ERA ‘f" - :5-.’.- :h LS L +

by reference i in. Part i of this Form 10-K or any amendment to this Form 10:K. ) e IPRRSRY
.DPL Inc. ) v . ) -

The Dayton Power and nght Company (4 . LT -d N |
.ty , ' . o Lt ' . . . ‘.f- i_. .' tr
Indicate by check mark whether the registrant is a Iarge accelerated filer, an accelerated filer, cr"a non-accelerated filér, i
See definition of accelerated filer.and Iarge accelerated fiter” in Ftule 12b 2 of the Exchange Act - L

N

Large accelerated filer Accelerated.fller + -~ Non-accelerated filer
-DPL Inc. - . v ¢ . . - Lt
The‘Dayt_on Power and nght COmpany [ R v v
Indicate by check mark whether each registrant is a shell company (as defined in Rule 12b 2 of the Exchange Act )
DPL Inc, . °, ! Yes No _v ; -
Thé Dayton Power anld Light Company’ Yes ' "No_v LI L R
| . B

The  aggregate rnarket value of DPL Inc.’s common stock held by non- afﬂllates of DPL Inc as of June SO 2006

was approxumately $3 1 billion based on & clos:ng sale pnce "of $28. 80 on that date as reported onthe”

New York-Stock Exchange All of the common stock of The Dayton Power and nght Company is owned by

DPL Inc. As of February 22, 2007, each registrant had the following shares of common stock outstandrng, -

PO

. [P S
r . N

Shares Outst'a'nding '

Registrant ' . Description
DPL Inc. ' ‘ e . Common Stock, $0.01, par value _ 113,101,211 3

' ] ] and Preferred Share Purchase nghts X : -
The Dayton Power Common Stock ) ©7 41172173
ang.l Light Company o ;

Yeuf ’ ] ri i { T
This ccmblned Form 10-K is separately filed by DPL Inc. and The Dayton Power. and Light Company '
Information contalned herein relating to any individual registrant is filed by such regtstrant on its own behalf
Each registrant makes'no representation as to information relating 1o a registrant other than itself,
Documents’ Incor'porated:by Reference
Portions of DPL's deflnltlve proxy statement for its 2007 Annual Meeting of Shareholders are incorporated
by reference in Part Il of this Form 10-K. '
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Part | ;

Iltem 1 Business‘ ‘ ' . ~ o S RS
- By soa L s e oLt '

This report lncludes the oombrned filing of DPL Inc.” Orgamzatlon . ) ..'; Sy
(DPL) and The D“Vt"“ Power and Light Company DPL Inc. (DPL) i isa drversrfred reglortral energy com- Il
(DP&L). DP&L is the principal subsidiary of DPL pro- ‘pany organized |n 1985 under the laws of Ohio: Our &
viding approxmatelyl 99% of DPL's total consolidated . .- executive offices aré-located at'1065 Woodrman Dnve. |
revenue and approxrmately 86% of DPL's totai con-. | Dayton Ohio 45432 = telephone (937) 224 eooo
solidated asset baseI Throughout th|s reporttheterms- . . ppps: pr|nCtpa| subsmrary is. The Dayton Power |
we, us, our and ours are used to-refer to both DPL and .and Light Company (DP&L) DP&L is a-public utlllty J .
DP&L respectlvely and altogether unless the context . |ncorporated in 1911 under the laws of Oh|o 'DP&L
indicates otherwrse D'SCUSS'O”S or areas of this report’  ggg electricity to residential, commercial, mdustnal 1
that apply only to DPL or DP&L will clearly be noted “and governmental customers in.a 8, 000 square mile-
in the section. Hrstoncally, DPL and DP&L have.filed - area of West Central- Ohro Electncrty for DP&L‘s! 24-
‘separate SEC frlrngs Begrnnrng with thts report and i in county service aféa is prlmanly generated- at eight-
the future, DPL Inc. land The: Dan" Power and Light  coa1-fired power plants and is distributed to, morg than
Company Wil filg combined SEC f eports on‘an‘interim 500 000 relall customers DP&L also purchases retall

_ and.annual basis. J R ’ : peak Ioad requtrements from DPL Energy LLC (DPLE

. o ' oLt . ‘one: of DPL‘s wholly owned subsrdlanes) Pl’lnClpal

i e 5 3o
Website Access To Fteports ) wied mdustrtes served |nclude automotwe food process-

l
DPL Inc. and The D:ayton Power and nght Company _ 1ng paper, plasttc manufacturtng and defense DP&L’ !
frle current, annual and quarterly‘reports proxy state- . sales reflect the general economrc condltlons and
ment and other |nformatron requrred by the Securltles seasonal weather patterns of the area DP&L sells any !
Exchange Act of 1934, as amended with the Secuntres excess energy and capaorty rnto the wholesale market l -
and Exchange Comlrntssron (SEC) You may read and DPUs other srgnlftcant subsidiaries (aII of wh|ch . 1
copy any document we file at the SEC's publrc refer- are’ wholly owned) inciude DPLE,.which engages tn ther'
ence room looated at 100 F Street;N.E:, Washington, . operation of peaking generatlng facilities; DPL Energy &
DC. 20549, USA Please call the SEC at (800) SEC- Resources, Inc. (DPLEH) which sells retarl electrrc ) ,l
. 0330 for further |nfdrmatton on the publtc reference energy under contract to ma|or industrial and commer 4.
rooms, Our SEC frlrngs are also avarlable to the, pUb|IC C|al customers ln West Central Oh|o MVE Inc WhICh l ;
from the SECs web sute at http Ihwww.sec. gov. : was pnmanly responsrble Tfor the management of our l -

. Our public |nternet sate is http Jwww. dpllnc com. f|nan0|al asset portfollo and Mlamr Valleyllnsurance D

] .
We make- a\rallableI free of .Charge, through our internet _Company (MVIC) WhICh is our captrve msurance com-

1 .
site, our annual replorts on Form 10K, quarterly reports pany that provrdes msurance sources to us and our -

—— T"Tw

on Form 10~O current reports on Form 8-K,.and’ Forms sub5|dtar|es i 1
_:3,4and5 flled on behalf of.our directors and execu- DP&L has one srgnrflcant subsrdrary, DPL Flnance‘i
tive officers and amendments to those reports filed or Company lnc whroh is wholly owned and provrdes 1
.. furnished pursuant to'the Securities Exchange Act of financing to DPL., DP&L'and other afflllated cornpanles' ’
; 1934, as amended as $oon as reasonably practicable ~ + DPL and.DP&L conduct their prrnC|pal busrness |nf
L after we electronrcally file such material with, or furnrsh one business segment - Eleciric.
it to, the SEC. . | - . . Under the recently enacted’ Public Utility Holdlng
In additian, our public internet site includes - 'Company Act of. 2005, the Federal Energy Ftegulatory
other itemns |relatecl to corporate governance matters, . Commission (FERC) requires that utility holdrng compa-
|nclud|ng among cther thtngs our governance guide- nies comply W|th cernain- accountlng record retenhon ! .
lines; charters of vanous comrnlttees of the Board of and filing requrrements DPL belleves it ts exempt from

Drrectors and our code of business conduct and ethics these requirements because DP&L's operatrons are :
K appl;cable 10 all employees officers and directors. You confined to a smgle state -On Jahuary 31, 2006 DPLf| & "
may obtarnlcopres of these documents, free of charge, - filed a FERC 658 Walver Notification’ wrth the FEFlC ]l
by sendtng a request in wrmng to DPL Investor requestrng -that the FERC approve: DPL's waiver and ;
Relations; 1065 Woodrnan Drive, Dayton, Ohio 45432, avoid FERC regulation. - ™ ! N P
3
!

V . . . .
r B f

- .

. il

R,

1

}

|

i

' . ) DPLInc 45
. . N

-]



. to the sales. . l

DPL Inc.

-

DPL, DP&L and |ts subsrdrarles employed 1 452 persons as of January 31 2007 of whrch 1 203 were

full-time employees and 249 \ivere part-time. employees

Significant Developments '

Credit Rating Upgrades l

~In early 2007 and during 2008, our rating agencies upgraded our corporate credit and debt ratings:

1 ! .

- —— A —

|
‘
L. . j
e . L
1
i
|

Peaking Unit Sales * ' t ‘ -

. 'In connection with DPLEs (subsrdrary of DPL}) decrsron

to sell the Greenville Station and Darby Station electric
peaking generatron facrlltles DPL concluded that an

. impairment charge for 1he Gretenvrlle Station and Darby

Station assets was requrred Durrng the fourth quarter
of 2006, DPL recorded a$7 0 mllllon |mparrment

_ charge to record the wrlte down of the assets to

fair market value and other assocrated costs related

<

-

Pollution Control Bonds

On September 13 2006 the Ohro Air Oualrty
Development Authorltyl(OAODA) |ssued $1OO million
of 4.80% fixed interest rate OAODA Revenue Bonds
2006 Series A due September ‘1 2036. In turn, DP&L
then borrowed these funds from the OAODA DP&L

is usrng the proceeds from this’ borrowrng to assist

in financing its portion of the costs of acquiring, con-
structing and installing « certaln 1solld waste disposal
and air quality facilities’ at Mraml Fort, Killeh and Stuart
Generatlng Statlons Y

The following table outlines the rating of each company and the date of the upgrade ’ : A ‘

. N | L . 1

| l . . ] ) |
‘, , DPL " DPEL Date ;

- - ; OO !
Fitch Ratings S T - |BBB A April 2006 .
Moody’s Investors Servrce t : ' Baa3 .| A3 « .. | June 2006 i i ;
“Standard & Poor’s Corp ‘ BBB- BBB+ February 2007 :

( i
1

]
Sha.re_' ﬁepurohase pf DPL's Common St‘ock_ t
On July 27, 2005, I?PL’s Board authorized the repur-i
chase of up to $400 million of common stock from time,
to time in the open market or through private transac- |
tlons DPL completed this share repurchase program '
through a serres ‘of open market purchases on August
21, 2008. This resulted in 14.9 million shares being

I
) repurchased at an average price of $26.91 per share'_ {
and a total cost of $400 million. These shares are ' I

|

currently held as t.reasury‘ shares at DPL Inc. . I

Increase rn Drvrdends on DPl's Common Stock

On February 1, 2007 DPL's Board of Dlrectors N
announced that it had raised the quarterly dividend
to $0.26 per share payable March 1, 2007 to commen
shareholders of record on February 14, 2007. Thig
|ncrease results in an annualrzed drvrdend rate of

!
$1 04 per share ora 4% increase. :
]




Electric Sales and|Revenues -

l
Electnc Operatlons and Fuel Supply
2006 Summer Generatmg Capaclty

i

1 B . . . o ]

| : _DPLInc. . ‘vl ... . . oraLla o

by T T2005 2004 - 2006, 2005 | . 2004 i

Electric Sales (rmu.ons of kWh) o : SR ETTRR omaia |

) Fiesndentual . ‘ . 5218 5520 5140 . . 5218 ' 5520 ' ++ 5,140 |

. Commercial = 3,835 3,901 (. 3777 - 3,8351+ ° 3,901 .37y

Industrial 1 4,286 -4,332 "4,393| :o-, 4,286 ... 43320 . 4393/

Other retail. ! 1,428 1,437 | 1,407 1,428 1437174 11,407 |

Total retail . | _ - 14,767 15,180 | . 14,717 14,767 | 15,190(.. 14,717 *

Wholesale' | : 3,651 2,716 3748 ° 3,651 . .2716l:n 3,748 ;

Total ! | 18,418 .17906| . 18465| . 18,418{  17.906|  ,18.465|

| . " ; }

Operating Revenues ($ in thousands) Ch - . P S i

Residential | . . $890514| S 478,226 $ 449,411| §$, 490,514 | $ - 4787226 'S -449:411 I =

Commercial b . 300 908 | . 276, 157 | . 267.831 278,082 -’ 247,912 | 239 952} *

industrial - L .7 . 7240,450 i 220,453| . 223335 " 130,119|  126,506| " 128,059 |

Other retal ] - 88{307 81, 716 80,370 . 88,203 .B1, 877 . 80623 Ir

~ Qther mlscellaneous revenues < 174 10069 15,863 A1,215 . 10, 317 s 15 914 i

- Total rétail | 1,131,353 1,066,621 1,036,810 998,133 | . 944,838 913959 } o

Wholesale I A74,1140 133,283 135,129 " 309,885 T 257,632 '_ 26Q,341 }

RTO ancillary revenues . - TT23[ T 74419 - 0 17,908 L7723 . 74419 - 179051

Other revenues, net of fuel costs 10,821 10,586 10,054 P [OPRI S s - {

Jotab P | . $1-,393,519 $1,284,909| $1,199,988 ':$1,385,249 '$1.2?6.889 :$1;192,205 f

Electrlc Customers!at End of Perlod LN - SRR l

Headentlal 1 ~ . 457,054 © 456,146 453,653 | . 457 054 | , 456,146| -~ 45:_3,653';
Commercial ) ©+ 49,284 48,853 . 48,72 49 284 48,853 48172|{.-

Industrial,’ | - 1,822' i 1.33?‘ 1,851 |- 1822 1,837 v 1;8'51 |
Other yoe, T 6,349 6,304 - 6,337 6,349 6,304 ~ 6,337 ' ‘

Total | - 1 =" . 514,509 513,140 510,013| 514,509 | ;5,13,140 - 51'0.'01’3g

{ I L . - ' - .

(a) DP&L se.'Is power ro DPLEH (a subs.'d.'ary of DPL) These sales are c.'assmed as wholesale on DP&LS financiai staremenrs and " |

retarl sales for DF‘L The'k% vofumes conram’ ah' vofumes dlsmbu{ed on the DP&L systerm which include’ rhe retail sales by DPLER 'II' ' l

The sales for resa.'e vo-'umes are omitted to avord ‘duplicate repornng . : i e T “" <

LY .- - LRl e e

. balance of approanately 1,549 MW or 35% consmts

of combustlon turbme and diesel peaking units.. ¢
DP&L’s present summer generatlng capacny

) ] " Peaking.

Amounts in MWs Coal Fired -+ Units” <+ " Total |

DPL |- J - 2860 | 1,549 4.409! ;
" DP&L o e 2,860 435 "3,295|

(a) Amounts mcIude 630 MW of peakmg capac};y refatmg o me Darby and Greenwue sranons B a !

thar DPL enrered into abreemen:s to seff durmg the fourth quarrer of 2006 ’ ‘ I‘

.. [ A

DPLs present summer generating capacity includ- = Combustion.;urbin'e output is dependent on'.. fe

ing Peaking Unrts is apprommately 4,409 MW, Of-this " -ambient conditions and is higher in-the winter. than I

capacity, appmxumately 2, 860 MW or B85% is denved in the.summer..Our all-time net peak load was 3,243 |

frorn coal- flred stearn generatmg statlons and the «MW, occurring July 25, 2005, - . - -

‘ing capacity is-provided by certain units owned as
tenants in commort with (Duke Energy) The Cmc:nnan

1
i
)
: |nclud|ng Peakung| Units, is approxumateiy 3,295 MW T . Gas & Electric Company (CG&E)or its subS|dJary ,
i

. Of this capacity, apprommately 2,860 MW or 87% is Union Heat, Light & Power:and (AEP) Co1umbus

" derived from coallfired steam generating statlons 5 »+ Southern Power Company (CSP).-As tenants in com-
and the balance c?f approxqmately 435 MW or 13% con- .mon, each company owns a specified undnnded share
sists of combustlon turblne and diesel peakmg units. of each of these units, is entitled to its share of capacT

" !
|

oPL-nc.

Approximately 87% of the existing steam generat-- _

7

R B i i l";-;j,,;
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]
\

|

i

ity and energy output, .and has a capital and operating cost responsibility proportionate to its ownership share. E
i

DP&L's remaining steam generaimg capacity {approximately 365 MW) is derived from a generating station owned
solely by DP&L. Additionally, DP&L CG&E and CSP own as tenants in common, 884 circuit miles of 345,000~ volt |

- ;
transmission lines. DP&L has several interconnections with other companies for the purchase, sale and inter- |

change of eleciricity.

|
In 2008, we generated 99?6 of our electric output from coal-fired units and 1% from oil and natural gas-fired umts

“The following table sets forth DP&L’s and DPLE's generatlng stations and, where indicated, those stations which i |

DP&L owns as tenants in common

E

Approximate Summer

I

' _ MW Rating -
" Station ’ 1| Ownership* Operating Company Location DPL Portion - Totatl ;

1
Coal Units ! i
Hutchings | W DP3L Miamisburg, OH “385] ° 385
Killen ‘ \ C DP&L . Wrightsvilte, OH 412 , 615 |}
Stuart | N c DP&L " Aberdeen, OH 836 2,388 '|
Caonesville - Unit 4 r o C csP -Conesville,' OH 128 780 [
Beckjord - Unit 6 o C CG&E New Richmond, OH 207 AN
Miami Fort — Units 7 & 8- t Cc CG&E North Bend, OH 360 1,000 !
East Bend - Unit 2 - l Cc CG&E " Rabbit Hash, KY 186 600 | .
© Zimmer C CG&E " Moscow, OH 365 1,300 | !
v : . r
Combustion Turbines or Dlesel : !
Hutchings . _ boow, DP&L Miamisburg, OH 23 | 23 |1
Yankee Street C I W " DP&L "Centerville, O ~ ’ 107 107 !
Monumenit A W DP&L Dayton, OH y .12 , 129,
Tait Diesels ! W DP&L . Dayton, OH ' 10 0]
Sidney ' w DP&L . Sidney, OH 12 12|
Tait Units 1-3 Y DP&L Moraine, OH 256 256 | |
Killen C DP&L Wrightsville, OH 12 18 |
Stuart o boc DP&L ,Aberdeen, OH 3 10|}
Greenville Units 1-4 (@) POW DPLE ‘Greenwille, OH - - . 192 192 |
Darby Station Units 1-6 @) | w DPLE Darby, OH _ 438 438 | 1
Montpelier Units 1-4 | W DPLE Montpelier, IN ) 192 192 1|
Tait Units 4-7 ‘ | W DPLE Moraine, OH 292 | - 292
Total approximate summer generating capacity 4,409 9,024 | |

. |
* W= Wholly-Owned  C = Commonly-Owned

. . - i
‘ 1

{a) Amounts include 630 MW of peaking capacity relating to the Darby and Greenvilte stations that DPL entered ! I
1

into agreements {0 self during the fourth =quar!er of 2006.
|

. . i .
We have substantially all of the total expected coal vaol-
ume needed to meet our refail and firm wholesale sales
requirements for 2007 under contract. The majority of
our contracted coal is purchased at fixed prices. Some
contracts provide for periodic agjustments and some
are priced based on market indices. Substantially
all contracts have features that limit price escalations
in any given year. Our sulfur dio%(ide (SO2) allowance
consumption will be reduced in 2007 due to instal-

Jation of emission control équipment at a portion of

the Companies’ SC» generationifacilities. We do not
expect to purchase SOz allowances for 2007. The
exact consumption of SO» allowances will depend on

i

DPL tnc.

_market prices for power, availability of our generating ' |
* units, the timing of FGD (flu gas desulfurization) com-

I
pletion and the actual sulfur content of the coal burned.

We do not plan to purchase any nitrogen oxide (NOx) '
allowances for 2007.

The average cost of fuel used per kilowatt-hour (kWh)
was as faliows:

Average Cost of Fuel Used (¢/kWh)

_ 2006 2005 2004
DPL _ . 2.00 193] 156
DPAL , 1.94 1.84 1.53
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- Seasonality . . 3
The power- generatron and delivery business is sea-
"'sonal- and weather platterns havé a ‘material impact on '
operattng performance In the reglon “sérved by our .

subsrd:arles |demand for electrlcﬁy is generally greater :

" in'the summer months associated with- 000I|ng and
in the winter months assodidted with hedting as com
pared to other tnmes of the year, Hrstoncally the: power
generatton and detrvery operatlons of our subsidiar-
“ies have’ generated Iess revenue “and i income when

. weather condlttons are'warmer in the winter: and &ooler
tn the ‘summier, . | - R Y

S
Wi . i -
' Rate Flegulatlon and Government Leg|slat|on

DP&L’s sales to: retatl customers are, sub;ect to'rate
: regulation’ by the Publrc Utrhtres Commission of Ohio
(PUCO) DP&L’s transmission. and wholesale electrlc
,rates to munlcrpal corporatlons rural electric co- opera-
. tives and, other dtstrtbutors of electrlc .energy are sub-
ject to regulatton by the Federal, Energy‘ReguIatory
Commtssron (FERC) under—the Federal Power Act.
Ohto la\;v estab1llshes the: process for-determining
rates charged Dy publlc Ulllltles :Regulation of rates
encompasses the tlmlng of. appltcatlons the eﬁecuve
irdate.of rate |ncreases ‘the cost basis upon: WhICh the
- rates are based and other re!ated matters..Ghio law

~

. ;ralso establlshed th‘e Offlce of: the Ohlo Consumers

Counsel (OCC) whtch has the -authority to represent

.+~ residential con3umers in; state and federal judicial and

admrnlstratlve rate proceedlngs T Ve o

s+ -:0Ohio Iegls!atronlextends the: Jurusdrctron of the
PUCO 10 the records and accounts.of certain publlc
ut|I|ty holdlng company systems mcludang DPL -The
Ieglslat|on extends the PUCOs supewlsory powers o
& holding: company system's, general condition and -
capltalrzatlon among other matters,.to the extent that

' they relate to the c'osts assocrated with the provision *

of public utlltty servrce Based ‘on exrstlng PUCO" ‘and

FERC authorlzatlon regulatory assets and liabilities are

recorded on the Clonsohdated Balance Sheets See. -
Note 3 of Notes to Consolldated Flnanclal Statements

|
Competltlon and Regulatlon

ME t‘w vy A »t _;nr‘-t O S Lot

Ohio Retarl’ Fr‘ates o Sieay. e

;

s

o

~Since January 2001 DP&L‘s electric, customers have
- been permiitted: to¥choose therr retail electric genera-
T tion suppller DP&L continues to have.the exclusive
right to provide’ delrvery service in.its: state.certified -
Aerritory. The PUCO maintains |ur|sd|ct|on ovenDP&L’
delivery:; of electrlc:ty the-standard, offer supply service
. that customers recetve if - they.do.not choose an alter-
- natlve retail eIectrtcrty supplter and over other rates

L

S

) effectlve January 1, 2006 to recover. cost’ |ncreases

I T

I
N

"

. S
-and,charges associated with the market development 2
- period that began January 2001. . : J
- 12003, the PUCO approved a St|pulat|on exe— P
cuted by DP&L and: other partles ‘that extended the': i l
=market development period through the end of 2005 SEs
and included provisions that generatton rates may ; e

be modn‘red asof January 1, 2006 by.up to 11% of ) ‘Jt
l

e

generatron rates to. reflect mcreased -costs assomated Y

-with, fuel, environmental compllance taxes; regulatory
changes and secunty measures. In 2006, the Ohlo r
Supreme Court affirméd the: PUCOS Order approvrng
“w the Stipulation. © - - T O
” On-April 4,-2005, DP&L. filed a request at the | f

PUCO to |mptement a new ratestabilization- surcharge

Vs

——— e -d.—l-—-a»—d‘—r—'—h_:.-.q\.-_ —re e e i

Tt

' assocrated with envlronmental capltal retated opera-
. tions and maintenance costs and fuel expenses. On
- November 3, 2005 DP&L entered inte a settlement
agreement that extended DP&L’s: rate’ stablltzat|on i
e pertod through December 31, 2010 During this tlme
DP&L will continue to provtde retail-electric. service at
& fixed rates.with the ability'to’ recover, mcreased fuel and
* environmental costs. through surcharges and r:ders o

Specifically, the’ agreement providesfor: 3 ., L t

. 'm A rate stablllzatton surcharge equal to’ 11% of gen- Ls-
|
eratton rates beglnmng January 1\ 2006 and contlnumg
through December 2010 Based on 2004 sales, thts (.
) rlder lS expected to result |n approxrmatety $65 mrllron E
Tt grie

in‘net revenues pér year.” . d T I

-8 A new envrronmental mvestment rtder to begln ) !_ - .f .
January 1, 2007 equal to 5. 4% of generatron rates,: wnth i
|ncrementa| |ncreases equa! o 5 4% each year through )
2010 Based on 2004 sales thls r|der is expected to
result in approxrmately $35 mtltlon |n annual net rev-

1 enuss beglnntng January 2007 growrng to approxr-
mately $14o riliion by: 2010 ‘_j‘,,f-

L) An |ncrease to the resrdenual generatlon dlscount
from January 1, 2006 through December 31 2008
.Wthh is expected to result in a revenue decrease. :

-of approxrmately $7 ml||I0l‘t per year for three years "

based on, 2004 ‘sales. :The residential dlscount |s a0

accounted for in the $65 m||l|on net revenue stated
,' above and wrll exptre on December 31 2008

t.t—.

—— e

: CT
. On December 28, 20055:the PUCO adopted the. settle1
- ment with’ certaln mod:flcauons (RSS Stlpulatlon) S

aThe PUCO ruted that the envrronmental rlder wrll be
e bypassable by all customers. wha take servrce from
alternate generatuon suppliers. Thus, futlre addtttonal'
revenues are dependent upon- actual’ sales and lev—
elstof customer switching. Appltcatlons for. rehearrng P
werg denred and the case was appealed to the OChio -

i

e B

N

r
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1

Supreme Court by the'Ohio Consumers’ Counsel on
“April 21, 2006. The Company cannot predict whether
the Ohio Supreme Court will affirm the PUCO's approv-
"al of the RSS Stipulation, affirm it in pait subject to’
- modifications, or reject it. An oral argument has been
set for April 17, 2007. |

Consistent with the RSS Stipulation approved by
the PUCO and prior orders, DP&L made a tariff filing
to implement the environmental investment rider begin-
ning January 1, 2007, which was approved by the
PUCO in November 2006. | 1

In 2005, DP&L made a tariff filing to recover prew-
ously deferred costs associated with administrative
fees charged to DP&L under PIM's FERC-approved
tariffs. In January 2008, the PUCO approved the recov-

- ery, effective February 1, 2006.I which should result in

approximatety $8.5 million in aldditional revenue per

year for three years and $6.0 million per year thereafter,
‘In March 2006, the PUCO approved the recovery

of costs and carrying costs ass;ociated with billing sys-

" tem changes made to permit DP&L to provide billing

services to Competitive Retail Electric Service (CRES).
providers. These costs had previously been deferred
for later recovery under:a settlement ‘approved in 2004,

. In separate orders issued in September and December

20086, the Ohio Supreme Court affirmed the PUCO
orders approving the settlement and approving the
recovery of costs. ThIS wrll result in approxrmate!y $7
million in additionat annual revenue beginning March
2006 through 2010, !

On September 1, 2005, DP&L requested the "

" PUCQ authority to recover dlstrlbutlon costs assocr- '

ated with storm restoratlon efforts for ice storms that
took place in Decernber 2004 and January 2005. In
February 2006, DP&L frled updated schedules in sup-
port of its appllcatlon On July 12 2006, the PUCO
approved DP&L's filing, al10wrng the Company to _
récover approximately $8.6 mnhon in additional rev-
enues over a two-year period. Spe Note 3 of Notes to
Consolidated Financial S}atemerﬂs.

Chio Competitive Considerations and Proceedings

As of December 31, 2006 four unaﬁlhated marketers
were registered as CRES prowders in DP&L's service
territory. While there has been some customer switch-
ing to date, it represents less than 0.15 percent of
sales in 2006, DPLER, an affiliated company, is also

a registered CRES provider and accounted for 99.8%
of the total kWh supplied by CHES providers within
DP&L's service territory in 2006.1In addition, several
communities in DP&Ls service area have passed ordi-
nances allowing the communities to become govern-

" Policy of 2005. In.that report the Staff makes recom-

ment aggregators for the purpose of offering alternatw
electric generation supplies to their citizens. To date, | '
none of these communities have aggregated their gen-
eration load.. - . s
DP&L agreed to implement a Voluntary Enrollmem
Program (VEP} that would provide customers with an
option to choose a competitive supplier to provide théir
retail generation service should switching not reach .
20% in each customer class. The 20% threshold has
never been reached. In both 2005 and 2006, custom; '
ers who elected to participate in the program were ' |
grouped together and collectively bid out to CRES |
providers. No bids were recelved in either year result-
ing in Zero customer swrtchmg under thé ] program. !
DP&L is required to execute the same process again
in 2007, Future penod effects cannot be determrned at,
this time. : o
In August of 2006, an electric supply contract wuth
Wright Patterson Air'Force Base (WPAFB) expired. ' |
WPAFB is DP&L's single largest retail customer and o
represents approximately 1% of its annual revenues.
In November 2008, WPAFB signed a long-term agree'—f
ment to allow DPLER to supply-competitive generation -

|
|
e

' service to WPAFB th'rough 2010.

.'On February 20, 2003, the PUCO requested com- |
ments from interested stakeholders on the proposed !
rules for the conduct of a competitive bidding process |
that will take place at the end of the rate stabilization : i
period. DP&L submitted comments in March 2003. The'
PUCOQ issued final rules on December 23, 2003. Under .
DP&Ls RSS Stipulation discussed above, these rules .
will not affect DP&L until January 1, 2011. However, | i
the PUCO retains the authority to, at any time, require ; 1
an Ohio electric utility to conduct a competitive bidding !
process to measure the market prtce of competitive |
retarl generatron ‘

Other State Regula tory F'roceedrngs

On August 28, 2006, the Staff of the PUCO issued a
report relating to compliance with the Federal Energy |

mendations to the Commission to implement new rules;
and procedures relating to net metering, customer i
generator interconnection, stand by power, time-of- |
use rates; and renewable energy portfolic standards.
DP&L. among others, filed comments on September ;
18, 2006, and reply comments on October 2, 2006. If ' |
adopted by the Commission, the Staff's recommenda- |
tions may result in new regulatory requirements for

Ohio investor owned utilities related to renewable ener-
gy standards, fuel sources, automated meter infrastruc-
ture, and time differentiated rate options for customers

I




DP&L cannot-'predic't the outcome of this proceeding - rate design for existing facilities DP&L, along with ten

nor the potential‘cost that may be. associated with other transmission: owners;: “fited:i in support.of-PJM's «
any new.regulations that may be adopted. o - -existing rate design, but: other participants; ‘have pro- N
’ R l oo ey L B " posed rate desrgns that-would shift srgnrfrcant costs o |
I Fede.ral Ma“efs : ' e - _DP&L. Due'to compiexrty of:the.issues and the: nimber | -
' Like other: electrrc utrimes and. energy marketers DP&L ofs competing.proposals under.consideration, DP&L b
and,DPLE may sell or purchase electric products . ~-cannot determrne what effect.the final outcome of; thrS "l
on the wholesale malrket DP&L and DPLE compete proceedrng may have on its costs orithe: extent to , ) |
-with other generators, power marketers, privately and which.it may: be able to recoversuchicosts.: . )
municipally-owned-electric utilities, and-rural electric . As'a: member of RJM; the- value.of DPL's genera’- ]
cooperatrves when selling electricity. The ability ¢ of tion capacrty will be affected: by changes imthe: PJM a
"DP&L and- DPLE to seII this-electricity will:depend-on capacrty construct: The.new construct rntroduces a, L
how DP&L's and DPL,Es price, terms-and conditions . new Relrabrllty Pricing: Model (RPM) that wiif: change |
compare to those’of other suppliers. ~ . v 4L . the, way generation- capacrty is-priced and planned .
. 1As part of Ohio's electric. deregutation law, all.of - for.by PJM In- September 2006, DP&L, alongrwrth- L
—"the state's investor- owned utilities are required to joina - imost of the parties relatrng to the case, entered mto a ["
Regicnal Transmrssr?on Organization (RTO). in October -settlement. agreement that generaily retains the RPM i
. 2004, DP&L'fsucces:sfullyintegrated its 1,000 miles of  * 'concept as prOposed by PJM with certain modifica: ]
high-voitage‘transm‘ission:into the PJM interconnection, *.»+tions: The. settiernent was approved by the FERC on j
“LLC: (PJM);,,F!T_O. Tlhe role.of:the RTO is to administer . December 21, 2006 ~The economic-effects of-the: new L ow
an electric rr!iarketpllace and ensure _reliability of the capacity market wrll vary. dependrng on present; and
transmission grid. PdM ensures the reliability of the . . projected market: conditions. .. PR R
; high-vcltage electric' power:system serving 51.million In connection'with DP&L and: ‘other utilities join-" X
people in all'or parts of Delaware; lllinois; Indiana;. - . ing PJM. the FER.C.(ordered utrirtres tor elrminats certarn i
Kentucky Maryland Mrchlgan New Jersey, North . chargesto implement‘transitional paymentS‘ known.’ l

+ Carolina, Ohto Penhsylvanra}rTennessee Vrrgrnra West -~ as Seams Elimination:Charge:Adjustment: (SECA) i
Virginia and the Drstrict of Columbia. PJM coordrnates = effective December 1, 2004:through! March 31, 2006,
and directs the operatlon of the” regrons transmrssrcn subrect to refund Through this proceedrng DP&U ‘
grid, administers the world'slargest competltive whole- . uwas obligated to'pay SECA: charges to other utilitres i
sale eléctricity market and plans.regicnal transmission T butxrecerved a net.benefit-from these transrtional pay-

e e s T e L L
] . NEE . “

o expansion irnprovements to:maintain ‘grid reliability ¢ ments. Several parties’have sought rehearrng of the
-and relieve congestron oot . . FERC orders; which are still ‘pending. The' hearmg was -
- -As a member olf PJM DP&L is subject to charges . heid in May 2006 and-an: rnrtrai decision was. rssued N
+ and costs assocrated with: PJM operations as approved on August 10, 2006 that if upheld by the Commrssrcn
. by the FERC. As drscussed above in connection'with would reduce thé” amount of SECA charges DP&L 'and f

the. recovery of such costs.iri retarltrates these include - ‘other:parties are permrtted to'recover. DP&L among |
significant admrnrstratrve charges Addltionally. PJM's others, have taken' exception ._to thernrtral,decrsron'A |
role in administering the regional transmission grid and .. final Commission order on this'isSue g still pending: 1
planning regional.tr:ansmis’sion expansion improve- ~ We have entered into a srgnn‘rcant number of bi- iateral |
ments results in pe'riodic proposals by PJM and other settlement: agreements with certain parties 10 resolve s -
stakeholderimembers of FUM to,‘the'FERC to allocate the matter, which by’ desrgn will be unaffected by»~ ' l ‘

‘and charge!c‘osts'associated‘.with-«the transmission ¢ +the Commission's'decision to aftirm modify or re]ect ’
system o various entities.operating within PUM includ- the initial decrsron DP&L management believes that 1 e
ing DP&L. DP&L alnd other.interested=parties'have ' appropriate reserves have been established rn the. , :
the right to intervene and offer.counter-proposals. The - event that SECA collections not- resolved by settiement
FERC is currently considering' how to allocate costs are. requrred to'be.refunded: The ultimate outcome of |

“asscciated with new p!annecl transmission facilities. the proceedrng estabilshing SECA rates is. uncertlain ati B
None of these costs were allocated to'DP&L under - this'time. However, based on the amount; of reserves | v i
PIM's orrgrnal frling in the caselbut other parties have established for this item; the results. oi this® proceedrng E |
‘proposed modrfred allocation methods that coutd result = ~are not expected to have- -amaterial adverse effect on ‘
in allocatrons to DP&L The FERC is atso considering ‘DP&L's results of operations.., ce T S

- the justness and reasonableness of PJM's transmission Cn August 8, 2005, the Energy Policy Act of 2005 ' ) |

f
i ) - [
i
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(the 2005 Act} was enacted. This new law encompass-
es several areas including, but not limited to: efectric
reliability, repeal of the Public ‘Utility Holding Company
“Act of 1935, promotion of energy infrastructure,-pres-
ervation of a diverse fuel supply for electricity genera-
tion-and energy efficiency. Also in response to the
"Energy Policy Act of 2005‘,:the: FERC issueda Notice
of Proposed Rulemaking to amend its regulations to
incorporate the. cntena any entlty must satisfy to qualify
‘'to be an Electric Fiel:ablltty Orgamzatton {ERO} that
will propose and enforce reliability standards subject
to-FERC approval. The proposed.rule-also included
related matters on delegating ERO-authority, the cre-
ation of ddvisory bodies and reporting requirements. In
October 2006, the FERC also approved new manda-
tory reliability standards to be effective mid-2007 “with
requirements applying to certain assets and activities
of DP&L and DPL. The new regulations include potenﬁ
tial penalties for failure to comply with these standards.
DPL is currently assessing the compliance plans in
place to comply with similar, but voluntary, reliability
standards administered by the North American Electric
Reliability. Council and believes that it will be in full
compliance with theé new mandatory standards when
they become effective.- . " 1. -
DP&L provides transmission and wholesale elec-
tric service to twelve municipaf customers in its service
territory, which in turn.distribute electricity principally

. within theirincorporated limits.'DP&L also maintains an

~ interconnection agreement with one municipality that
has the capability to generate a portion of its.own ener-

gy requirements. Approximately 1% of total electricity

'sales in 2008 represented saleis to these municipatities.

. N : P
. Environmental Considerations

DPL, DP&L. and our subsidiaries' facilities and opera-
tions are subject to a wide range of environmental
regulations:and laws. In the normal course of business,

-we have investigatory and remedial activities underway

at these facilities to comply, or to determine compli-
ance, with such regulations. We record liabilities for

‘probable estimated. loss in accordance with Statement

of Financial Accounting Standards No.5 (SFAS 5),
“Accounting for Contingencies.i To the extent a proba-
ble loss can only be estimated by reference to a range
of equally probable cutcomes, end no amount within
the range appears to be a better estimate than any
other amount, we accrue for the low end of the range.
Because of uncertainties related to these matters,

. accruals are based-on the best'information available at

. 1 c e
the time. DPL, through its captive insurance subsidiary,
. l

DPL Ing.

A

i
[
P
MVIC, has an actuarial calculated reserve for envi- '
ronmental matters.°We evaluate the potential liability, |
related to probable losses quarterly and may revise our
estimates. Such revisions in the estimates of the poten-

tial liabilities could have a material effect on-our results

. of operations, financial position or cash flows. | !

DP&L's coal-fired units are subject to the acid ra|n
provisions of the Clean Air Act and the NOx and Ozone
Transport rule. All of the S0z and NOx emissions data
submitted to the United States Environmental Protectlon
Agency (USEPA) pursuant to these provisions for 2005
and the first quarter 2006 were recorded and reported
in compliance W|th USEPA regulations. Subsequently;
DP&L detected.a malfunction with its emission monl- _
toring system at one of its generation stations and | i
ultimately determinéd its SO2 and NOx emissions data‘
were under reported DP&L has petitioned the USEPA l
o accept an alternative methodology for calculating |
actual emissions for 2005 and the first quarter 2006. : !
DP&L has sufficient allowances in its general account :
to cover the understatement and is working with the ; i
USEPA to resolve the matter. Management does not '

- believe the ultirn;ate‘resolution of this matter will have ai

material impact on operating results or financial position,

Environmental Regulation and Litigation Related Lo l|

to Air Quaiity ‘ !
. Regulatlon Proceedings Alr . l

In 1990 the federal government amended the Clean Arr
Act (CAA) to further regulate air pollution. Under the |
law, the USEPA sets limits on how much of a pollutant
can be in the air.anywhere in the United States. The .
CAA allows individual states to have stronger pollution | i
controls, but states are not allowed to have weaker pol-
lution controls than those set for the whole country. Th'et
CAA has'a material effect on our operations and such
effects are detailed below with respect to certain pro-i ‘
grams under the CAA. b
On October 27,-2003, the USEPA publlshed final : %

}

|

“rules regarding the equipment replacement provision .

(ERP) of the routine maintenance, repair and replace-
ment {(RMRRY) exclusion of the CAA. Subseguently,
on December 24, 2003, the United States Court of
Appeals for the D.C-Circuit stayed the effective date of
the rule pending its decision on the merits of the
lawsuits filed.by numercus states and environmental
organizations challenging the final rules. As a result | i
of the stay, the Ohio Environmental Protection Agency
{Ohio EPA} delayed its previously announced intent ta!
adopt the RMRR rule. On October 20, 2005, USEPA
proposed to revise the emissions test for existing elec-

[
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{-
i dict the outcome ol thrs rulemakrng or its 1mpact on’’

l
tric generating units.iAt this time, we are unable to
determine the impact of the ERP appeal or the

- outcome:of the proposed emissions. test.

~in. arregullation proceeding’relating to the:same
issue pendlng before the L:Si Supreme Court inthe
Duke Energy case duscussed betow the, USEPA

. 'rssued a proposed rule in October 2005 concernlng ) _

i
the test for measurrng whether modrfrcatrons to”
electnc generatrng unrts should trrgger applrcatron ot

.....

) g
The proposed rule seeks comments on Two drfferent

*hourly. emrssrons test optrons as weII as the USEPAs o

"'current method of measwrng prevrous actual emrs-

sion’levels’ to'projected actual emrssron levels’ after'

[
‘the modrfrcatron A thrrd optton that tests emrssmns
“increase based upon emtssrons per unlt of energy

output is-also avarlable for comment We cannot pre—
current envrronmental Irtrgatron AN

.On December 1?‘ 2003, the USEPA proposed’ the
Interstate Aijr Oualrty Rule (tAOFt) desrgned to reduce

' electrlc utrlrttes The proposed IAOFt focused on states

mctudrng Ohro whose power plant emrssrons are R
betreved to'be’ srgnrfrcantly contrtbutlng to fire partlcle
and ozone pollutron |]n other downwrnd statés'in the
eastern Un|ted States On June 10; 2004 the USEPRA
“isstied a supplemental proposal o the IAQR, now
renamed as the CIean Air Interstate Rule (CAIR) The
final rules were srgned on March 10; 2005 and were
pubhshed onIMay 12 2005 On August 24,'2005 ' the
USEPA proposed addrtronal revrsrons to the CAIF and

initiated reconsrderatron on: one tssue Although we

cannat predrct the outcome ‘of the reconsrderatton pro-
ceedrngs ‘the petitions or the! pendrng !mgatron CAIR
has had and wrlt havle a material effect on our opera-
tions. Phase | of CAIFt rncentrvrzes the mstaliatton of
flue gas: desulfurrzauon (FGD) equmment and Gontinual
operatron ‘of the currently mstalled Selectrve Catalytrc
Reduction. equrpment Asa result DP&L |s proceedrng

© with the lnstallatlon of FGD’ equrpment ‘at various

]
- LI

R }r'

generating unlts '
on January 30, t2004 the USEPA publlshed rts

" proposal to restrlct mercury and other air toxics from

- eoal-fired and orI flred utrlrty plants The final Clean Air *

Mercury Ftule (CAMFt) was S|gned March 15, 2005

and was. publtshed on May 18 '2008. The. ftnat rules .

will have a materral effect én our operatrons We antrcr-' o
i petrtrons for reconsrderatlon “Thé"Ohid EPA" will’ havet

pate that the FGD equrpment bemg installed to meet
the requrrements of (EAIR may ‘Be adequate 10 meet
the Phase | requrrements of CAMR eftectrve January 1,

3.

“needed to meet the Phase It requrrements of. CAMR

.proceedings on‘one or.more issues. We cannot predrct

" -spend-more than $225 million from 2007 through 2009

- lrtrgatlon results in plant specmc mercury controls our
.costs.may be hrgher Due to the ongorng uncertarn}res
’ assoc:ated wrth the Imgatron of the CAMR we cannot

' nonattamment boundanes for the metropolrtan areas.

owns andfor operates a number of facrlrtres in cour}tre
'desrgnated as non attarnment with- the | ozone natronal
*ambrent air’ quallty standard. DP&L does not know'at

) =process OhIO EPA erI have until “April 15,72007 o i

““’Ohio eléctric utilities and electrrc generators filed 2 a .

t
-+2010. We expect that additional: controls will be |
ER

that go into effect Januaryt 2018 On March 29, 2005

“inine-states sued USEF’A opposing:the regulatory

approach taken by USERA;. ©On.March 31, 2005, ,varrous
‘groups requested that USEPA stay |mplementatron of o,

CAMR.:On August 4, '2005; the United. States Court of [
, Appeals for.the District of Columbra denred the: mot:on

for stay. USEPA |s|expected to’ |n|t|ate reconsrderatron : .

the outcome of the. reconsrderatlon proceedrngs or- ;
pendrng litigation. ...t g S ]

- Under the CAIR and: CAMR cap.and trade pro- —-r
grams for.S0p, NOx and mercury, we estimate we; erI

PN S S —Y

to install the necessary. pollution controts If CAMR‘ :

project the final costs at this time.” N
‘On July 18, 2003 the OhIO EF’A submrtted to the“ .
USEPA its recommendatrons for erght hour.ozone * 4

within OhIO On Aprrl 15‘ 2004, the USEPA rssued 5
its list of ozéne non- -attainment desrgnatrons DP&L

this trme what future regulattons may be, |mposed AR
on its facrlrtles and erI closely monitor the regulatory

o

P S S H_,..__e.;_.-'___. -
- M . 3 A . -
. . R . . .

devélop: regulatlons 0 attarn and marntarn comptrance
with the erght hour ozone natronat ‘ambient'air qual—
|ty standard Numerous parties have filed" petrt:ons Ifor
revrew* DP&L cannot predrct the: outcome of USEPA'
reconaderatron petmons Tl T et

*On January 5, 2005, thé USEPA publlshed its’ frnal
non attarnment desrgnatrons for the natronal ambrent ’ i
- air qualrty standard’ for Frne Partrculate Matter 25 (P j
2. 5); These desrgnatlons includéd countie§ and partral
* counties in whrch ‘DP&L operates and/or owns gen-

eratlng faciities. On March 4, 2005, DP&L and other

-

I

petrtron for review in the D.C. CircuitCourt of Appeals;'—
chatlengrng the-final rulé’ creatrng thése desrgnatrons
“'On Novernber 30,'2005; the court ordered’ USEPA to ‘
~decide on aII petltlons for reconsrderatron by January 3
20,2006 'On January 20,2006; USEPA" denled thet By

three years o develop regulatrons to attarn and marn- :
tain compliance wrth the PM 2. 5 natronal ambrent arrr P

e - i R ok e

) -DPt. Inc. ;.13



14

. regulations will have on its operations, S

'
I
y

‘quality standard. DP&L canno!t determine the outcome

of the petition for review or the effect such Chio EPA
On May 5, 2004, the USEt:’A issued its proposed

regional haze rule, which addresses how states should

" determine the best available retrofit technology (BART)

for sources:covered under the" regional haze rule:Finai
rules were published July 6, 2005, providing states
with several opticns for determining whether sources

; PN .
. “in the state should be ’subject to BART. In the final rule,

USEPA made the determination that CAIR achieves
greater progress than BART and may be used by -
‘states as a BART substitute.. Numerous units owned
and operated by us will be |mpacted by BART. We-
cannot determine the extent of the impact until Chio -
‘determines how BAHT will be ;mpiemented

Sierra Club Litlgation ' |

Pendrng before the U.S. Supreme Court is a proceed-
ing, Environmental Defense v. ;Duke Energy (Duke
Energy) that does.not mvolve the Company as a party
but may have a srgnlfrcant effect on the outcome of
litigation described below that involves allegatlons of
violations of the CAA. A key |ssue in that litigation that
may be dispositive, wtth respect to other pending cases
.is what test to apply for measunng whether.modifica-
tions to electric generating unlts should trigger appli-
_cation of New, Source Review (NSR) standards under
the CAA. In general terms the dispute is whether to
measure pre- and post modlfrcatron emlssrons based
“on the rate of emissions per hour of operatron or, based
on total emissions over time. The latter test, if aop!_red
could trigger NSR requirements for equipment replace-
,ments that result in a plant running more often because
it is.more economical or dependable, even.if the emis-
sions rat_e per hour of operatron does not change .

. Aruling is expected in the first or second quarter of

2007. The Company cannot predict the outcome of
.the Duke Energy case: Moreoyer in each of the cases
sidentified below, there may be case- specmc facts and
allegatrons that may cause a judge to frnd that the U.S.
Supreme Court's ruhng is based on different facts and
allegations and is therefore not controliing in the case

.,before the judge.

In September 2004, the Srerra Club filed a law-
suit against the Company and the other owners of the
.Stuart Generating Station in the United States District
Court for the Southern|District|of Ohro for alieged viola-
trons of the CAA, lncludrng |ssues that may be decided
by the Supreme Court.in the Duke Energy case and
other issues relating to alleged violations of opacity
limitations. DP&L, on behalf of all co-owners, is |eading

S

n

PPL Inc.

' _seven other, states filed suit agatnst the American

. the CAA and air pollutron nuisances. CG&E on behalf

the defense of this matter. A sizable amount of dis-
covery has -taken place and expert reports are scheq- '
uled to be filed at various times from May through -

September, 2007. Dispositive motions are te be filed ;in
January 2008. No trial date has been set yet.-

! |

thlgatlon lnvotving Co—Owned Plants

in March, 2000 as amended in June 2004, the Unlted
States Department of Justrce filed a complarnt inan !
[Indiana federal court agarnst Cinergy Corporation (now
part of Duke Energy) and two subsidiaries for alleged i
vrolatlons of the CAA at varrous generatron units oper-
ated by PS! Energy, Inc. and CG&E, including genera-
ticn units co- owned by DP&L (Beckjord 6 and Mlam|
Fort 7). In August 2006 the Seventh Crrcurt uphe!d the
drstrlct court's 2005 ruIrng that an increase in annual
emissions could.trigger the permlttlng requirements of
the CAA even if there were no increase in: hourly ernrs-
sions per hour of operatrons .

In Novernber 2004, the State of New York and |

Electrlc Power Corporatron (AEP) and various subsrd‘
iaries, alleging varrous CAA violations at a number of
AEP electric generatmg tacilities, |nclud:ng Conesyllle
Unit 4 (co- owned by CG&E, DP&L and. Columbus
Southern Power (CSP)) AEP, on behalf of aII CO-own-
ers, is leading the. defense of this matter. During 2006,
a number of procedural and dlscovery -related drsputes
were resolved by the Southern District.Court of OhIO
Drscovery is ongoing.

n July 2004 and November 2004 various resi-
dents of the Vrllage of Moscow, Ohio nottfred CGA&E. "
as the operator of Zlmmer (co -owned by CGAE, DP&L‘
and CSP), of their |ntent to sue for alleged violations of

of ali co—owners is, Ieadrng the defense of thrs matter. |
One lawsuit was dismissed on procedural grounds.
Several counts of the rernarnrng suit have been dis- '
missed because they were based on activity outside,
, the statute of Irmrtatlons !
In June 2000 the USEPA |ssued a Notice of . :
Violation {(NOV), to DP&L operated Stuart Generating,
Station (co- -owned by DP&L, CGA&E, and CSP) '
for alleged vrolattons of the CAA. The NOV contarned
allegatrons consrstent with NOVs and complaints . !
that-the USEPA had recently brought against numerous
other coal- frred utrlrtres in the Mrdwest _The NOV
mdrcated the USEPA may (1) issue an order
fequiring compirance wrth the reqwrements of the |
Ohio State Implementatron Plan {S1P) or (2} brrng a '
cr\nl action seeklng injunctive relief and civil penalties
of up to $27.500 per day for each violation. To i
i

¥




date, neither action has been taken.
In. November 1999 the USEPA filed civil com-
plaints and NOVs agalnst operators and owners of

certain generatlon facnmes for alleged violations of the )

“CAA; Generatlon unt‘ts operated by CG&E (Beckjord 6)

and CSP (Coneswlle 4} and co-owned by DP&L .

were referenced in these actions. Numerous northeast
- states-have flled complalnts or,have indicated that they
~will be | jomlng the USEPAs action against CG&E and

CSP. DP&L was not :denttfted in'the NOVSs, civil,com-
*plalnts or state acttons el

'Enwronmental Regulatron and Litigation
Related. to Water Oulalrty

On July 8, 2004 the USEPA issued final rules pursuant
to the Clean Water Act governing existing fécilities that
have cooltng water tntake structures. The rules require
an assessment of impingement andjor entrainment of
organisms as a resullt of cooling water withdrawal. A
numbeér of parties appealed the'fules-to the fedéral
Court of Appeals for the Second Circuit in New York
and the Court issued an’ oplnlon on January 25, 2007
: remandung several aspects of the rule to USEPA for
reconS|deratton We| are 'is'undertaking studies at two
- facilitiés but cannot predrct the impact such studies
may have on future operattons or the outcome’ of the
remanded rulemaktng cE
In May 2004, thle Ohio EPA issued a final National

Pollutant Dlscharge Ellmlnatlon System permit for JM.
Stuart Statlon that conttnued the station's 316(a) vari-:
ance which’ exempts DPA&L from hawng to meet the
temperature Standards in the Ohio River. During the
three—year term of the permit; DP&L conducted a ther-
mal dtscharge study to evaluate the technlcal feasnblllty

. . . -
__Enwronmental F-’egulatton and Lttfgatlon Related to
',Land Use and Sohd Waste Dlsposal L '

" site clean- -up costs, as a potenttally responsmle party
L
Kl

‘at the South Dayton.Dump:tandfill site. In August 2005
- DP&L and’ other ‘parties received a general notlce‘*

—— A

ods other than coo!rng towers, We cannot predtct the‘
impact of. thIS issue on future: operattons -;5_ -, EATIERIEE

a--|

[
|
i

M
e r

DP&L has been |dentlfted elther by a governmentt L
agency or by a private party seekrng contnbutton ta;

e bt e e el
. N r

(PRP) at a S|te pursuant to state’and, federal laws. _

ml

In September 2002,:DP&L:and other parties: . t
received a _special notice that the USEPA consrders us ;
1o be PHPs for thé cléan-up of hazardous: substances l

l

1
regardlng the performance of a Ftemedtal Investlgatlon |
and Fea3|b|I|ty Study. (RIFS).under a Superfund Sl

“Alternative’ approach in October. 2005,tDP&L reCelved P

a special-notice latter inviting:it to-enter.into negotta— '

“tions with USEPA to conduct the RIFS: Although'tne, '
-information available'to: DP&L does not demonstrate' |

that it contributed hazardous substances toithe sﬁe

- DP&L will seek from USEPA afde minimis settlernent at

l
i
the sute “Should USEPA pursue® a.civil actron‘ DP&L wull g
vlgorously challenge it. In December 2003 DP&L an N
other parties received a specaal notice that the: USEPA '
ConS|ders .us to be PRPs.for the “clean-up of hazardous ] ’

.;

I

I

g

I

-substances at the Tremont Citylandfill s:te' lnformatton

available to DP&L does not démonstrate that it contnb
uted hazardous substances to'the site. ‘- * v
In August 2008, Ohio EPA issued draft-rules for
interested party comment. related to-the dlsposal of
industrial waste. DP&L, through.the Ohio Electric |
Utrhty Institute submiitted” comments on the draft rules.

- We cannot predict the impact of the' draft' rules ont . j

i and economlc reasonableness of water coollng meth- . future operattons e S |
C . - | T .. o !
Constructi?n,Addftlons‘_ . ) |
) ! T Actual . ' Projected .-+
"~ § in mitlion , 2006 2005 - 2004 . 2007 | 2008. 2009 f
DPLInc.. = $ 352 $ 180 $98 -..8310 . -$165| s130|
DP&L L. $ 349 $178 $ 93|~ . $310] s $165:-, $ 13_0 f

|
and are, expected to approxumate $310 mlllton in 2007

) DPL’s constructlon addmons were $352 million, $180 million and-$98 million in 2008, 2005 and 2004, respectlvely |

e owme !

- DP&L's constryction additions were $349 m|II|on $178 million and $93 million in’ 2006, 2005.and 2004, respec- % '
tively, and are expe’cted to apprommate $310 mllllon in 2007 Planned construcnon additions for.2007 relate’ to
DP&L's envaronmental cornphance program power plant.equipment, and its. transmtssmn and dlstrlbutron system }

Capital projects are subject to continuing review and are rewsed in light-of changes in financial and economtc |
conditions, load forecasts Iegtslatlve and regulatory developments and changing environmental standards, among 5
other factors. Over the next three years, DPL, through its subsidiary DP&L, is projecting to spend-an ‘astimated
$605 million-in capltal projects, approximately'40% of which is to meet changing environmental standards: Qur |

1
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‘ability t0 complete'o'apital projects and the reliability of

future service will be affected by our financial condi-
tion, the avarlabrluty of |nternal funds and the reason—
able cost of external funds We expect to finance our
construction additions |n 2007]W|th a combination of
cash'on hand, short- term f|nanolng tax- exernpt debt
and cash flows from’ operatlonls

o

ltem 1a Risk Factors ! .

!

This annual report and.other documents that we file
with the SEC and other regulatory. agencies, as well as
other oral or written statements we may make from time
to time, contain-informetion balsed on management’s
beliefs and include fonivard-loc;king'statements (within
the meaning of the Private Securities Litigation Reform

"Act of 1995) that involve a number of known and

unknown risks, uncertainties and assumptions. These .
forward-looking statements are not.guarantess. of future
performance, and there are a number of factors includ-
ing, but not:-limited to, those listed below, which could
cause actual outcomes and relsults to differ materiaily
from the results conternplated py such forward-look-

- ing statements. We do not undertake any obligation
. to publicly update or revise any forward-looking state-

- 3 . .
ments, whether as a result of new information, future

. .events or otherwise. These forward-looking state-

ments are identified by terms eind phrases such as
“anticipate”, "believe”, “intend”, “estimate”, “expect”,
“continue”, “should”, “coutd”, "may”, “plan”, "project”,
“predict”, “will, and similar expressions.

The following is a !ieting of'risk factors that we
consider to be the most significant 1o your decision to
invest in our stock. 1f any ot theIse events occurs, our
business, financial position or results of operation could
be materially affected. '

nou

The electric industry in Chio is ,'oartfally deregquilated
: . [

Before 2001, electric utilities pr'ovided electric genera-
tion, transmission and dtstnbutron services as a single
product to retail customers at prices set by the PUCO
in 1999, Ohio enacted 1eg|slat|(|)n effective January”

1, 2001, that partially deregulated utility- service, mak-
ing retail generation service a competitive service.

- Customers may choose to taker-generation service from

CRES providers that register with-the PUCO but are.
otherwise unregulated. In connectuon with this deregu—
lation of the electric industry in Oh|o electric utilities
have-had to restructure their service and their rates to
accommodate competition. . | P .
Many of the requirements of-the Ohio deregula-
tion law were premised on the essumpnon that the

DPL Inc.

“customers who choose to continue to purchase the
+ sérvice from the regulated utility would be set purely

- worked out plans to provide market-based pricing forI

| Voluntary Enroﬂment Program

" the environmental investment rider (EIR). Because this

. a CRES provider offering services to customers in

wholesale generation market and, in turn, the retail

generation market, would fully develop by the end of

2005, and that the price for generation for even those'I
b

by the‘market. That did not occur. As a-result, the \
Commission and the utilities, including DP&L have |

e o ———— — = b e . et

generation service, 'but also to stabilize those rates for
several years. What DP&L may propose.and what the |
PUCO will approve in the future regarding pricing and
cost recovery wiII depend cn the degree to which the’ :
wholesale and retarl electric generahon markets have
developed.

Moreover, the uncertainty of the future of the who[e;
sale and retail markets could cause the Ohio General '
Assembly to’ rewsﬂ the issue of competmon and cus-
tomer choice. ‘ S

I

I

-
Switching by DR&L's customers to unaffiliated . '
CRES providers could occur in the future, desprte !
insignificant activity to date. !

Although retail generation service has, been a competl-
tive service since January 1, 2001, the competitive
generation market has not developed in DP&L’s ser- |
vice territory to any S|gn|f|cant degree The following
are factors that could result in increased switching by,
customers to CRES providers in the future: '

As part of a settlement in a PUCO proceedmg DP&L'
initiated, in November 2004, a VEP, to encourage cus— |
tomers to change electric supphers Although the VEP
did not result in a S|gn|f|cant increase in the number
of, customers swutchrng to CRES provrders in 2005 or '

2006, the VEP will be initiated again in 2007 and could
produce different results. i |

DPAL's Standard Service Offer ¥

The RSS Stipulation discussed above, permits custorn:— k
ers that take service from a CRES provider to bypass !

charge increases each year, the price that a CRES
provider can offer to save customers money changes’
each year. Depending on the development of the \
wholesale market and the level of wholesale prices, !
CRES prowders could become more active’in DP&L‘s‘
service territory. '

a

I

h . ;

] C_HES Suppfier Initiatives . '
: | :

Customers can elect to take generation service from '

y t

t

DP&L's service terrifory. As-of December 31, 2008, five
CRES providers have been certified by the PUCO to |
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provide generation service to DP&L customers. One result in approx:mately $35 mitlion” additional- revenue

e et et e e R e

h " ; .of those five, DPL Energy Resources, Inc. (DPLERY), in 2007, net.of customer dlscounts and- assumlng ; o
p T _is-an afflllate of DPL. Although ‘DPLER supplied 99.8% _insignificant. Ievels of customer swrtchlng The PUCO
o ! ". of.the total kWh consumed by customers served by . ruled.this nder will be. bypassable by all- customers ! _
) ' - : CRES provrders in DP&Ls serwce territory in 2008, who take.service from alternative generation suppllers r
LT - atthe end of, 2006 th'ere was a slight increase in unaf- Accordingly, the: ratés: DP&L‘ls allowed to charge o |
s - f filiated.CRES provlder actlwty Theré has been: zero * may or maynot match its expenses at any given * _t
i-; . t : reedentral cuistomer lswnchrng to date. Dependrng on time. Therefore; .during this- penod (or possrbty earller - "
: ' the development ‘of. the wholgsale. market and the level “by order of the-PUCO); iwhite DP&L will beisubject.
- -of wholesale pnces CRES provrders could become 1o prevailing’ market pr|ces;for electricity, it woold not
’ . - more, active in DP&L’s service territory,_ and may begln . necessarily be able-to charge rates that prbdu'ce'timely
- ot to offer prices lower, than DP&L‘s standard offer. Thrs or full recovery of. |ts expenses DP&L has historically-
w ‘ could result in more swnchlng by DP&L's customers K maintained its rates at'consistent Ievels smce 1994;
YL anda further loss of revenues by DP&L when tha. flnal phase of DP&LU's: last. tradmonal rate~*. -
i e h 8 Gi overnmen tal Aggregatron Programs . ' -~ case was implemented. However ‘as DP&L" operates
P I Another way o Wh'dl DP&L sould experlence cus~ under its PUCO-approved FtSS Stlpulatlon ‘there can
e L - 1.y be no assurance that DP&L would be able to’ tlmely or

’ tomer smtchlng is through "governmental aggrega
- . tion” Under th|s program mummpalmes may contract
with a CRES. provrder to provide generatron service to

fully. recover unanhcrpated levels’ of expenses includ-
. ing but not-limited to those relatlng to fuel,’ coal: and
purchased power, compllance with enwronmental regu-

.
———— e v

.......-....._..._....._... -

_-_._,_..__._

o _the, customers located W|th|n the munrmpal boundaries.
. | * lation, reliability. initiatives, and capltal expendttures !
Sl Several communltles1|n DP&L’s service territory,have '
. “ W ! _for the maintenance or reparr of rts -plants or other :
iy , passed ordlnances allowmg them to become govern- ,
- ment aggregators Although none has yet, |mplemented properties. Furthermore: the RSS’ Stlpulatlon is currently
X o an aggregatlon program that 00" could change pro- - subject to an appealtothe O‘hlo Supreme Qourt. the |
. 1 L result of which cannot be’determined:P ©oad i
o . vrded CRES provaders offer prlces below DP&L's stan- e S L:‘ SR
: dard offer ; ! ,] - R There are uncertar?tres rel'atrng tolthe opératron an_o' - ' B
ST ' : ' ‘ contrnued development of Regronal Transmrssron
o f . DP&L has’ agreed to prowde serwce at pre- determlned " Organrzatrons (RTOs) DP&L has turned over operatron-
. , P rates through *December 31, 201 O “which limits rts al controf of its hrgh vo!tage transmrssron r’unctrons to
S ' abrhty to pass t‘hrough its' costs to cusrorners " PIM and much of its generatron is, subject to drspatch ;
e .l DPaL has provuded Senice at rates governed by, the by PJM and'is therefore Subject {0 P JM's market rufes. |
S PUCO approved tranlsmon market development and On October 1, 2004 |n oomphancie W|th Oh|o Iaw oy
R rate, stablllzatlon plans Those rates have mcluded a T DP&L turned over control of |ts transm|s5|on func-
J . ‘ statutorrly requrred 5% rate reduction in the genera- , tions and fully lntegrated into PJM The prlce at which
' - ‘ tion component of |tsj residential rates, a further 25% DP&L can sell its generatlon capacny and energy is |
“ . reductionto the resrdentlal generation rate through now more dependent upon ‘the overall operatlon of
L 2008, fixed generatldn rates through Decernber 31, * the PJM market. While DP&L can continue to make
_‘z T 2010 and frozen dtstrtbutlon rates through December "' bi-lateral transactions to sell its’ generatton through a’
';‘-'[ A 31, 2008. The protectlon afforded by retail fue clause willing-buyer and wrlllng seller relatlonshlp any trans:
o recovery,mechanlsms was ellmrnated effectlve January ) acfions'that are not pre-arranged are subject to' market
E ‘ - 1,2001.by;the rrnplerlnentatron of customer chome in condmons at PJIM. The ruiés governing the various
- OhIO leew1se through the HSS Stlpulatlon DP&L ) reglonal power markets also change from timé to time |
<  .*extended lts cornmrtment to malntaln pre- determmed which could affect DP&L's cost and fevenues. DP&L’
st ' ' - rates for. generatlon through December 31, 2010 and |ncurs fees and costs to. participaté in'thé Reglonal
gt { . in exchange IS permltted ,to charge two new.rate r|d- TransmlSS|on Organlzatlon (RTO). We may. be Ilmlted1
W . ers to offset mcreases in fuel and enwronmental costs. with respect to the' price at which’ power may Bé sold
: - Begrnmng January 1 2006 a.new Rate Stablllzatlon from certain géneraiing units, and ‘we may be requrred
' - Surcharge was |mplemented that recovered approxr- “to expand our trangmigsion system accordlng to
“‘? v o mately $65 mtlllon additional revenue in. 2006 net - decisions made by the RTO rather'than our internal, ;
4 . of customer dlscounts and consrderlng less than a ful '-’plannlng ‘process. While HTO transmiséion rates were
o L velve months recovery ‘due to the timing of the-PUCO initially designed to be revenue’ ‘neutral, vanous propos-

o e

R AR . order. The new enwronmental investment rider could . als and proceedings currently taking place‘at FERC

-
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- may cause transmrssmn rates to-change from time to
_time. In addition, developlng rules associated with-the

- allocation and methodology of assigning costs associ-

ated with improved transm|83|on reliability, reduced
transmission congestion and flrm transmission rights
may have a financial impact o'n DP&L. Likewise, in
December 2006, FERC approved PJM's new Reliability

- Pricing Model (RPM). RPM WI|| be effective in mid-

2007, and will provude,fomard and locational pricing
for generation capacity. The fihancial impact of RPM on
DP&L will depend on a variety of factors, including the
market behavior of various parhcnpants and as such
i unknown at this trme Because the RTO market rules

- are.continuing to evolve, we cannot fully assess the

impact that these power mark;ets or other ongoing RTC

_developments may have on DPL. -

!

We rely principally on coal as the fuel.to operate

_virtually all of the power plants that serve our +

customers daity.

Some of our coal suppliers ha‘ve not performed their
contracis as promised and have failed to timely deliver
all coal as'specified-under the|r contracts. Such failure
could significantly reduce DP&L’s inventory of coal and
may cause DP&L to purchase higher priced coal on
the spot market. When the fallure is for a short perlod
of time, DP&L can absorb the rrregulanty due to exist-
ing mventory Ievels lf we are reqmred to purchase coal
on the spot market it may aﬁect our cost of operauons
DP&L is a co -owner in certaln generatton facilities
where it is a non-operatlng partner DP&L does not

- procure the fuel for these faCllltIeS Partner operated

facilities do not always have realized coal costs, that
are equal to our co-owners' p{ojections.

1 -
Greenhouse Gas Emissions ’

Greenhouse gas (GHG) emissions, consrstlng primarily

. of carbon dioxide emissions, are presently unregulated.

Numerous bills have been infroduced in Congress

“to regulate GHG emissions, blut to date none have

passed. Future regulation of GHG emissions is uncer-

tain. However, such regulation would be expected to

IMpose Costs on our operations. Such costs could
include measures as advanced by various constituen-
cies, including a carbon tax; investments in energy
efficiency; installation pf COs Iemissions control tech-
nology, to the extent s"uch technolcgy exists; purchase
of emission allowances, should a trading mechanism
be developed: or the use of higher-cost, lower CO2
emitting fuels. We will continue to make prudent inyest-
ments in energy efficiency that reduces our GHG
emissions intensity. }

|

_. |
DPL fnc. }

|

" been assrgned any costs as a result of PUM's annuat

© volume vanattons that have often been unrelated'to

1
Fiue Gas Desulfurization Project : o ’

We are cwrentlb‘constructing flue gas desulfurization
{FGD) facilities at five Units located at our J. M. Stuart
and Killen Electric Generatlng Stations. Construction of
the FGD facilities at each unit is scheduled to be com-
pleted in phases commencing mid-year 2007 through |
2009. We are aiso co-owners of electric generating |
stations operated by other investor-owned utilities, who
are in various stages of constructing FGD facilities at i
these stations. Slgn|f|cant construction delays could
adversely affect our abrllty to operate or may substan-
tially increase our cost to operate these electric gen-
erating stations under federal environmental laws and
regulations that become effective in 2010. For those '
electric generating stations where we are co-owners'
but do not operate S|gn|f|cant constructlon delays mlay
substantially morease our pro- rata share of the cost to
operate those faC|I|_t|es beginning in 2010. ’ f

[.

al
|

PJM Infrastructure'Risks

Annually, PIM, the reglonal transmrssmn orgamzatton
that provides transmrssmn serwces for . a Iarge por- ; '
tion of the Midwest United States, performs a review
of the cap|tal addmons required to provide rellable ;
eleotrlc transm|SS|on services throughout |ts terrltoryi
PJM allocates the costs of constructing th_ese_ facili- 1
ties to the applicable entity that will benefit from the |
new construction.. FERC is authorized to provide rate |
recovery to utrlrtles for the costs they |ncur to construct
these transmlssmn facilities. To date, ‘we have not been

required to construct any new facilities nor have we !
'l
1

review, but there is no guarantee that we WI|| not be |
assrgned some costs or be required 1o construct facllh
ties in the future.

t
Qur stock price may fluctuate ’ .
]

The rharket price.of DPL's common stock has fluctu-
ated over a W|de range. In addition, the stock market !
i recent years*has expérienced Srgnlflcant prlce and

our operatlng performance Over the past three years
the market price of our cammon stock has fluctuated
with a low of $17 21 and a high of $28.72. The market|

* price of our common stock may continue to fluctuate ]

in the future and may be affected adversely by factors
such as actual’ or anttc:tpated changes in our operat-
ing results, acqwsmon activity, changes in frnanmal
estifmates by securltles analysts, general market condt-

tions, rumors and other factors : '
I

The following are ada’.«nonal factors rncludrng, but not;

limited to, regulation and competition, economic )
;
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conditions, reliance on third parties,:operating results Operstmg Results. Fluctuations - - o

T costs and mvestrnents made:iinder traditional reg- Addmonally we aig’subject to’ diverse and complex :
: ‘taws and regulations “including those relating to corpo- .

lation through rates; and changes to'the frequency
and timlng of rate increases could affect’our results rate governance publ|c dtsclosure and reportrng and
taxation, which’ are rapidly changing'and subrect to

1
of operations and financial condition. Changes in our
customer. base, including municipal customer aggrega-' -additionai changes in the future A$ further descnbed
in tem 3- Legal Proceedings we'are also currently

?; -+ tion, Could lead to the entrance of compétitors’in our
.. markelplace, aftectmg our results of operations and " invalved in various pieces “of Iltlgatlon in which the out-
" . come'is uncertain: Compliance with these! rapid chang-—

» . " financial conditién: Additionally. financial orregulatory
S . A ~ es may: substantlally rncrease costs fo our organtzation

accountlng pnncrples or polrcres imposed by govern-
.ing ‘bodies can increase ourtoperational and monitonng_ and could affect ol future operating-fesuts. ’

-

b

Soesr . colts aﬁectlng our re’sults of operations and financial ©  Warrant Exerclse . T
SN *condltion 'l i“ T R o "DPL's warrant holders could exercise their 31,560, OOb
e T I;:cfnomlc cOncrt!tti'ons' o e f" T o warrants at their, discretion until March 12; l2012 '.
': . "Economic pressures as well aslchanging market con- ‘As a result, DPL colld be required to issue up'to-. !
e . ditrons and other factors reiated to physicaf’ energy and 37, 560,000 commion shares in exchange for ihe receipt
:\ S I flnanmal tradlng actiyltles which include prlce credit, ~ ‘ofthe éxercise price of $21.00 per sharé of’ ‘pursiiant
- ! . liquidity, volatrlity capacnty, transmission and interest to a cashless:exercise process. The exercisé of all.
. .o rates can have a 3|gn|f|cam effect on’ our operations warrants would have a dilltive effect on. us and would
T , - . .andthe operations of our retail, industrial. and commer- - increase the number of | common “shares OUtSta“dan
) | . cial customers o ;- - . and increase our common share of-dividend costs!
e ; - - During: the past few years the merchant energy atfecting any exrsting gutdance on EPS and-affect'¢ our
h industry in many. parts of the United-States has suf- cash flows.” Wm0 R
| .fered from- oversupply of-merchant generation anda . Internal Controls _' ST - Doe 't ..

. declrne in tradlng and marketing activity. As; a result of 5
. Qur internal oontrols accountlng policies and prac-
; these marketlcondmons weg_continué to evaluate the .

. I tices and internal-information systems are desrgned
‘. . , carrying va!ues of certain long-lived generation assets.
U L : o to enable us to capture and process: transact:ons in

Rellance on Thlrd Pa'rtles e a timely and accurate manner.in compliance with

) : We rely on’ many suppliers for the purchase and deliv- generally accepted accounting principles (GAAP) rn
S ery of mventory mcludlng coal and equrpment compo- ~ the United States of America, laws and regulations

:‘ . : " riems to operate our, energy ‘produdtion, transmission ) " taxation requrrements. and federal securities laws and
N .- and drstnbutton funotlons Unantlmpated changes in regulations. We implemented corporate'goverhance'
i Lo *our purchasing processes delays and supplier avail- - internaf control and. accounting rules. |Ssued in.connec-
. * ) ability may aﬂect our business and operating results. In tion with the Sarbanes~0xleytAct of 2002, Our lnternal
: U - ‘addition we' rely on Iothers to provtda professuonal ser- controls and policies have-been and continue to be '
v t'_ yigesi such' as but not Iimlted 1o, actuarial ‘calculations, closely monitored by management and our Board of
. -~ “internal‘audit servrces payroll processmg and various Directors to ensure continued compliance wrth Section
SR consulting servrces*| : 404 of the Act. While we belreve these controls pot:- o

IR - B : CoL, e . _
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fluctuations, regulatory uncertatr;tres and-litigation, ; Future operatlng réslilts are subject to fluctuatlons
warran exercrse internal conirols and environmenta based on a variety ofsfactors, including bt not I|m|ted ’ 1
; complrance thar may affect our future resur'ts :
. . S . "to: unusual weather conditlons catastrophtc weather— 4
i Hegulatlon and Competition e ' related dama e; unscheduled generation outages.ﬂ .
. 9 ]
. We operate |n'a rapidly changing industry wnth evolv- ' unusual maintenance or repa:rs “thanges'in fuel and !
" ing industr standards and regulattons In recent years -purchased power costs emissions allowance costs, or k
! Y Y
. .a number of federal alnd.state developments aimed at availability constraints envrronmentai compllance and
-promoting competitlon triggered-industry restructuring. electnc transmrssron system constraints. .. .7, r
oo ¢ N s -\l.._._[, O I
D . Regulatory f factors,. such as changes in.the policies ‘Flegul at ory Unce rtamtles an d Litigation . e
. T and procedures ‘that set rates; .changes in tax Jaws, 1
. - tax rates, and’ envrronmental laws and regulations;. In"the"normal course of busnness 'we afe sub;ect o
e ! I .
e changes in DP&L's ability to recover expenditures for . various lawsuits,”actions; proceedtngs claims and”
" ‘ environmental compliance fuel and. purchased power other matters asserted under taws and reguiations

T S
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cies, practices and systems are adequate to verify
data integrity, unanticipated and unauthorized actions
_of employees, temporary lapses in intérnar controls due
. to shortfalls in oversight or re';source constraints could
lead to improprieties and undetected errors that coutd
impact our financial condition, cash flows or results of
operations. ' 4' '

Environmental Compliance

Our facilities (both wholly-owned and co-owned with
others) are subject to continuing federal and state
environmental laws and regulations. We believe that we
currently comply with all exist|ing federal and state envi-
ronmental laws and regulations. We own a non-con-
trolling, minority interest in several generating stations

" operated by The Cincinnati Gas & Electric Company
{CG&E) or its affiliate, Union Heat Light & Power, and
Columbus Southern Power C?mpany (CSP). Either or
both of these parties are likely to take steps to ensure
that these stations remain in comphance with appli-

_ cable environmental laws and regulations. As a non-
controlling owner in these generatlng stations, we will
be responsible for our pro-rata share of these expendi-
tures based upon our ownersnip‘ interest.

Climate Change !

: Recently we have seen a groﬂying interest in consider-
ing legislation or regulation in'response to greenhouse
gases generated by numerous sources, vehicles,
manufacturing and the electric utility industry. Although,
DPL, DP&L and its subSIdlanes have operated facili-
ties in compiiance with state and federal environmental
laws and regulations and is currently engaged in sig-
nificant capital improvements of five units at the Stuart
and Killen Generating Stations for the reduction of SOz2,

.Congress could approve Ieglslatlon that in the long

_term may impact operanons of the units we and'our
partners manage or increase the cost for us to do so.
Employees i *.

.Many of cur employees are under. a collective bargain-

ing agreement.. If we are unable to-negotiate future
.collective bargaining agreemeints, we could experience
work stoppages which may affect its business and
operating results. . L. :

‘

ltem 1b Unresolved St é Comments
- !
jNone. ) l

'!

|

|

J

»
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“sulting agreements, including MVE incentives, with

Item 2 Properties ;
. ° ]
Efectric R .
Information relating to our properties is contained !
in Item 1 — Construction Additions, and Electric . {
Operations’ and Fuel Supply, and'Note 10 of Notes

to Consolidated Financial Statements. o

Substantially all property and plant of DP&L is sub-

ject to the lien of the mortgage securing DP&L's First ‘
and Refunding Mortgage, dated as of October 1,1935
with the Bank of New York, as Trustee {Mortgage).

In the normal course of business, we are subject to
various lawsuits, actions, proceedings, claims and ' ¢
other matters asserted under laws and regulations. , l
We believe the.amounts provided in our consolidated |
financial statements, as prescribed by GAAP, for i
these matters are adequate in light of the probable 1 o
and estimable contingencies. However, there can be
no assurances that the actual amounts required to | {
satisfy alleged liabilities from various legal proceed- .
ings, claims, and other matters discussed below, and !
to comply with applicable laws and regulations will

not exceed the amounts reflected in our Consohdated:
Flnan0|a| Slatements As such, costs, if any, that may ;
be incurred in excess of those amounts prowded as of
December 31, 2006, cannot be reasonably determlned

|

!

!

, _ . |

ltem 3 Legal Proceedings i
E

i

|

On August 24, 2004, DPL, and its subsidiaries DP&L

and-MVE, filed a Complaint (and subsequently, amend—
ed complaints) against Mr. Forster, Ms. Muhlenkamp l
and Mr. Koziar (the Defendants) in the Court of .
Commion Pleas of Montgomery County, Ohio asserting;
tegal claims against them relating to the termination ' !
of the Valley Partners Agreements, challenging the
validity of the pnrpérted amendments to the deferred
compensation plans and to-the employment and c_on:-

Former Executive Litigation : : ! i
i

the Defendants, and the propriety of the distributions’
from the plans to the Defendants, and alleging that
the Defendants breached their fiduciary duties and
breached their consulting and employment contracts,
DPL, DP&L and MVE seek, among other thlngs
damages in excess of $25,000, disgorgement of all
amounts improperly withdrawn by the Defendants from
the plans and a court order declaring that DPL DP&L|
and MVE have no further obl:ganons under the consulll-
ing and employment contracts due to those breaches. | !

1
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The Defendants have filed their answers {and sub-

" sequently, amended answers$) denying tiabi'lity‘and filed

N Lot
R - .

__counterctarms (and subsequently. amended counter—

+

. by the Memorandum (see Note 17 of the:Notes to the

. Consolidated Financial Statements) Although the SEC

clarms) agarnst DPL, DP&L MVE, various’ compensa-

. -tlon plans (the Plans),, and current and former empioy-

ees and current and former. members of our.Board of
Directors. These counterclarms as-amendéd, aIIege
generally that. DPL DP&L MVE, the Plans and:the indi-

|
vidual defendants breached the lerms of the employ-

!
-ment and consultlng contracts of the Defendants and

the terms of the Plans. They further allege theorle_s of
breach of fiduciary duty, breach of contract, promissery
estoppel tortlous |nterference conversmn replevrn
and vrolatrons of EHISA under whrch they seek distribu-
* tion of deferred compensatton balances conversion.of.

. stock mcentrve units, exercrse of options and payment

“-

of amounts allegedly owed under the contracts and the '

|
Plans. Defendants' counterclalms atso demand pay- -

. ment of attorneys fees.

. On March 15, 2005 Mr. Forster and Ms.
Muhlenkamp frled a Iawsutt in.New York state court .
against the purchasers of the private equity invest-’
(ments in the flnanolal asset portfolro and against out- -

' side counsel to DPL and, DP&L concerning purported -~

- entittemnents in connelctlon wrth the. purchase of those .
|nvestments DPL DI‘D&L and, IVIVE are not defendants
in that case; however DPL DP&L and MVE are par-.

tres to an mdemnrfrcatron agreement with respect to the

apurchaser defendantls On August 18, 2005, the Ohio

- court |ssued a- prelrmrnary |njunctlon against Mr. Forster

......

|
) |ng certarn key |ssues ralsed by Mr, Forster and Ms.

Muhlenkamp tln their New York Iawswt that are identical,

h ‘-_ tothei lssues raised in the. pendlng Ohro Iawsutt in.the

New York court or any, other forum other than the Ohio
‘litigation: In addltlon the New York court has stayed
. the New York Iltlgatlon pending the outcome of the.-
Ohio Ilttgatlon Mr! Forster and Ms. Muhlenkamp have
appealed the prehmmary m]unctlon and the appeal is
. pending at the Ohic Supreme Court .
The trial commencement date for thls case is.set
for April 30, 2007 - Y
Cumulatively through December 31 2006 we
have accrued for accountlng -purposes,.obligations.of
approxrmatety $56 mllllon to reflect claims regarding

" .~ has.not taken any srgnuflcant action in furtherance :
Zof.their. rnvestigatlon during 2008, we. stand; sready:to.

T‘cooperate with their investigation. ) R 1
On May 28, 2004, the us. Attorney’s Offlce for

the Southern District of Ohlo assisted’ by the Federal

" *Biteau of- Investlgatlon, notified us that'it has’ |n|t|ated

an inquiry-involving the siibject matters covered by

~‘our internal investigation. Although the U:S.tAttorney’s -

. officé and the FBI have not:taken any significant action

in furtherance of their investigation”during 2006, we -
-stand ready to cooperate wrth their mvestlgatron
On June’24, 2004 the internal Ftevenue Servrcer

{(IRS) began an audit of tax years 1998’ through 2003,_
and issued a- senes ‘of data requests to'us including” -
‘issues-raised in the Memorandum The staff of the'iRS
requested that we. provrde certair: documents,.rnclud- :
-tng but not limited to, matters” concerning executrverr
~director. deferred compensatton plans maniagement
stock’incentive pIans and MVE ftnancral statements

.On September a, '2005 the IRS: issued an audrt report ;

“for tax years 1998 through 2003 that’ showed proposed

. changes to our federal i income tax: Irabllrty for gach -

" a deposrt with the’ IFtS of approxrmately $1.3 mrllron that

-

t
deferred compensatlon estimated MVE incentives and/ .

or legal’ fees that Detendants assert are payable per ..
contracts. We dtspute Defendants entrtlement to any of '
those sums and any other sums the Defendants assert.
are due to them and,' as. noted above we are pursurng
litigation against, then"n contesttng all such c_Iatms

On or about June 24, 2004, the SEC com-
menced a formal investig:ation inta the issues raised

¢ on Taxation completed its review of the revised audtt

" tax years 1998 through 2003 r.The revrsed audlt report

: ‘of those years: The proposed changes resulted in a - :
3 total tax dehcrency, penattres and mterest of approxr- -
” vmately $23 9 million’asof December 31:2005. On:

-

« November 4, 2005, we'filed a wrrtten protest o one
of the proposed changes On Aprrl 3 2006;:the’ IHS‘
conceded: the proposed changes that we filed-a wrlt-
ten-protest 10 and'issued a rewsed audrt report for

resulted'm a total. tax defrcrency, penaltres and mterest
of approxrmately $1. 2 million. We had: prevrously made

L we requested on April 14, 2006 be‘appliedito’ offset‘ o

-the $1.2 million tax defrcrency, penaltles and |nterest
“for tax years 1998 through 2003.-The: Jornt Commtttee

réport for'tax years 1998. through 2003 and sent usra.,

- letter dated June 16, 2006 statrng that it todk no’ excep~

a

tion to the revised audlt report ,
P PR

N

Insurance Recovery Claim . Yo Lt
WY

fOn January 13 2006, wé frled a clarm agarnst one-,
of our msurers Associated E!ectnc & Gas Insurance
Services (AEGIS) under a ftducrary ||ab|!|ty pollcy
'to recoup legal fées associated wrth our Iltlgatlon N
) agarnst thrée’ former executlves An arbitration of this”
“matter was-held on August 4, 2006 The arbltratron;
panel ruled’ ‘on or about September 12; 2006 that the
AEGIS pollcy does not require an advance of defense
expenses to us. Rather, the a_rblt‘ratlon panelL stated that

l
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Stare Income Tax Audrt o v

!
!
]
i

e Lo - . .
we are required to file a written undertaking as a condi-

tion precedent to repay expenses finally established
not to be insured. We'have fr!ed a written undertaking
with AEGIS and will contlnue to pursue.resolution of the
claim through mediation and arbitration in 2007.

On February 13, 2006, we received correspondence
from the Ohio Department of Taxation (ODT) notify-
ing us that ODT has completed their examination

" and review of our Ohio Corpo'ration Franchise Tax.

Returns for tax years 2002 through 2004 and that the
final proposed audit adiuetments result in a balance
due of $90.8 million before ir_rterest and penalties. We
have reviewed the proposed audit adjustments and
are vigorously contesting the QDT findings and notice
of assessment through all adrlnini'strative and judicial

. means available. On March 2l9, 2006, we filed peti-
.tions for reassessment with the QDT to protest each

assessment as well as request corrected.assessments
for each-tax year. On October 12, 2006, we signed
a Memorandum-of Understanding with.the ODT that

. stated if the ODT's poeitions are ultimately sustained

in judieiat proceedings, the.total additional tax liability
that we would be subject to for tax years 2002 through
2004 would be no more than $50.7 million before-inter-
est as opposed to the $90.8 rnllhon stated in the ODT's
correspondence of February 13 2006. We believe we
have recorded adequate tax reserves related to the

) proposed adjustments however we cannot predict

the outcome, which could betmatenal to our, results of
operations and cash flows.
‘We are also under audit r'evrew by various state

.~agencies for tax. years 2002 through 2004. We have

. - alsc filed an appeal to the Oth Board of Tax Appeals

. Claim agalnst DP&L. : .

for tax years 1998-thraugh 2001 Depending upon the
cutcome of these audits and the appeal, we may be
required to increase our tax provision if actual amounts

- ultimately determmedrexceed recorded reserves. We
- believe we have adequate reserves in each tax-juris-
- diction but cannot predrct the outcome of these audits.

Labor Relations Unasserted Clarm

In September 2006, we became aware’of an unassert-
ed.claim,under the Falr Labor Standards Act concern-

- ing the calculatlon of overtlme rates for our unionized
workforce. By agreement of Local #175 and DP&L, we
' jointly submitted the claim to a neutral third party who

ruled in favor of DP&L's position As a resuft of this
decision, Local #175 has decided not to pursue any

. i
Mo o

. — e

'cause a judge to find that the U.S: Supreme Court's |
- ruling is based on different facts and allegations and is

- Generating Statron in the United States District Court
" for the Southern District of Ohio for alleged violationé

‘o
i

Environmental . . !

'tF’e'ndin'g before the U.S. Supreme Court is a proceed-,

ing, Environmental Defense v. Duke Energy (Duke | |F

‘Energy) that does not involve DP&L as a party but may
B

have a significant effect on the outcome of litigation

described betow that involves allegations of vrolatrons
of the CAA: A key lssue in that ||t|gat|on that may be

dispositive with respect to other pendlng cases is what
test to apply for measuring whether modifications tol
electric ge'neratin(j units should trigger application of |
New Source Rewew {NSR) standards under the CAA.
In general terms, the dispute is whether to measure !
pre- and post—modlflcatlon emrssmns based on the rate

- of emissions per hour of operatron or based on total

emissions over time. The latter test, if applied, could

trlgger NSR reqmrements for equipment replacements

that result in a plant running more often because it |s
more economical or dependable, even if the emrssmnrs
rate per hour of operatlon does not change. A ruling is
expected’in the frrst or second quarter of 2007. DP&L
cannat predict’ the outcome of the Duke Energy case. |
Moreover, in each of the cases identified: below, there
may be case- specmc facts and a|Iegat|ons that mayI

therefore not controlling in the case before the judgei. I
In September 2004, the Sierra'Club filed a law- 1
suit against DP&L and the other owners of the Stuart

of the CAA, including issues that may be decided by
the Supreme Court in the Duke Energy case and otheir
issues relating to a}lleged violatione of opacity limita-
tions. DP&L, on behalf of all co-owners, is Ieading the
defense of thrs matter. A-sizable amount of drscovery
has taken place and expert reports are scheduled to i
be filed at various times from May through Septemt::er1
2007, Drsposmve motions are to be filed in January . l
2008. No trial date*has been set yet. |
Additional information relating to legal proceedrngs
involving DPL and PP&L is contained in ltem 1 - |
Environmental Consrderarrons Itemn 1 — Competition.
and Regufatron and Item 8 - Note 15 of Notes to !
Consolidated Financial Statements. - .

»
|
ol

Item 4 Submrssron of Matters toa |
Vote of Security Holders .. oo

None

- i
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Item 5 Market for Registrant’s Common Equrty, Related Stockholder Matters and
Issuer Purtl:hases of Equrty Securltres

RS of December 31, 2006 there were 24,434 holders of, record of DPL comman equny excludlng |nd|V|duat

’

- part|crpants m seCUnty position listings. The following table presents the high and low per share sales pnces for .-
DPL common. stock as reported by the New York Stock Exchange for each quarter of 2006 and 2005

" - ‘ 2006 2005
§ i High , .. Low g Low
. First Quarer © | ) ' $2758 | § 2511, $ 2677 $ 24.27)
" Second Quartér YT sares|T TS5 T §mer || $a08|
-, Third Quarter. ! $27.93 - $ 2674 ‘s2832 | . 52670
. Fourth Quarter ! "-5,28. 72‘ ‘ $ 27.16 ~§ 28.01 [s+2 38 2455

w 1

-

DP&L's common stock is held solely by DPL and asa
result is not Ilsted for trading on any stock exchange
-+ As long as DP&L preferred stock is outstanding,

DP&L's Amended Articles of Incorporation contain,
provisions restnctrng the payment of cash dividends on
any of its common stock if, after giving effect:to such
dividend, the aggregate of all such dividends’ distribut-

'ed subsequent t6 December. 31 1946 exceeds the net .

. income of D_l"_’&L_.‘avallabIe for dividends on-its Common .
*:~Stock-subsequent to-December. 31, 1946 plus $1.2-- -

rnitiion' As ot.year-ehd all earnings reinvested inthe,
tbusmess of DP&L were available for DP&L commonz
stock’ dwtdends We expect all 2006 earmngs rainvest-
“ed in the busmess of DP&L to be available for DP&L
~ common stock drwdends payable to DPL.

On February 1, 2006 our Board of Directors' autho-

: l
nzed a4%. d|V|dend increase on DPL's common stock,

Performance Comparlson

! .
.Investment_ Returns  Value of $1,000 Invested  Dividends Reinvested

, ; raising the, annual dividend on common shares from

2 %o 96 per share to $1.00 per share These dlwdends
were. patd |n each quarter of 2006

On February 1 2007, our Board of Directors autho-

" rized a 4% dividend increase.on DPUs common stock
* raising the annual dividend on.comman shares from"
$1.00 per-share to $1.04 per.- share. These dtvrdends

_ W|II be-paid each quarter durrng 2007

o Addmonat mformatron concernlng dlwdends paid

* on'DPL common Stock is set forth under Selected
~~Quarterly-informatior-in-ltem-8 — Ftnanmat Statements

and Supplementary Data.’ ‘
Information regarding our equtty compensaﬂon
plans as of December 31;:2006,:is disclosed in -«
Item 12 ~ Security Ownershlp of Certaln Benehcral '
Owners and Management: and Related Stockholder

Meetrng of Shareho!ders

~
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- Matters, which |ncorporates such mformatlon by
reference to our proxy statement for the 2007 Annuat
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ltem 6 Selected Financ’l:ial Data = .. R
r

i For years ended December 31,

$ in millions except per shar;_e amount!s orasindicated . - .. 2006 2005 . 2004 2003. 2002
DPL Inc. : T . . oo . |
Basic earnings (Ibss)iper share of common stock:. ter e |
Continuing operations (@ $ 112] % 103 $ 10v| & o096l $ 148)
Discontinued operations : $ 012, $ 044 $ 080 | $ 014 % (0.7,2);
Cumutative effect of accounting change @ $ -1 & (003)| $ - % 0141V % -,
Total basic earnings per common share $ 124 [ 3 144 & 187 $ 124 | $ o076}
Diluted earnings (loss) per shere of common stock: -, - ! - ' I
Continuing operations (d) ‘ . $ 103 3 097| % 100( 3 04 | & 142
""" Discontinued operations - ) $§ 012 % o041 | § 078 | & 014 & (069)
Cumulative effect of accounting change @) $ -| sy -| s 0148 -
Total diluted; earnings per commaon share $ 115 | % 135| $ 178 | § 122 | §- 073
Dividends paid per share ' | , ) $ 100| % 006| 3 096| 5 004 | 8 D094
- Dividend payout ratio" t , - 80.7% 66.7% 53.0% 75.8% 123.7"'/0
Total Electric sales (milions of kWh) : 18,418 17,908 18,465 19345 |- 19,247
" Results of Operatrons l ' ‘ " : |
Revenues ' ' ’ ) $1,393.5 | $12849] § 1,1999 $1,1910 ] $ 1,1864
Earnings from continuing operaticns,.net of tax () "% 1266 | $ 1247 $ 1215 $ 1149 $ 1776
Earnings (loss) from drscontrnued operations, net of tax .$ 140| $ 529) & 958| § 166 | & (86.3)
" Gumulative effect of accounting change, net of tax’ $° -1 3% (32 % -1 8 70| & =
Net income 4 | : " % 13960 5 1744| $ 2173 $ 1485| 5 911
Financial Position rtems at December 31 - ' : v
Total Assets ' | $36122 | $3791.7| $4,1655| $4,4447 | $ 42777
Long-term: Debt (b) i : $ 15518 | $16771| $21173}) $1,954.7 ] $ 21423
Trust preferred securities () .o .. 5 - B - 8 -3 -| % 2928
-Total construction alddmons $ 36| § 1797} & 980[ 3 1022} § 1658
. Benior unsecured debt ratings at December 31,:@ ‘ ‘ . ) . i
Fitch Ratings ) i 7 ) ) BBB BBE- . .BB _BB_B BBB“
Moody's Invastors Service ! g ' ' Baa3 Ba1 Ba3 Bai Baa2,
Standard'& Poor's Corporauon T . BB BB- |. "~ B+ BB- "* BBB-,
Number of Shareho!ders Common Stock - 24,434 26.6(j1 - 28,079 30,366 : 31,856‘
: ‘ . ,
. The Dayton Power and Light ICompany -‘ . ; s |
Total Electric sales {millions of kWh) 18,418 17,906 18,465 | . 18,345 ‘ .19.247;
l .
Results of Operations: . .
Revenues I S $ 13852 $12769) $ 1,1822| $1,1834| $ 11758
Earnings on Common Stock (d) $ 2416 210.9 208.1 $ 2385 & 2447
- . ) 1
Financial Position items at December 31 ' ' ' i
Total Assets ‘ $ 30003 | $27386| $ 26414| $26601| $ 27573
Long-term Debt (0} ! } - - $ 7852 § 6859 § 6866| & 687.3| $- 6655
Senior secured debt ratings at December 3106 : 1
Fitch Ratings | ) A A EBB A A,
Moody's Investors Service | i : A3 Baal Baa3 Baa1 A2,
Standard & Poor's Corporation . BBB BBB- BBE- BBB- BBB (
"Number of Shareholders — Preferred Stock S 290 329 357 402 426 |

(a) In 2003, we recorded a cumulative e}{fect of an accqunring change related to the adoption of SFAS 143 "Accounting for Assat Retirernent
Obligations”. In 2005, we recorded an additional obligation in ‘response to FASB Interpretation Nurnber (FIN) 47, "Accounting for

Conditional Asset Retirement Obligations, an interpretation of FASE Statement No. 143.% See ltem 7 - Management's Discussion and Analysis
of Financiat Condition and Results of Operations.

{ i '
{b) Excludes current maturities of Iong-rerm debt. Upon adoption of FASB Inierpretation Number 46‘R "Consclidation of Varrable Interest
Entities (Revised December 2003) an rnterprerarron of ARB No. 51" at December 31, 2003, DPL deconsorrdared the DPL Capital Trust il.

(c) During 2008, our rating agencres upgraded our corporate credit and debl ratings. In February 2007 88P upgraded the corporare credit
rating and dabt rating from a8’ o BBB- r’clrr DFL and from BBB to BBB+ for DPEL. o4

(d) In the fourth quarter of 2006, DPL emered into agreements to sell two of its peaking facilities resu.'{mg in a $44.2 milfion ($71 million pre-tax)
impairment charge. During 2006, DPL recorded a $37.3 mitlion ($61.2 million pre-tax} charge for ear.'y redemption of debt. DP&L recorded

a $2.5 mitlion ($4. 1 miliion pre-rax) charge for early redemption of debt.

DPL Inc. l
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- DP&L, respectlvely and altogether unless the context

1 b

ftem 7+ Managements Discussion

-and Analysm of; Financial Condltlom oK

and Results of Operatlons :
- 4 S CE e

Certain statements contarned in thts dlscussron are

"forward- Ioolqng statements within the meaning of.

the Private Securrtles Lrtlgatlon ‘Reform Act of 1995,

Matters drscussed |n this report that relate to events

or developments that are expected to occur, in the;

| .
future;;including. managements expectatrons strategrc

objectlves busrness prospects antrcrpated economlc .
performance and ftnancral condition and other’ srrnrlar '
+ matters constltute forward -looking statements Forward-
Iookrng statements are based on. managements

beliefs, assumptrons and expectatlons of our- future
economic performance, takrng |nto account the mfor—

J

matlon currently avallable to. management These state-

ments are- not statements of hrstoncal lact Such for-

ward- Iookrng statements are sub;ect {6 risks and!' uncer—

"taintiesand investors are cautloned that outcomes and .

" results may vary materlally from those prolected due ”

to vanous factors beyond our control’ tncludrng but not -
limited o abnormal or severe weather unusual masn-
tenance or reparr requrrements changes in fuel costs
‘and- purchased pomger coal envrronmental emrssrons
gas and other commodlty prrces ‘increased competl-

- tion; regulatory changes and decisions; changes in )
accountmg rutes; flnanc::al -market condltrons and gen-
eral. eccnomlc condltrons

Forward: lookrng statements _speak only as of the ’
date of the document in, whrch they are made These
. forward- lookrng statements are identified by terms and .
phrases such as “anticipate”, "belleve" Cintend", “esti-
mate”, "expect continue”, "should”; "could" “may”,

plan pro1ect priedlct“- “will", “and similar expres-
‘sions. We dlS|C|aIm any- obllgatlon or undertakmg 10
provide any updates,or revisions to any forward- Iooklng
statement-to lreflect any change in our expectatlons or
any change. in even'ts condltlons or'circumstances on
which the forward- lolokmg statement is based.

The followrng discussion should be read in‘con- -
JUrlCthﬂ ‘with- the accompanyrng fmancrals and reIated
footnotes |ncluded in item 8 — Frnancral Statemenls and.
Supplementary Data. g : . cr
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Business Overwew o

This report |nc|udes lthe combtned frllng of DPL Inc

_ {DPL) and The Day1ton Power and Light Company

~ (DP&L). DPGFL is the pnncrpal subsrdlary of - DPL pro-
viding approxrmately 99% of DPL's total consolrdated- :
‘revenue and apprOxrmater 86% of DPL's total con—
solidated asset base Throughout this report the terms

we, us, our and ours: are,used to.refer to both DPL and _

T T PO W

7 is now comprrsed of mdependent power producers N e

-

a

S -lndrcates othenmse Dlscussrons or.areas 'of thrs report

that ‘apply onlyto DPL or. DP&L “will clearly be noted
strn the- section. Hlstorlcally.j DPL and. DP&L have flled
. separate SEC frllngs Beglnnlng with this report and in
‘the future, DPL Inc. and The Dayton Power and nght*
Company w1|| file combrned SEC. reports on an lntenm f
..andannual basis: . T i e ' i
DPL is a regional electric energy and utul:ty corn- i
“pany and through its pnncrpal subsidiary, ‘DP&L rs l
+ primarily engaged in the generatron transmlssnon an
drstrlbutaon of ‘electricity |n West Central-Ohio. DPL and]
A
l
R

\" '&ul

DPE&L strive to ach|eve dlscrplrned growth'in: energy
margrns while Ilmltsng volatility |n both cash flows anid

%" garnings and to- achieve stable, long- term; grovvth1

through efficient operatrons and:strong customerzand
regulatory. relations. More specifically, DPL and DP&L’
. strategy is {0 match energy supply with load, or cus-
tomer demand, maxrmrzrng profrts while effectrvety .
managlng exposure to movements in energy and: fuel !
"prices and utrltznng the transmlsslon and drstnbutron ‘I
-assels that transfer electricity at the most efficient cost E
while maintaining the highest level of customer sefvice z
and reliability. © 1. . % .- : : .
_We operate and manage generatron assets and '

-

" are exposed to a number of risks- through this manage-
“'ment. These risks mclude but are not Irmrted to eltec:
" tricity wholesale prlce risk, fuel’ supply and price risk

and power plant perfo?mance We attempt to manage .
_these Tisks through various, means For mstance we
operate a portfolro of wholly owned’ and Jomtly owned
generatron assets that is‘diversified s to fuel: source
-cost structure and operattng charactenstrcs We are
" focused on the operating efflcrency of these power 3
plants and marntarntng therr avallabrlrty ,
We operate and manage transmrssron and drstrrbu- ]
tron assets ina rate -regulated envuronment Accordrngly,l
thrs subjects us'to regulatory rrsk in terms ol the' costs §
that they may recover and the |nvestment returns that
they may collect in customer rates We are focused on* T
dellvenng electncny ‘and'to malntaln hlgh standards of ’

oustomer service and reliability i ina ‘cost- el'lectlve manner 1

- We operate |n a regulated and deregulated envr-

—

l -
.y

+

ronment The. electrrc utility |ndustry has hrstorrcally f ‘

operated in &’ regulated envrronment However, in' # by

recent years 'there-have Beén a-humber of federal |

_and state Tegulatory. and Iegrslatrve dedisions almed at 1 .

promotrng competrtlon and’ prov:drng customer choice.™ X
Market partrcnpants have therefore creatéd few: busr-
ness: models 10 ‘exploit, opportunrtles The marketplace -l

energy ‘marketers and traders energy merchants ‘

“transmission and dlstrlbutlon prowders and retarl
energy supplrers -There have also been new market'

.. DPL Inc.

l

b

i

e entrants and actlvtty among the traditional partrcr- ' b
| l

l

o

-

~

A
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t

pants, such as mergers, acquisitions, asset sales and
spin-offs of lines of business. In addition, transmission
systems are being operated by Regional Transmission
Organizations (RTOs). |

» As part-of Ohio’s electric d;eregulation law, all of the
state's investor-owned utilities were required to-join an
RTO. DP&L successfully integr'ated its 1,000 miles of
high-voltage transmission into the PJM Interconnection,
L.L.C. (PJM) RTO in October. 2004 As an RTO, PJM's
role is to administer an electric’ marketplace and ensure
the reliability of the high-voltage electric-power system
serving 51 million people in alljor parts of Delawarg,
llinois, Indiana, Kentucky, Maryland, Michigan, New
Jersey, North Carolina, Ohio, Hennsyivania, Tennessee,
Virginia, West-Virginia and the District-of Columbia.
PJM coordinates and directs the operation of the -
region’s transmission grid; administers the world's larg-
est competitive whalesale elecftricity market and-plans
regional transmission expansion improvements to main-
tain grid reliability and relieve ci:ongestion.

2006 Financial Overview ! :

As more fully discussed in later sections of this
MD&A, the following were the significant themes
and events for 2006: '

= DPL's revenues increased 8;% over 2005 resulting

. from the rate stabrlrzatron surcharge and other regu-
lated asset recovery riders | wnprovrng gross margin and
profitability. DPL's fuel, purchased power costs, and
operation and maintenance increased over 2005 by

4%, 19% and 21%, respectrvely DPL’s cash flow from

operations of $308.7 miliion was in line wrth the cash
flow from operations of $314.7; million in 2005,
m DP&L's revenues increased! 8% over 2005 resulting
from the rate stabiiization surcharge and other regu-
lated asset recovery riders improving gross margin and
profitability. DP&Ls fuel, purchased power . costs, and
operation and maintenance mcreased over 2005 by
5%, 17% and 17% respectwely DP&L's cash flow from

_ operations of $365.7 million was in line with the cash
.flow from operations of $366. 8 mmillion in 2005
m [n connection with DPLEs decrsron to sell the
Greenille Station and Darby Station electric peaking
generation facilities, DPL concluded that an impair-
ment charge for the Greenville Station and Darby
Station assets was required. During the fourth quarter
of 2008, DPL recorded a $71. 0 million impairment
charge to record the fair market write-down of the
assets and other associated costs related.to the sale.
m On September 13, 20086, the Chio Air Oual:ty
Development Authority (OAODA) issued $100 million
of 4.80% fixed interest rate OAQDA Revenue Bonds
2006 Series A due September 1, 2036. In turn, DP&L
then borrowed these funds from the OAQDA. DP&L

|

:

!

- subsidiaries.. DP&L provides approximately 99% of |

- §49.4 million, $48.5 million and $12.3 miilion far 2006, 2005 and

is using the proceeds from these borrowings to assist‘
in financing-its portion of the costs of acquiring, con- |
structing and installing certain solid waste disposal .
and air quality facilities at Miami Fort, Killen and Stuart :
Generating Stations. '
|8 On July 27, 2005, DPLs Board authorized the repur—

chase of up to"$400 million of common stock from ¢ -
time to.time in the open market or through private
transactions. DPL completed this share repurchase
program on August 21, 2006. These Board-authorized
repurchase transactions resulted in 14.9 miflion shares
being repurchased, or 11.7% of the outstanding stock
al December 31, 2005 at an average price of $26.91
per share. These shares are Currently held as treasury
shares at DPL. . !

Results of Operatlons DPL Inc.

DPL's results of operations include the results of its
subsidiaries, including the consolidated results of

its principal subsidiary The Dayton Power and Light |
Company {DP&L) and all of DP&L's consolidated ! :

the total revenugs of DPL. All maierial intercompany
accounts and transactions have been eliminated in

consolidation. A separate specific discussion of the
results of operations for DP&L is presented etsewhere
in this report.

i

Financlal Highlights — DPL ,

$ in millions ' 2006 2005 2004
Revenues:

Retal .~ '$1,131.4|$1,0666] $1,036.8
"Wholesale 1744 1333 135.]
RTO ancillary 77.2 74.4 17.9
Other revenues, (
net of fuel costs 108 10.6 10.1
Total.Revenues $1,393.5| $1,.284.9( $1,198.9
Less: Fuel - 349.1 .336.9 263.1
Purchased powaer (a. 1590 | 1333 113.1

v Gross marging © $ 8854 |3 81473 823.;/

Gross Margins as a

percentage of revenues  63.5% | 63.4%| 68.6%
. I
Operating Income "~ '$ 281.0|$ '339.1| $ 3365

Earnings per share: ,
Continuing Operations § 1.12]% 103/ $ 1.1

" Discontinued Operations  0.12 0.44 0.80
Cumulative effect of

.accounting change - {0.03) -

Net-Income . $ 124(% 144|8 181

(a) Purchased power includes ancillary charges from PJM br |

1
|
2004 respectively. :
(b} For purposes. of discussing aperatmg results, we present and }
discuss gross margins, This format is useful to investors because it!
aliows analysis and comparability of operating trends and includes l
the same information that is used by management o make decisions i
regarding our financial performance.




DPL inc. - 2006 Compared-to 2005

For the year ended December 31, 20086, basic earn-
tngs per share of $1 24 decréased $0:20 from the .
same perlod in2005. The decling'was primarily =~

“due to a $0.32; ‘per share ‘decredse in Earnrngs from
- Discontinued Opérations reflecting lower investment

" 'incomé ‘and IcSCver-garns on'the sale of investments.

b

Most of the investments were-sbld during 2005. 'Basic
earnlngs per share forI Earningsfrom Continuing = * -
Operatrons were $0. OIQ higher |nl2006 compared to
2005. This incréase is, ihe résult of higher revenues -
relatihg to the impact of the rate’stabilization plan and
lower interest 'é'>'<péns‘e ‘partially offset by'a $71:0 mil-
lion rrnparrment charge for the: peaklng units, higher

* fuel and purchased. power costs and higher operatton
and marntenance expenses. : '

DPL inc. - 2005 Compared to 2004

For the year ended December 31; 2005, basic earn-
-ings: per share of $1. 44 decreased $0.37 from the

. same period in.2004. ‘Thetdecllne was prtmarliy
* dueto a $0. 36 per share decrease in Earnings from

Discontinued Operatlons reflecting lower-investment
income, partrally offset by ‘the-gain on the sale of ~ ~
investments (ln Februlary 2005 DPL agreed to sell.its
respective interests in forty-six private equity funds).
Basic earnings per share_ for Earnings from Continuirg
Operations were $0. dz higher in 2005 compared to

2004. This increase IS the.result-of higher revenues

" relating to higher retatl sales volume and ancullary

revenues associated Iwrth the’ parttcrpatron in PJM )
Also contrrbutrng to [htS mcrease werg, lower operatton
'and maintenance expenses driven by lower corporate

costs, higher mvestment income and Iower rnterest

expense related to debt refrnancmg in 2004 These
increases were partrally offset by higher fuel and’ pur—

chased power costs and a $61 2 mrllton charge for the

_—

early redemption of debt .

For 2005, basic earnings per share |ncludes a
- $0:.03 after-tax charge related to the cumulatrve effect
of achange | m accounting for asset retirement obhga—
lions at certain power generating stations. .

DPL tnc - Revenues:

For the year ended December 31, 2006, revenues
increased $108 6 million, or 8% to $1,393.5 from ;'_,‘ ;
$1,284. 9 for the same perrod tn the prior year. Thrs
mcrease was prtmarlly the result of hrgher average

surcharge and other regulated asset recovery riders
resulting in a $93.0 million pr_ice variance, partially
offset by lower retail sales volume resulting:inia $29.4
million volume variance. Sales volume declined 3% in,
2006 from 2005 due to milder weather which resulted
in lower. heating and cooling degree days. Heating
degree days declined 11% and cooling degree. days
declined 20%. Whotesale revenue-increased $40. 8
millions primarily - related to a 34% increase in sales :
volume (2935 GWh) resulting.in &’ $45 8 million volume
variance, partially offset by aidecrease in wholesale

™
- -average rates resulting in a $5.0 million price variance.
- For 20086, the RTO ancillary revenues increased $2.8-
- million or 4% to $77:2 million from $74.4-million in 2005.-

_ services, reactive supply.and operating reserves. i

RTO ancillary revenues primarily consist of-compensa-

tion for. use of DP&L's tran'smission assets, regulatio'n

t
For the year ended December 31,2005, revenues

of $1,284:9 million increased $85 million, ors7 % from

$1,199.9 million-for.the same-period in 2004. This

increase was"primarily the result of increased retail -

- sales volume, higher average rates for wholesale.,

. revenués,and ancillary revenues associated with

-

parttcrpatron in RIM that.was partrally offsetiby. Iower
wholesale sales volume - Retail revenues tncreased
$29.8 million, pr:manly resufting from mcreased sales

volume of $32.8 million-and-$2.8 million in higher -

average rates, partially offset by $5.8 million:in lower
miscellaneous. retail revenues reflecting transmis- »
sion. services: provaded in 2004 that are now prov:ded
through PJM. Residential customers comprtsed the

“bulk of the mcrease in sales volume reflecttng greater
!weather extremes experlenced in 2005 ‘Compared to

2004 as cooling: degree days were up 39% lto 1 075
rm2005 compared t0.774+in 2004 and heatrng degree

. .days were' up 4% to 5, 702 in 2005 compared 10.5;500

retatl rates and hrgher wholesale sales volums, parttally b,

offset by lower retail sales volume and Iower average
rates for wholesale revenues Retatl revenues tncreased
$64 8 million prtmanty resultrng from an mcrease in

_ average rates retated to the Rate Stabrlrzatron Plan

Fon e N T

in 2004. Wholesale revenue decreased:$1.8 million,
primarily related to a $37.2 million decline in sales vol-
ume that was nearly, offset by a $35.4. mrllron{rncrease
related to higher average market rates. For 2005, ancrl-

. lary revénues from RTOs were $74.4 mrltron compared
"to $17.9 million for 2004, as we did not partrcupate 1n

PJM until October 2004.

AT :'-..
' L S
T

- DPL inc. = Margrns Fuet' and Purchased Power

For 2006, gross margrn of $885 4 million. rncreased»

“~$70.7 million, or 9% from $814.7 mrllton in 2005 As a

percentage of total revenues gross margrn remarned

,fiat in 2006 at 63. 5% compared to 63. 4% in 2005 Thls

result reflects the favorable tmpact of the rate stabrtrza-
tron plan on revenues offsettlng the |noreasrng fuel and
*purchase power costs. In prior years, rising fuel and
»purchase power costs had eroded gross margin. Fuei

R TN R T
i\»
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costs, which include. ‘coal, gas oil and emission allow-

ance costs, increased by $12 2 million, or 4%, in 2006

i
. compared to the same penod in 2005 primarily due

to increased fuel prices. Purr'l:hased power increased
$25.7 million, ar 19%:in ZOOQ compared to the.same

_ period in 2005 primarily resuilting from increased -

charges of $30.8 million relating to higher purchased
power volume and an increase of $0.9 mitlion in RTO

. ) I, 1 e
ancillary costs. These increases were partially offset
. by lower average market rates reducmg purchased
t
power costs by $6.0 million. The increase in purchase

power volume resulted from our decision to purchase
power at lower average market rates instead of running
our higher. cost generatlng facilities. In addition, from
time to time, we purchased plnower when our generating
facilities were not available due to-scheduled mainte-

" nance and forced outages. 1

For 2005, gross margin of $814.7 million

. decreased by $3.0 mjltien from $823.7 million for -

2004. As a percentage of total-revenues, gross margin
decreased by 5.2 percentage'points 10 63.4% from

68.6%. This decline is primarily the result of increased
fuel and purchased power costs, partially offset by an

" increase in revenues, principally fram FtTO ancillary

revenues-and higher average wholesale rates. Fuel

© costs, which include coal, gas, oit and emission allow-

ance costs, increased by $?3 8 million.or 28% for 2005
compared to the same penod in 2004 prumarlly result-
ing from higher average fuel prices of $64.1 million as
well as increased ger}eratidn{of $9.7 miltion. Purchased
power costs increased by $20.2 miilion for 2005
compared to 2004 primarily resulting from increased

- charges of $36.2 million associated with operating in
.PJM (we did not barti@:ipate ir|1 PUM.until October 2004)

and $28.2 'million related to higher average market
prices, partially offset by $44:2 miliion related to lower

~ purchased power volume. ! - . S

. DPL Inc. - Operation and Maintenance

i

i millions ' 2006 vs. 2005
Legal costs . . _ i § 135
Power production costs 10.4.
RTO administrative fees ' ' 55
Low-Income Assistance Program - .51
Lump sum ponus and retlrement payments T 37
Line"clearance 27
Mark-to-market adjustments and forfeitures .

of réstricted stock unrts (RSUS) . .. .28
Long-term incentive compensatlon ) 2.1

" Pension and benefits ’ 1.0
Directors’ & Officers’ Ilability insurance (3.2)

'. Sarbanes-Oxley compliance fees )]
Other, net . -| . - 41

Total operation and_fnaintenance expense § 464

4

4

For 2006, operation and maintenance expense
increased $46.4 million or 21% compared to 2005 ;
year primarily resulting from a $13.5 million mcrease ln
i
tegal fees prrmanty related to the litigation with former
" executives; a $10.4 million increase in power produc:—1
lion costs consisting of $4.1 million of coal brokerlng

. credits received in 2005 that were not received in 2:006

and increased operating and maintenance expenseslof
- $3.1 million whnch related to cost of removal and peak-
“er engine reparrs $5.5 million in PJM admlnlstrattve .
.fees, including $2 5 million deferred in 2005 by PUCCO
authority (rate relief was_granted in February 2006)
$5.1 million increase in the low-income assistance pro-
gram costs; $3.7 million of lump sum bonus and retlre
“ment payments to farmer executives (not related to ou
engoing litigation with the three former executives); i
$2.7 million of line clearance; a $2.6 million mcrease |n :
mark-to-market adjustments and forfeitures of restncted
stock units; $2'.1 million-inJong-term incentive comper't—

=

’ sation relating to performance and restricted shares l

compensation; and a $1.0 million increase in pension!
and benefits expenses. These increases were partially
offset by a $3. 2 million decrease in Directors' and ; !

-Officers’ I|ab|hty insurance premiums and a $1.1 million
decrease in Sarbanes-Oxley-compliance fees.

. | '
$inmilions - . . 2005 vs. 2004 |

Directors' & Oﬁi:cere' liability insurance $ (B.3)
Legal and special investigations (5.8)
Executive and management compensation {5.8)
‘Sarbanes- Oxley compliance and .
externalfinternal audit fees (3.5)
Low-Income Assistance Program ' {2.3)
Pension and benefits - {0
‘Electric productlcm transmrsston and : I
distribution costs . ) 4.5
Other, net 38

: Total:operatidn and maintenance expense  $ (18.1)

|

For 2005, operatlon and maintenance expense -
decreased $18.1 mllllon or 8% compared to 2004 as
a result of tower corporate costs that were partially ' ‘
offset by increased electric production, transmission
and distribution exbenses. Corporate costs declined
from the prior yearn primarily resulting from a decreas'e :
of $8. 3 million in Drrectors and Officers’ liability insur-
ance prernlurns approxnmatew $5.8 million related : !
to the decreased lével of activity regarding various | f
mternal and governmental |nvest|gat|0ns aswell as !
the securmes Iltrganon $5.8 million in‘lower executlve
and management compensanon costs $3.5 million i |n
reduced Sarbanes- -Oxley 404 compliance costs and'
externalllnternal audlt fees; $2.3 million in decreased
Low Income Assistance Program costs; and $0.7 mil-

i
i
[
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lion of lower beneflts costs (a decrease of $2.8 million

T fora 2004 adjustment in dlsablllty reserves was nearly

"offset by an lncrease in pensron costs of $2.1' mrIIron)

. These'decreases welre partlally -offset: by a $4.5 million

= increase in electnc plroductrcn transmrsslon and distri-
bution costs, pr|mar|ly related to generatlon operations
costs for tlme used for pollutrcn ‘control and electric”
productton borler marntenance costs'as’ well as higher

T costs: related o electnc drstrrbutron operation and

mamtenance4 Sy

|
DPL !nc - Imparrmerl'tt of Peakrng Statrons

.. connectlon -with DFLEs deC|S|on to sell the )
Greenville Statlon and Darby,Statlon electric peaking
- generatton facilities, lDPL concluded that an impair-

" ment’ charge Ifor the Greenvrlle Station-and Darby .
Station-assets was required. Greenwlle Statron COﬂSlStS 3

~ of four natural gas peakrng units with a net book value _

. of approxnmately $86 mllhon Darby Station conS|sts

e ~of six natural gas peakrng units. with a net book value

1 of approxnmately $156 mlllron DPLE plans to sell the

.. Greenville. and Darby‘r Statton assets for $49 million: and

$102 million, respectrvely these:sales are. expected to
take, place durlng the.flrstahalf of 2007. el
5 e During, the, fourth: quarter of 20086, DPL, recorded

for a $?1 0 mrllrolﬁ :mparrment charge to-record the fair-
. market write- down of the assets‘and. other assocrated

«costs related to the sale »These assets are now held for
Sale and are; no longer berng depremated these assets.
There, was. nc' such acthty in: 2005 See Note 14 of the
Notes to the Consolrdated Flnan0|al Statements

*DPL !nc - Deprecratrcn and Amort.rzatron

o
...,._, K .

- For 2006 deprematron and amorﬂzatron expense

|ncreased $4 I5 mrllron frcm 2005 relatlng to completed
protects |n both the dlstrlbutron and productlon areas-
|ncrea5|ng our overall plant base .

Deprecratron and amortrzatron expense was $3.2
mitlion htgher in 2005 as compared to 2004 pnmar—
'|Iy as a result of completed prOJects |n the drstnbutron

‘area (|nclud|ng new servrces I|ne transformers poles,

) statlon equtpment and overhead and underground

. conductor) and in the productlon area (malnly due to

—.the SCRs for Stuart |K|I|en a’nd Zrmmer) that were put
|nto servrce |n the selcond quarter of 2004

DPL Inc. - Amort‘rzatron of: Regulatory "Assets

-f'For 20086, amorttzattdn of regulatory assets mcreased
$56 millicn lo $7 6 mrliron compared to the same

: ‘period’in 2005 The | rncrease in amortlzatron of regula-

tory assets reflects $2 6 mrIIron for the amortization of
costs incurred to accommodate unbundled rates and
electric chorce bitls lh the customer billing system; $1 3
mitlion for the amortrzatron of PJM administrative fees

-

1
'

|
AR e

- the PJM: system and '$0.2:miltion for. the' arnortrzatron of

" DPL inc. -Other rncome (deductrons)

deferred for the period:October.2004 through: January
2006; $1. 2 million.for, the amortrzattcn of |ncrementalr -,
2004/2005 severe: istorm costs $0.3 million for the: .- "
~amortization-of Costs tncurred to |ntegrate DP&L |nto L
tthe Rate Stablllzanon Surcharge rate case expenses :f <
For 2005; amortrzatlon of regulatory assets g L -:{ '
increased $1 3 mrllrcn to $2 O.million compared 1o the . \:
same perlod in- 2004 prrmanly resultrng from PJIM start- '
up costs amort|zat|on of $1.1 million and PJM mtegra- B
tion costs amortrzatlon of $0 2 m||||on reflecttng DP&L’ ~

" entrance into the PJM market on* October 1, 2004

DPL inc. - Investment Income* D *.;' L ‘,';_
_For 2008, |nvestment incorne decreased $33.1 mtlilon v,
to-$17.8 million from $50.9 [million for_the: same “period .
in 2005. This decrease: was: prlmarlly the result ofa L '
~$23.4 million decrease in gatns on pubIJc and |ncome AL
|nvestments reahzed in, 2005 a $4 6 mr!lnon in: forergn
currency translatton galns realrzed in 2005: for. the I|q- Cos T
uidation of, mvestments dencmrnated in Euros, and: a s - L
$4.8 million decrease in mterest income. resultlng from T
Iower cash balahces i in 2006 compared 1o 2005 ) '
"For-2005,. mvestment mcome mcreased by, $43 0
million compared to 2004 pr|mar|lyﬁ resulting froma.
net gain on the drsposal of.public equity and.i |ncome ‘ ,
_investments of $23.5 million and from $18, 5 mrltrcn in.
|nterest |ncome prtncrpally from new short- term |nvest--
" ments relatrng to a cash surplus from the: sale of the N
prrvate equny portfollo ,Y_- e _w,;;“ o
el . 'ﬂéf

A DU

DPL fnc - !nterest Expense »-‘- ;‘.f - _
-Far 2006 mterest expense decreased $35 5 million, . . % -
. Or-26%, compared to'the-same penod in, 2005 _' -;‘ LT
resulting from the. debt reductlon that occurred 1n T
. 2004 and 2005 and a h|ghertcap|tal|zed mterest of : .
* $10.9 million in 2006 comparedto 2005 assocrated ;_ v
with our major constructlon prorects NN T :
For 2005, |nterest expense decreased $22. 5. T
mlllton or 14% compared ‘10 2004 due 1 the debt
reduction-of $462 6 million- and afull year: |mpact of
the.$500 million debt retrrement completed in. 2004
{partially: frnanced‘wrth a 175 mrIIron note)

¥

l
In 2005 DPL recorded $61 2 mrllron |n charges gE :
resultrng from premlums pald for the early redemptron -t §
of. debt mcludrng wnte ffs of unamortrzed debt -')' .-"-};' =
expense and debt drsccunts :

‘ i

For 20086, other mcome (deductlons) was $14 7 o R
mrIIron Iess than the same perlod in 2005 prlmanly X <o
.due to gains of $12 3 mrllron realized in 2005 from . )

s




]
-
:

.30

m—t

the sale of pol!ution‘co'ntrol emission allowances.
«There were no sales ot pollutlon control emission
allowances during 2006 N e
For 2005, other income’ was $9.7 million greater

‘than 2004 primarily reflectlng $3 5 mllllon of additional
.gains realized in-2005)over 2004 resulting from sales
of pollution control emlssron allowances $1.6 million
of lower fees resultlng ,from the 2004 canceliation and
replacement.of DP&L’s revolwng oredlt facility and
our term loan termrnatron and|$1.5 Tmillion from the
**+2004 write-off of the- remarnmg term-loan debt expense
resultlng from our. term loan termrnatron

._DPL Inc. - income Tax Expense .

. ) | L .
" For 2008, income taxes from continuing operations
~decreased $10.1 million, or 13% compared to 2005
due to a decrease in pre -tax book income, a decrease

"in the effective tax rate prrmarrly reflecting the phase- , -

rout'of the Ohio Franchise Tax and adjustments record-
ed in 2005 and 2006 to tfrue- up book tax expense to
‘the tax return.» - “. . l Co
+ For 2005, income tax expense from conttnumg
operations increased $13 4 mlllton compared to 2004
* resulting’ from higher income, mcreased accrual for
open tax years and'lower state tax coal credits.

: On-June 30, ‘2005"‘Gover'ritor"Taft signed House Bill

'66 into law which S|gn|f|cantly changed the tax struc-
ture in Ohio. The major provisions of the bill included
phasing-out the Ohio Franchrse Tax, phasing-out the
" Ohio Personal Property Tax for non-utitity taxpayers
"and phasing-in a Commercral Activities Tax. The Ohio

Franchrse Tax phase out requrred second quarter 2005

“adjustments to rncome tax expense Incorme taxes
from contmurng operaﬂons were reduced by $1.5 mil--
"lion whilé income taxes from drscontlnued operatlons

“were incredsed by $1 3 rruIIlon as a result of the tax law

change Other apptlcable prowsmns of House Blll &6
have been reflected in the ¢onsolidated:financial
statementS" _' ‘, ‘ :

: .
DPL Inc. - Drscontmued Operatrons Net of Tax.

On February 13 2005J our- sub5|d|ar|es MVE and
.MVIC, entered into an ‘agreernent to sell their " '+

. respective interests |nrforty-srx prrvate equity funds

to Alplnvest/f_exlngton 2005 LLC, a joint venture of
Afplnvest Partners and Lexmgton Partners, Inc.”
" Sales proceeds and any related garns or Iosses were
recognized as the sale of each fund closed Among
.other closing condrtlons gach fund reqwred the

. transaction to be approved by the. resp_eotlvetgeneral

DFL Inc,

' proceeds mcludlng approximately $52 million in net

*and a portion of another fund, to Afplnvesthexington

tions MVE recerves from'these funds, and Alplnvest/ !,

'trve arrangements to estlmated fair vafue Ownershtp of

i
|
. i
partner of each fund. During 2005, MVE and MVIC |
completed the- sale of their interests in forty- three and
a portion of one of those private equity funds resultrng
ina$46.6 mrllron pre-tax gain ($53.1 miltion less $6. 5
miilion professional fees) from discontinued operatlons
and provided. approxrmately $796 million in net !

distributions from funds while held for sale. As part |
of this pre-tax galn DPL realized $30 million that was
previcusly recorded as an unrealized gain as part ofI
other comprehensrve income. !
Dunng 2005, MVE entered into alternattve clos- |
ing arrangements with AIpInvesthexnngton 2005; LLC ¢
for funds where legal title to said funds could not be
transferred unt|I' a later ttme1 Pursuant to these arrang_e
ments, MVE tran‘s'fe'rred the economic aspects of the:
remaining private e;quity funds, consisting of two funds

2005, LC wrthout a change in ownership of the |nter—

ests. The terms‘ of the alternative: arrangements do not :

meet the criteria for recording a sale.’We are obhgated
to remit to Alplnvesthexington 2005, ELC any distribu-

Lexington 2005 LLC is obligated to provide funds to uls
to pay any contribution notice, capltal call or other pay-
ment notice ér brlf for which MVE" receives notice with
respect to such! funds. The alternative arrangementsl
resulted in a deferred gain of $27.1.million until such’

terms of a sale can be completed (contingent upon '
receipt of general partner approvals of the transfer) i
and in 2005 provrded approximatety $72 million in net
proceeds on these funds. DPL recorded an |mpa|rment
loss of $5.6 mrlhon in the second quarter of 2005 to !

write down assets transferred pursuant to the alterna-

these funds transfer aftér the general partners of each
of the separate'funds consent to the transfer. )

* On March C?t 2008, MVE completéd the sale of the
remalnlng portron of one. prrvate equity fund, for whrcih.
MVE had prevrously entered into an alternative closrng_
arrangernent resultlng in the recognttlon of $13 2 m|II|on
of the deferred galn On August 31, 2006, MVE com-

pleted the sate of a portion of one of the’ two remarmng' '

prrvate equity funds resulting in recognition of $5.7 | _
million of the deferred gain. The sale of the residual E
portion of this p!nvate equity fund will be completed
during the first quarter of 2007, resulting in the recogn
tion of approxrmately $8.2 mlIIron of the deferred garn
The transfer of the remalnrng fund is expected to be J

i

I

I

cpmp!eted in 2{)0{3‘_
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For the years ended December 31,

$inmilions o 7 - 2006 2005 2004
Earnings from discontinued operations:. .. 7 . S
Investment income 1., 7 ... B - L$ @131, $.1785"
Investment expenses, ) (1.3) . (9.5) ’ (23 )]
' Income from drscontrnued operatrons o (1.3 & 38 1549

' Gain, reallzed from sale - 3 - 18.9 B N I T

. Brokerfees and .other expenses =L (6. 5) IR
"U'oss recorded ! | =0T . (5.6) oo
: Net garn onsale | i 89l 410 L=
Earnrngs before |ncom,e taxeg.r i b . vt 1746 [ . n 728 - . 1549
Income 1ax.expense | . L. e . . Y @BE) [ A (199 L . (59)
.~ Earnings from discontinued operations, net.- , _ .8 140 ~$.528 |  $$./958
Cash Flow: '™ % !} -' " R ' ! T 25'{ g
Net proceeds from sale of portfolio. - «+* - $ - %7442 |y -
Net proceeds from transfer -v.. 1 oL o s e W 7230 dua
Net distributions from funds . e PO = . . 819 ., ..2089

Total cash 'flow from discontinuied .operations .03 —n -$.868.4,. - $ 203.9

e T
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There was no Jrnvestment incorme from drscontrnued
operatrons dunng 20086, however there was $1.3 mil-
lion of Iegal costs assocrated wrth ‘the ongoang I|t|ga—

' tion (see Note 11 of l'\totes to Consolldated Fmancral
'Statements) tncome from’ discontinued operatrons
" (pre- -tax} for the year. ended December 31, 2005 of

$31.8 mrllron rs comprtsed of $41 3 m||hon of |nvest-

'ment income Iess $9.5° mrllron of assocrated manage-
_ ment fees and other expenses -

- te

For the year ended December 31, 2006 we rec-
ognrzed $18. 9 mrlhon of thé deferred gain from the
sale of the remaln;ng prlvate eqwty funds described
above For the year ended December 31, 2005, we

' _
‘reoognrzed a $46 & million pre -tAx gain (8531 m||||on

less $6 5 mrltron of p'rofessronal fees), recordéd a $586
million |mpa|r|ment Ioiss deferred galns of $27.1" mrllron
on transferred funds'from digcontinued operations, and
provided approximately $868 m|I||on |n net proceeds
including approxnmately $52 mlllron in net distribitions -

from funds held for sale We will continue to incur mrnor

" amounts of fees in the near term

i ol

DPL Inc - Cumulative Effect “of Accountrng

Change Net1of Tax‘ C e

. In 2005, the cumulatwe eftect of an. accountlng -

change resulted in a oharge of: $3 2 rnxlllon related to

, the adoptlon of the prowsrons of FASB tnterpretatron

No. 47, "Accountrng for Condltlonal Asset Retirement
Obligations an |nterpretat|on of FASB Statement No.
143" (FIN 47) (See Note 1'of- Notes 10 Consotldated
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Financial Statements ) o

Results of Operatlons -
The Dayton Power and nght Company (DP&L)

- Income Statement Hrghlights DP&L

i - _.:h a ‘i
$in mrlllons ST 2008 2005 . 2004
Revenues: B L IS R
~- Retail . $ 998.1|5 9449|185 9140
Wholesale .. . 3099 | 257.6| 2603
RTO ancillary 72| 744 0 178
Total Revenues $13852 $1,2769] $1.1922
Less Fuel ’ g 3352 ' ,317.? ) 257b
Purchased power () L I1TM9  1471) 1164
Gross margins ® © $ 878.1|% 8119|S 8188
Gross margins asa .-, T B
.. - bpercgntage of revenues . 63.4% | ©636%| 68.7% |
Operating Income,  ©$. 402.5|% 382.6($ 369.4

R i A
(a) Purchased power mctudes ancrﬂary charges from PJM of -'ﬁ
$49.4 rnr.'.'ron $48.5 million and $12. 3 milfion for 2006 2005 and
2004 respectrve.'y . L . L s

(b} For purposes of discussing operating results, we present and .,
discuss gross margrns This, forma! is uset‘ul to mvestors because rt
a.'tows analysis and comparabu‘rty ‘of cperatmg rrends and rnctudes, .

the same information that is used by management 10 maka decisions hie

. regarding our financial performance Tt -l A

DP&L - Revenues v I LA
'For'2006; revenues increased 8% to $1, 385 2.million
compared to $1,276. 9 million in: 2005 reflecting:an ‘

‘- increase of 3108 3 mrllron WThis increase: ‘was prrmar—
ily the result of higher average rates for: retarl sales
-greater wholesale sales \rolume and mcreased ancnl- _
lary revenues assocrated with’ partrcrpatron in‘a FtTO.
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.DP&L Margrns Fuel and Purcl:hased Power
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These increases weré partially offset by lower retail
sales volume and Idvr:rer aver'age rates for wholesale
sales. Retail revenues increased $53.2 million, primarity
resulting from a $78.3 million; increase retating to higher
average rates and increased miscellaneouss revenues
of $0.9 million, partially (}ffsetI by decreased sales

" volume of $26.0 million resulting from milder weather
experienced in 2006 comparfed to 2005. The higher
average rates were primarily the result of the rate sta-
bilization plan surcharge, and regulated asset recov-
ery riders implemented throughout 2006. Wholesale
revenues increased $52.3 mi‘_llion, primarily related

..o a $88.6 million increase in sales volume, partially

offset by a $36.3 million decrease in average market
rates. During 2006, RTO ancillary revenues increased
'$2.8 million to $77.2 million from $74.4 million in 2005.
Heating degree-days were dewn 11% t0 5,076 in
2006 compared to 5,702 in 2005. In addition, cooling,
degree-days were down 20% to 855 in 2006 compared
to 1,075 in 2005. : :

For 2005, revenues mcreased 7% to $1, 276 g mil-
lion compared to $1,192.2 mr!lrcn in 2004, reflectrng
an increase of $84.7 million. This increase was 'prirpar-

. ily the result of increased reta'ii sales volume, higher

average rates for wholesale and retail revenues, and

_ancillary revenues assocnated with participation in PJM
. that was partially offset by Iower wholesale sales vol-

ume. Retail revenuas i_ncreaséd $30.9 million, primarily
resulting from increased sales volume of $28.9 million
and $7.6 million in higher ave:rage rates, partially offset
by $5.6 million in lower miscellaneous retail revenues
reflecting transmission services provided in 2004 that
are now provided through PJM. Residential custom-
ers comprised the bulk of the|i increase in sales volume
reflectmg greater. weather extremes experienced in
2005 compared to 2004 as cooling degree days were
up 39% 101,075 in 2005 compared 10 771 in 2004

-and heating degree days were;a up 4% to 5,702 in

2005 compared to 5,500 in 2q04. Wholesale revenue

"decreased $2.7 million, primarily related to a $71.6 mil-

lion decline in sales volume that was nearly offset by a

$68.9 million increase related '}o higher average market .

rates. For 2005, ancillary revepues from RTOs were
$74.4 million compared to $17.9 million for 2004, as
we did not participate in PJM {Jnlil October 2004. RTO
ancillary revenues primarily consist of compensation
for use of our transmisgion assets, regulation services,
reactive supply and operating;reserves.

For 2006, gross margin mcreaeed $66.2 mrlhon to
$878.1 million from $811.8 miltion in 2005. As a per-
centage of total revenues, groés margin remained

|
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relatively flat in 2006 at 63.4% compared to 63.6%
in 2005. This result reflects the favorable impact of '
the rate stabili.lzation plan on revenues offselting the
increasing fuel and purchased power costs. In prior i
years, rising fuel and purchased power costs had ! !
eroded gross margin. Fuel costs, which include coal
gas, oil and emission allowance costs, increased by l
$17.3 million or 5% in 2006 as a result of higher rnarkel
prices. Purchased power costs increased by $24:8 . |
millien or 17% in 2006 compared to 2005 primarily "
resutting from higher volumes of power purchased, The
increase in purchased power volume resulted from ou'r
,decision to purchase power at lower average market i
rates instead of running our higher cost generating ' !
facilities. In addition, from time 1o time, we had to pur-
chase powaer to source power sales when our generat‘-
ing facilities were not available due to scheduled maln-
tenance and forced outages. o '
For 2005, gross margin decreased by $6.9 mrl-

tion to $811.9 million from $818.8 million in 2004. As a'
percentage of total revenues, gross margin decreased
by 5.1 percentage’ points to 63.6% from 68.7%. This
decline is primarily the result of a $91.6 million mcre'as'e
in fuel and purchased power costs, offset by an $84. 7
mrilron increase in revenues (see discussion of revenue
variance above) Fuel costs increased by $60.9 m|l||on
for 2005 compared to the same penod in 2004 pnmar~
ily resulting from higher average fuet prices as well a|s£
an increased volume of electric generation. Purchased
power costs increased by $30.7 million for 2005 com-!
pared to the same 'period in 2004 primarily resulting |
from increased ancnlary charges of $36.2 million asso-
ciated with mowng power across PIM {we did not par-
ticipate in PJM until October 2004) as well as rncreaseis
related to higher average market prices, partially offset
by lower purchased power volume.

l .
DP&L - Operation and Maintenance

$ in millions . 2006 vs. 2005 ° |
Power production costs : $ 10.41 '
Low-Income Assislance Program . 5.6, '
RTC administration fees ) 565,
Lump sum bonus and retirement paymenis - 37
Line clearance SL2r
Long-term incentive compensailon 1.9 'l
Reserves for insurance, 1|

injuries/damages/environmental’ R K
Pension and benefits 094"
Mark-to-market adjustments and |

forfeitures of restricted stock units (RSUs) 0.9 l
Directors’ and Officers’ liability insurance (1.2)| !
Sarbanes-Oxley compliance fees (1.3 :
Other, net : 22 i.

Total operation and maintenance expense  $33.4 ||
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For 2006, -operation and maintenance expense

increased!$33.4 million or 17% compared to 2005
prrmarlly resultlng from a $10.4 m|l||on rncrease in
power productlon costs conS|st|ng of $4 1 mtlllon of
coal brokerlng credlts received iri 2005 that weré not
received |n 2006 and rncreased operatlng and main-
“tenance expenses of $3.1 mllllon ‘which related to.cost
of removal and peaker engrne repalrs ‘a$5.6 I"I"ll||l0l'|

|

* increase in thie Low-Income Assistance Program costs;

- $55 mlllron ‘in PJM admrnlstratlve fees, including’$2.5
mlllron deferred rn 2005 by PUCO authorrty (rate relref
was granted in February 2006) $3.7 million of Iump

sum bonus and [retirement payments for former execu-

tives (not related to our:ongoing-litigation: -with thethree

former. executlves) $2.7 million related to'linerclear-
ance; §1. Qymlllron#ncrease in long- term rncentrve costs; ¢
a $1.9 million increase in reserves for- msurance.tln]u- '
ries, and. damages a $0 9 mllllon increase in-pension
.and; benefrts expenses and a $O 9 million increase in

stock units. Thesg| increases were, partially offset-by a -
$1.2 million decrease in Drrectors .and Oftrcers liability * .
insurance, premlums and a $1.1-million decrease n -

.; Sarbanes-Oxley compliance fees. .
S 1 :

I ite . = - Loy - ey

!

2005 vs. 2004
Dlrectors ‘and’ Offrcers liability insurance (14.8)
* ExecUtive’' and management compensation . . (10.2) Rk
Sarbanes; Oxley, compllance and - .
external.flnternallaudtt fees . (3 5)
RTO, admmlstratlon fees (1 6)
Reduction i |n caprtallzed |nsurance and
" “claims costs (0.3)
Pension and benefit!s 0.6
' Electrlc productron transmlssron
"' and distribution costs $ 41
Other, net , t R . (0.4)
Total operatron and maintenance expense % (26.1) '

_ ! R ) .. '
For 2005, cperatron and maintenance expense
.decreased $26 1 rr'nllron or 12% compared to same
.period in 2004 as- a result of lower corporate costs that
were partlally offset by increased electric productlon
transmlssmn and drstrlbutlon expenses. Corporate
costs decllned from the prior year pnmarrly re'sult-
ing.from a decre?ase of $14.8 million in’ Drrectors and
Officers’ Ilabrhty insurance premlums $10.2 mllhon in
lower executrve and management compensatlon costs;
$3.5 million in reduced Sarbanes- Oxley 404: complr-
ance costs and external { mternalraudrt fees;-and $1.6
million in Iower PJlVl admrnlstratrve fees resultlng from
a PUCO order to defer these'costs until.they can be -
recovered through rates starting in February 2006.

', mark- to-market adjustments and forfeitures of. restricted .

"~ the second quarter of 2004. -

[

: marntenance ‘In addition,.pension and benefits costs e

i mitlion’ decrease.for other post employment benetlts

_ in'the production-area (marnly due to' thé" SCRs forl - s

" amortization of costs incurred to' rntegrate DP&L into -

" mcreased $1.3'million 1o $2. 0 mrlllon compared to the

These decreases were partidlly offset by a $4.'-1?rnillion . .
increase in electric production, transmission, and.distri- = "~ l
* bution costs, primarily. related to. generatlon operatlons .

costs fof lime used for pollutlon control, and electrlc ) l
production boiler marntenance costs as !well as’ hlgher i
costs related to-electric drstrrbutlon operatlon and

rose by $0. 6 million reflecting an increase.in- pensron
costs of $2.0 million that was nearly. offset bya 31!4

prlnmpally a 2004 adjustment in disability reserves. .. - !
LR s.’—" Lo S
DP&L Deprecratron and Amortrzatron D e 1 ‘

Deprecratron and amortlzatlon rncreased $6 1,mrlllon o
"in 2006. compared to 2005 prlmarlly reflectlng a. hrgher T
plant base. w ot e ost T PTG o
- Depreciation- and amortrzatron mcreased $2 8 mll-
lron in.2005 as compared to 2004 prrmarlly as a: re3ult
- of completed pr0|ects in the dlstnbutron area (rncludrng Lo,
new serwces ling' transformers, poles stataon equrp— B
.ment,. ‘and-overhiead and underground conductor) and o

“Stuart,"Killen'and Zimmer) that were put into: serwce inoLoc g

Ptk ™ ’:,,f"‘ o
DP&L Amcrtrzatron of Ftegufatory Assets : _ '
For 2006 amortrzatlon of regulatory assets |ncreased. S R
™ $5.6-million to $7.6 million compared to the same T - -
penod in 2005. Therlncrease in amortization of regula- S
tory assets reflects’ $2. 6 million for' the’amortization of
costs mcurred to accommodate unbundted rates and .
electrrc Thoice brlls in the customer brlllng system $t 3.0
milliori for thé amortlzatlon of. PJM admlnrstratrve fees .
deferred for the perlod October 2004 through January '

' 2006; $1 ‘2 miilion for the amortrzatron of rncremental

2004/2005 severe Storm costs $0 3 mlllron for the PR

the PJM system; and $O 2 million. for the amortlzatlon of. )
the Rate Stabllrzatlon Surcharge rate case expenses. .

Nt N

For 2005 amortrzatron ‘of regulatory assets

' same penod m 200;1 prrmanly r\esuitrng trom PJM start-

up costs arnortlzatlon of $1 1 mrllron and PJM mtegra-

thl‘l costs amortlzatlon of SO 2 mlllrcn reflectlng DP&L’ SR
“entrance rnto the PJM market on Octoberg_ 2004 K oo

lnterest Expense e |

DP&L _
i y |

lnterest expenseldecreased $14 7 mrlllon or 39% in
2006 compared 1o 2005 prlmarlly relatlng to $10 9 o
rnrllron of |ncreased capltallzed mterest resultlng from o
hlgher pollutlon control capltal expendltures at the . S
generatlng plants and $5 3 mlllron of. Iower |nterest
expense reflectlng the reflnancmg of pollutron control

. . OPLincx 33,
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' DP&L - rncor‘ne Tax Exp’ense .‘

34 DPLInc.

. |
bonds at reduced ‘interest rates in 2005, lower debt

- service charges associated with DPL's early retire-
- ment of ESOP debt, and the elimination of the interest

penalty resulting from the delayeld exchange offer of
the $470 million 5.125% Series Frrst Mortgage Bonds.
These decreases were slightly offset by $1.4 miltion

- of interest expense associated wrth DP&L's new $100

million 4.8% Series pollution contro! bonds issued

‘September 13, 2008.

Interest expense decreased;$5.4 million or12% in
2005 compared to 2004, primarilly from $2.6 million of
lower debt service charges associated wrth our early
retirement of ESOP debt; lower amortrzatron of $1°1 mil-
lion associated with reacquired debt; $1.0-million from
the &limination of the interest penalty' on the $470 mil-
lion 5.125% Series First Mortgage Bonds resulting from
the delayed exchange offer reglslrat:on of those securi-
ties; and $0.2 million of greater capltallzed interest in

- 2005 as compared to 2004 i
. DP&L Charge for Earty Redem,'otron of Debt

In 2005, DP&L recorded $4.1 million in.charges:result-
-ing from premiums paid for the early redemption. of
debt, including write-offs of unamortized debt expense

and debt discounts. |'
N . o
DP&L - Other Income !

' For 2006, other rncome (deductlons) decreased 3$7.8

million compared to the same p!errod in 2005. This
decrease is primarily attributable to $12.3 million in
.gains recognized on the sale of pollution control emis-

. sion aliowances during 2005, partlally otfset by $7.0

million in reduced investment management fees, ..

For 2005, other income was $7.7 million greater
.than 2004 primarily reflecting $?.5 million.of additional
gains in 2005 over 2004 from sales of pollution control
emiseion allowance. . ' ’

11

For 20086, |ncome tax expense rncreased $4 1 million
compared to the same penod in 2006 pnmarlly result-
ing from hrgher income. :

For 2005 income tax expense increased $17. 3

million compared to the same penod in 2004 resultlng

' from higher i mcome mcreased.accrual for open, tax

years and lower state coal tax creduts

On June 30, 2005, Governor Taft signed House Bilt
66 into law which elgnlfrcantly changed the tax struc-
ture in Ohlo The majorgprowsrc')ns of the bill include
phasing-out the Ohio Franchise Tax, phasing-out the
Personal Property Tax for non- utllrty taxpayers and
phasing-in a ‘Commercial Actnvrtres Tax. As a result of
House Bill 66 income taxes were reduced By $1 .6 mil-

|
i

"In 2005, the cumulative effect of an accounting

. Obligations an interpretation of FASB Statement No.
. 143" (FIN 47). See Note 1 of Notes to Consolidated

lion. Other applicable provisions of House Bill 66 have
been reflected.in the consclidated financial statements.I

DP&L - Cumuiative Effect of Accounting
Change, Net of Ta:{

change resulted in a charge of $3.2 million related to
the adoption of the provisions of FASB Interpretation
No. 47, "Accounting for Conditional Asset Retirement

Financial Statements. : |
=S,

Financial Condition, Liquidity and
Capital Requirements

DPLs financial condition, liquidity and capitar require- .
ments, includes the consolidated results of its principal
subsidiary The Dayton Power and Light Company and |
all of DP&L's consolidated subsidiaries. All material
intercompany accounts and transactions have been
eliminated in consolidation.

On-July 27, 2005, DPL's Board authorized the
repurchase of up to $400 million of common ‘stock
from time to time in the open market or through private'
transactions. DPL completed this share repurchase
program through a series of open market purchases
on August 21, 20086. .This resulted in 14.9 million shares
being repurchased at an average price of $26.91 per .
share and a total cost of $400 million. These shares are
currently held as treasury shares at DPL Ine. '

The following details the repurchase activity and |
options exercised during 2006 affecting treasury '
shares: r
Number of Settlement

Treasury  Dollar Amount
Shares Held  ($ in millions)

Balance at December 31,2005 36,197,807

Activity: -, : -
January 406,000 $ 106
February 564,000 15.2
March : 4,765,700 129.5
April ‘ 214,700 59
May A 2,163,000 579
June, . 4,848,300 129.%
July 417,400 1A
August 1,483,332 40.7

Total repurchased at ] r

" December 31, 2006 14,862,432 $400.0

Options exercised ' .
first quarter of 2006 (10,000} .

Options exercised | s
fourth quarter 'of 2006 {345,000)

Net activity 14,607,432

Balance at December 31,2006 50,705,239 .




-

1

W

DPL's Cash Position | R R
DPLs cash and cash equivalents totaled $262.2 mil- .
*lion-at: December 31, 12006 compared to $595:8 mrllton

“at December 31 2005 a decréase of $3336" m||||on
In addition, DPL- had no short-term’ mvestments avail-
“able'for sale at December 31, 2006 in companson to
'$125.8 mlllronl\at December 31 2005. Thé decrease in
cash and'cash’ equrvalents and-short- tern investments

available for sale was primarily attributed: to $3575, -

million in caprtal expendllures $400 0 million used for
_the purchase of treasury shares and $112.4' million* |n
dividends pald on cdmmon stock partrally offset by -
. $308.7 million’in cash generated “from” operatlng actrvl-
ties and $89. 9 mtllron festricted fund draws to; fund

r pollution control caprtal expendnures At December

‘l . 1

Tt

I

- 31,:2006, DPL had $10 1 mrllron restrlcted funds- held

‘ in trust relatrng to the issuarice of the $100 million: pol-l-

Iution control bonds These funds will be' used to fund
_"the poillution control capltal expendrtures ~"7~7- i

In 2005, DPL began investing in Auction Rate "
Securities’ (ARS). ARS are varrable rate state and*
munrcrpal bonds that trade at par value ' Interest rates -
on ARS are reset every seven, twenty etght or thrrty—frve
days through a modtfred Dutch'’ alictior*DPL Fad'the
optron ‘to hold at mar'ket re-bid’or sell gach ARS on
“the interest reset date. Although ARS are |ssued and

rated as Iong[term bonds they are prrced and traded ~

‘as short-term securrttes avarlable for resale becadse of
"the market Irqurdlty provnded through ‘the’ interest rate

reset mechanrsm Each ARS purchased by DPL was :

tax® exempt AAA rated and insured by-a- thifd: -party .. )
“insurance’ company. IAs of dune'30,2008; all'of DPLs
ARS were sold

DP&L's Cash Posmon S Sy TR
‘DP&Ls cashtand cash equrvalents totaled $486. 1
~:million at December 31, 2006 remarned relatrvely
unchanged when compared o' $46 2 mrllron at
December 31 2005l At December 31, 2006 DP&L
had $10.1 mrllron restncted funds held |n'trust
relatlng to the 1ssuance of the $100 million pollutron
control bonds These funds will be used to fund the

pollutton control caprtat expendrtures ‘
I . . ) 4

Operatlng Actlvitles| -

_ Forthe years ended December 31,2008, 2005 and

2004 cash flows from operatrons were as follows

.’ -

{
Net Cash prolvided by Operating Actlvltles

P Rl

. ‘*‘"Investlng Activltfes

* as foIIows W

The tariff-based revenue from-our gnergy business- -
contlnues to be the pnncrpal source of cash from
operatrng actrvttres Management believes that the
dlversrfred retarl customer mrx of resrdentral commer-
clal and mdustnal classes coupled with the rate reltef

approved by the PUCO for 2006 and beyond provrdes‘ )

‘ug w1th a reasonably predlctable gross cash flow
frpm operatrons o

i

T .
[ . i o

DPL Cash provrded by Opera tmg Actrwtres N

DPL generated net cash from operatlng actrvntres of
$308 7 million, $314 1 miltion and $132 7 mrlllon in

2006 2005 and 2004, respectlvely The net cash pro- :
. vrded by operatrng activities in 2006 was pnmaniy the

result of operattng profrtabrlrty, partrally offset by : an g

mcrease in cash used Jor workrng caprtal specrfrcally o
paymenis for, taxes and’ tnventones The net cash pro- -
“vided by operattng activities for.2005 was primarily the :

_result of operating; profttabrlrty, partially offset by cash
used for working caprtal specrfrcally accounts payable
and, inventorigs. The net cash provided by operatrng
-activities in 2004 was prrrnanly the result of operatrng
profrtabmty partrally offset by cash used for the. share-
_“holder lrtlgatron settlement and cash used.for working
caprtal specrfrcally payments for taxes and tnventorres

K L
f o

DP&Ls Cash prowded by Operatrng Actrwtres .

- DP&L generated net cash from operatnng activities. kR

of $365.7- millicn, $366.8 million and $381.2 million in
2006, 2005 and 2004; respectively The net cash pro- -
vided by operating’activities for 2006 was pnmarrly the
result of operatrng profrtabrlrty. partially oﬁset by, cash
used for working caprtal specrflcally tor accounts. pay-
~ab|e and inventories. The net cash provrded by operat-
ing activities for 2005 was primarily the result ‘of operat-
ing profitability; partrally offset by cash used for workrng
capital, specifically for accounts payable rnventones ’
and the timing of tax payments The net cash.provided
by operatrng actrvrtres in, 2004 was prrmanly the re3ult
ot operatmg profrtabrlrty and cash provided frorn work-

) tng capital, specrflcally the timing of tax pzfyments off:

4

. set-by thé rlsmg cost of-cosl rnventorres Lt

a7

RIS » T L ear pe. P oae -

For the years ended December 31 2006 2005 josm
and 2004, cash flows from tnvestrng actrvrttes were .

...... PR . a
RS Wt S [ I
ooy *"

_Net Cash (used for)l provlded by Investlng Actlvltles '

s Wl

.20086. 2005 2004 cet . .- 2008 - 2005 ~ 2004
DPL - v $308.7| $314.1|'$132.7| DPL T “$-(259.5} $ 689.6($1823
DP&L - $365.7 1 $3668('$3812| DP&L ‘- "1 § (354.8)] $:(178.4)|'$°(79.9))

LM 2T a Wt - EIC]
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" DPL’s Cash {used for) / prowded by Investing Activities

DPL’s net cash used for mvestlng activities was $229.5
million in 2006 compared to IIJPL's net cash flows
‘provided by investing activities of $689.6 million and

" $182.3 million in 2005 and 2004, respectively. Net cash

flows used for investing activities in 2006 were related
to capital expenditures and'the purchases of short-
term investments and securities, partially offset by the
sale of short-term mvestments and secuntles Net cash
flows provided by investing actwutles for 2005 were
related to the proceeds from the sale of the prlvate
equity securities which are cl:assified as discontinued
operations and the sale’of short-term investments and
public securities unrelated to :discontinued operations,
partially offset by capital expenditures and purchases

1 . H .
of short-term investments and secufities. Net cash

flows provided by investing activities for 2004 were
related to the proceeds from the sale of the private
equity securities which are clas5|f|ed as discontinued

" operations, proceeds from the sale of property and

the sale of short-term |nvestments and public securi-
ties unrelated to discontinued, operations. These cash
inflows were partially offset by capitat expenditures and
purchases of short-term inves}ments and securities.

] - -

DP&L's Cash (used for) Investi:ng Activities

-DP&L's net cash flows used f?r investing activities were
$354.8 million, $178.4'million and $79.9 million in 20086, -
' 2005 and 2004, respectively. Net cash flows used for -

- investing activities for 2006 and 2005 were due to
- capital expenditures. Net castlt flows-used for investing
activities for 2004 weré due to capital expenditures, off-

" set by the proceeds from the sale of property.

)
.Financing Activities Ii

-For the years ended December 31, 2008, 2005
and 2004, cash flows from funancmg actwmes were
as follows: '

.
I

i_'Net Cash (used for) Fiﬁancing}'Actlvlfies

2006 2005 2004

DPL - - $(412.8)] $(610.0)| $(450.5)

DP&L $ (11.0)] $(159.4)| $(301.3)
i N - .

DPL's Cash (used for) Financing Activitis

DPL’s net cash flows used foﬂfinancing'activities were
$412.8 million, $610.0 million and $450.5 miltion in

'2006, 2005 and 2004, respactively. Net cash flows

used for financing activities in '2006 were the result of
cash used to repurchase $400.0 million of common
stock and:pay dividends to common stockholders of

© $112.4 million. These uses of cash were partially offset
J

|
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by $89.9 million of withdrawals from the trust set up
as a result of i issuing the pollution control bonds and
cash received reiating to the exercise of stock optlons
of $7.8 million. .Net cash flows used for financing aCtIVI
ties for 2005 were primarily the resuit of cash used to 4
retire $462.6 million of long-term debt, pay. premlumls

on the early rederﬁption of debt of $54.7 million and,

pay dividends to common stockholders of $115.3 mil-:
lion. These uses of cash were partially offset by cash |

i
|

- received relating to the exercise of stock options of - i

$22.7 million. Net cash flows used for financing activi-,
!

ties for 2004 were primarily the result of funds used ,

for the retirement of $500 million of the 6.82% Series
Senior Notes and dividends paid to common stock-
holders, partially offset by the issuance of $175 million
unsecured 8% Series Senior Notes used to.provide ' |
partial funding for the retirement of the $500 mitlion '
6.82% Series Senior Notes. Annual dividends declare?

!

i

increased to $0.96.per share in 2004 from $0.94 per
share in 2003. _

On February 1, 2006, cur Beard of Directors
announced that it had raised the quarterly dividend
to $0.25 per share payable March 1, 2006 to DPL's - ;
common shareholders of record on February 14, ZDQB.f
This increase resulted in an annualized dividend rate |
of $1.00 per share, or a 4% increase during 2006. On\
February 1, 2007, our Board of Directors announced,
that it had raised the quarterly dividend to $0.26 per.
share payable March 1, 2007 to common shareholders
of record on February 14, 2007. This increase results }
in an annualized dividend rate of $1.04 per share, or'a

4% increase that will be paid during 2007. ' il

]
]
i

DP&L's Cash (usled for) Financing Activities

DP&L's net cash flows used for financing activities | t
were $11.0 million,'$159.4 million and $301.3 million |
in 2008, 2005 and 2004, respectively. Net cash flows °
used for tlnancmg actlvmes for 2006 were the result of
cash used to pay common stock dlwdends to DPL of
$100.0 m|ll|on partially offset by $89.9 million of W|th-
drawals from the trust set up as a result of issuing the
pellutnon control bonds. Net cash flows used for flnanc-
ing activities for 2005 were primarily the result of cash
used to retire $218.9 million of long-term debt and | !
pay common stock dividends to DPL.of-$150.0 mil- | l
lion. These uses of cash were partially offset by the net
cash received from the issuance of long-term debt. Net
cash flows used for f|nan<:|ng activities for 2004 were ;
for the payment of common and preferred dividends . +
and the retirement of long-term debt. !
DPL and DP&L have obligations to make futlure L
payments for capital expenditures, debt agreements, i
i
i
I
t
i

" lease agreements and other long-term purchase 0b|1-

L
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‘gations; and have certaln conttngent commitments such as guarantees We believe our. cash flows trom operatlons

the credit faCIIItIeS (emstrng or,future arrangements), the' senior notes, and. otHer short--and longs: Aterm debt flnanc- o

ing, will-be S}thcrent to"satisfy our Tuture: working caprtal capttal expendltures and other financing requrrements
for the foreseeable future.” Our abrlrty to generate positive cash flows from operations is.dependent on.general

10-K. If.we are- unable to generate suttrment cash.flows from operations,.or otherwise comply with the terms of.our
«credit facrlltres and the senior: notes we. may: ‘be required to refinance all of a portion: of our: exlstmg debt or seek
add:tlonal ftnancmglalternatlves A dlscussmn of each of our. critical liquidity. comm:tments is outlined.: below

by
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Capital Requlrements S

L
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DPL’s constructlon addmons were $352 m||l|on B
$180 m:llron and $98 mrllron |n 2006 2005 and 2004,
respectlvely. and are expected to approxtmate $310
lTII||I0l"1 in 2007 ‘ IS

DP&L‘s construction addrtlons were $349 million,
$1?8 mrllnon and $93 mrllron rn 2006 2005 and 2004,
respectlvely and are expected to approxlmate $310
rnrltlon in 2007 Planned constructton additions for 2007
relate to DP&L’s envrronrnental cornpllance program,
power plant equnpment and its transmlssron and distri-

butlon system s . .

A O Y LS

Capttal protects are sub|ect to contrnurng review
and are, revtsed in lrght of. changes in financial and
economlc condltlons toad forecasts legtslatuve -and

~ regulatory developn”itents and changlng environmenital

. standards, among other, factors ,Over the next three
years, DPL throughilts subS|d|ary DP&L is protectlng
‘to spend ‘an’ estlmated $605 mtlllon in capltal pro1- .

ects approxrmately 40% of whlch |s to, meet chang-

rng envrronmental standards Our abtllty to complete
capttal protects and the reltabltlty of future service will

. be. attected by our flnanmal ccndltlon the avallablllty
. of |nterna| funds and the, reasonable cost of external

_-.funds We. expect to lftnance our constructlon additions

|n 2007 with a comb'tnat:on of cash on hand shart- '
term fmancrng tax—exempt debt and cash flows from -
operatlons P ) l '

o

Debt and. Debt Cove‘nants

|
On March 25‘ 2004, DPL completed a'$175 million
pnvate placement oti unsecured 8% Series Senior

_Notes due March 2009 The Senior. Notes will not be

redeemable prlor to maturrty except that DPL has the -
right'to redeem the notes for a make—whole payment at
the adjusted treasury rate plus 0.25%. The 8% Series

- ‘

 Construction Additions - - - - fAL T R I Ao
. - ol P ) Actual T Y ’-‘ ._Pfo'jected'J:‘ ‘ T
“$inmilion "} | <. % 2008 " 2005 "2004 7 Tr2007 <177 2008 7% %2000

opitﬁé' ; o Tt 382 $ 180 $98)  .$310[ - -7$165| TV '8 130

i g . -1 PR . J._. . DS it o - N TN - Theem oo
-oPal . L ;U %349 | $178 '$ 93] §310] . '$165. . $130
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Senlor Notes were |ssued pursuant 6 its |Qdenture R
'dated as of March 1, 2000 aand pursuant to author- -

I B}

ity granted |n the Board resclutrons dated March 25;
2004. The notes |mpose a Irmrtatton on the rncurrence

" of Ilens on the caprtal stock of any of DPL’s srgnrfrcant
. subsudlarres and- requure DPL and ltS subsrdlarles to

meet a, consolldated coverage ratio of 2 to 1 pnor to

. |ncurrrng addmonal lndebtedness The Ilmttatton on - ’
“thei |ncurrence of addltronal mdebtedness does not ?
apply to (r) mdebtedness :nCUrred to’ reftnance e_xt_st-- :

il \.(J" 1

ing |ndebtedness (n) subordlnated mdebtedness - ;

and (iif) up to $150 mllllon of addmonal |ndebtedness
In addition to the events of default specmed |n the ‘
. rtndenture an event cf default under the notes |ncludes

a payment default or acceleratron of mdebtedness
under any other rndebtedness of DPL or any of |ts s
1 gyl

' _subsrdlarles whrch aggregates $25 m|Il|on or, more
.The purchasers were granted reglstratlon nghts |n con-

nection' with the prlvate pla.cement under an Exchange

and Fleg:stratron nghts Agreement Pursuant to thts ‘
agreement DPL was obhgated to flle an exchange O

offer reglstratlon statement by July 22 2004 have the

ir

20, 2004 and consummate the exchange offer. by

A

October 20, 2004 DPL fa:led (1) to have a regrstratron
- statement declared effectlve and (2) to complete the,

exchange ofter accordlng to thrs trmelrne As a result
DPL had been accruing addrtronal mterest at a rate of
0.5%per year for ‘each of these two vrolatrons up to‘
an additional |nterest rate not 1o exceed in the aggre-
gate 1.0% per year As each vrolatlon was cured the

DPLs exchange ofter registration statement for these
securities was declared effective by the SEC on June
27, 20086. As a result, on June 27, 2006 DPL ceased

3
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-»économic condltlons competmve pressures, and other busmess and risk.factors described in. Item 1a'of ‘this Form -

’

-

: reglstratron staternent declared eftectrve by September .

v
et

T

- additional interest rate decreased by0. 5%, per annum.

-




accruing 0.5% of the additiona}l interest. On July 31,
*2006, DPL ceased accruing the other 0.5% of addi-
tional interest when the exchange of registered notes
for the unregistered notes was!oompleted. By complet-
ing the exchange, DPL reduced the annual interest
expense by $1.8 million.

During the first quarter 2006, the Ohio Department -

of Development (ODOD) awarded DP&L the ability to
issue over the next three yeairs| up to $200 million of
qualified tax-exempt financing |from the ODOD's 2005
volume cap carryforward. The financing is to be used
to partially fund the ongoing flue gas desulfurization
capital projects. The PUCO approved DP&L's applica-
tion for this additional fmancmg on July 26, 2006.

" On September 13, 2006, the Ohio Air Quality
Development Authority (OAODA) issued $100 million
of 4.80% fixed interest rate OA‘;QDA Revenue bonds
2006 Series A due September 1, 2036. In turn, DP&L
borrowed these funds from the OAQDA. The payment
of prrnclpal and tnterest on the Bonds when due is
‘insured by an insurance policy issued by FinanCIaI
'Guaranty Insurance ‘Company! DP&L is using the
proceeds’ from these borrowings to assist in financing
its portion of the costs of acquiring, constructing and
installing certain solid waste disposal and air quality
facilities at Miami Fort, Killen e'nd Stuart Generating
Stations. These facilities are currently under construc-
'tion and the proceeds from the borrowing have been
placed in escrow with the trustee (the Bank
~ of New York) and are being drawn upon oniy as facili-
ties are bU|It and qualifled costs are incurred. In the
event any of the proceeds are not drawn, DP&L would
eventually be required 'to return the unused proceeds
to bondholders. DP&L expects to draw down the
remaining avallable funds from this borrowmg dutring
the first quarter of 2007

DP&L expects to use the remaining $100
million of volume cap carryforward pnor to the end
of 2008. DP&L is planning 10 |ssue in conjunction

‘with the OAQDA this $100 miltion of tax-exempt "
" bonds to finance the remaining solid waste disposal
facilities at Miami Fort, Killen, Stuart and Conesville
Generating Stations. ! .

On November 21, 2006, [:)P&L entered into'a new
$220 million unsecured revolving credit agreement

| .

|
|
|
!
i
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" ties'to seek additional surety under certain conditions.

replacing its $100 million facility. This new agree- 1
ment has a five year term that expires on November : J
21, 2011 and théat provides DP&L with the ability to
increase the size of the facility by an additional $50
million at any time.- The facility contains one financial |
covenant: DP&L’s total debt to tolal capitalization ratio '
is not'to exceed 0.65 to 1.00. This covenant is currently
met. DP&L had no outstanding borr0wings uncler this
credit facility at December 31, 2006. Fees associated '
with this credit facility are approximately$0.2 million
per year. Changes :n credit ratings, however, may - '
affect fees and the applicable interest. This revolving’ :
credit agreement also contains a $50 million letter of i
credit sublimit. As of December 31, 2006, DP&L had’ ;
no outstanding letters of credit against the facility, | {
On February 24, 2005, DP&L entered into an |
amendment to extend the term of its Master Letter of * :
Credit Agreement with a financial lending institution for-
one year and toireduce the maximum dollar volume .
of letters of credit to $10 million. On February 17, 2006;
DP&L renswed its $1O million agreement for one year.
This agreement supports performance assurance
needs in the ordinary course of business. This agree-
ment was not repewed in 2007. DP&L has certain
contractual egreements for the sale and purchase of
power, fuel and reldted energy services that contain -
credit rating releted clauses eHOWing the counter par-

o —— —— —

As of December 31, 2008, DP&L had two outstanding
letters of credit for a total of $2.2 million. .
" lssuance of, additional amounts of first mortgage ;
bonds by DP&L is limited by the pravisions of its ’
mortgage; however management believes that DP&L
continues to have sufficient capacity to issue first
mortgage bonds to’ satisfy its requirements in con-
nection with its current refinancing and construction
programs. The amounts and timing of future financings
will depend upon market and ather conditions, rate . !
increases, levels of sales and construction® plans.

There are no inter-company debt collateralizations
or debt guarantees between DPL and its sub5|d|ar1es.i
None of the debt abligations of DPL or DP&L are guar:
anteed or secured by affiliates and no cross-collateral- !

ization exists between any subsidiaries. ! ,!

¢
1

:
|
!
|

|
!
|
|




% ' ' " <
- . F
Ly
' Credit Fi'atrngs r . e
4 e Currently, DPL’s senilor unsecured and DP&L’s senror secured debt oredrt ratrngs are as foltows _ e “” -
. 44 - N A
é . . ' l‘ 2 DPL Inc. DP&L Outlook Eﬂ‘et.:tl\rei ! R .
) Fitch Ratings L .BBB A | Stable - |=April 2006 - P v
Moody’s Invesiors Semvide Tt C T e *|-Baa3 % A3 % T| Pogitve®t + | June 2006} )
o v *'Standard & Poor's Co!rp. o .| BBB- BBB+. . || Stable,.. .. | February, _2Q_0Zl e
:.:’ ! ' fLlL l!h ' L0 O BT A L N oo ¢ G e VT e ‘.":‘ ca V:.'
N Off-Balance SheetArrangements B A T TS NN
; ! é
i - DPL-and DP&L do not have any off-balance sheet arrangements that have or are reasonably hkely to have .
) h a current or future effect 'on ‘ur findnciar condition“’revenues or expenses results of operatlons |IQUIdIty, Capltaf '
expenditures or captltal resources that are matenal to investors. . SoET
. Contractual Obhgatrons and Cornrnerc:at‘ Commrtments FEE I R T ) t,;,
Y We- enter rntotvanous contractual obhgat:ons and other commercral commttments that may affect the llqmdlty
: - of our operatlons At|December 31,2006, these |nc|ude T S W o
i . .
o Contractual Obllgatlons ) R Y A5 . 3
v twi TR . ‘:1;: L g e oy A PaymentYear - -. -, .10
(71 ' " o “$in mlttions .o s ' Total - *"Less than 1 Year. 213 Years 4-5 Years' ' More than 5 Years. -
, . v B ", - A T K ; o iTes w1 .-
o | DPL!nc et e . e A - N I It
' Longterm'debt. « « - ¢ §<17748" - .$72250 £$°2750 [ .$ 29714 | . § ~.977.47
' Interest payments o v 1,101.8 |+ - 988 - 1712 | & 714404 vl GB7.8-
’ Pension and postretrrement payments 2356 220 | 45.2 . 48.5 - 1218
_ Capital leases! . ! A 29 0.9 14| 0.6 R
_ ,  Operating leasss =~ ' . 0.7 03 -~ 03 . 01 s o
A Coal contracts (@) | C 5546 ' 324.4 118.4 111.8. e =t
L r 'Limestone contracts- ‘ ) 58.7 1.7 95.|* 1108 | : 36 7
. - Ot contractual obligations™ . T ST T TTEg T | T 3285 [l 4537 T T tgs | vt v - -
i ' Total contractual obligations ' $ 4,1208 $1,0016| . $ 6747 | . $6207| . . % 18238
‘ i . C e . e [ . Ty Lty . - s \ . B - ,,-;31;-.1,_.3
.J - E DP&L . -l; ) h-"“ o ‘IH...,:' ’ ...'- s‘ ) ) . )‘"..»51’!
I Long -term debt R $ 783.2'| SRR AT S ) S O S $' 783.2
R Intérest paymelnts T sng | © RGN Tt 783783 | T Toli'a76.2
‘Pensron and postretrrement payments ' 23564 ' 22.04 o 482 w465 |0 L0 ,rn +121.9
| “Capital leages = . '3 =2.9 ., 09 cerr 14| e 06 ian L, -
S . Operatingleases«~ 3+ . e, 0770 C03 L 03 00 ;- :
S Coal-contracts(@y v | e 2 p e 5546 .- 3244 "“ . 1184 . S, 8 ..
- T .Limestone conteacts, | . . .y 587, 1.7 SO - T -0 IR .
' : Other contractial obligations " * "7 3915 . '328.4 536 [ U e T "
| ‘ N Total confractyal obligations - 7" '$ 2509.1 | $ 716.8" 7§ 30870 Mgrs7E |t
v (a) DP&L-operated units ™' ™3t ToGe & o - N oy
P ot oot } e s ; i e : L L. ,‘v
L S Long -term debl:: 14 ulsauel syt s s Pens.von and posrretrrement payments '
- " DPLs Iong-term debt .88, of December 31 2006 consrsts AS of Decémbeér 31, 2006 DP&L had estlmated future
S of DP&Ls first mortgage bonds tax exempt pollutron benefit payments as outlrned in Note 5 of Notes to
i ] control bords, DPL unsecured notes and’includes current Consolidated Financial Statements These' estlmated
AT ' maturities and’ unamorttzed debt! dlscounts During * future benetrt payments ‘are prorected through 2015
L "r 1 2006; DP&L. entered |nto $100 miltion of- Iong ~term tax- U R T LS o IR N
' - exempt debt. 5i- “he etk ol T . Caprtal ’6‘3595 A TN I
, : o7 - DR&L'S. Iong term debt as;of, December 31, 2006, ,;‘As of December 31 2006 DP&L } had two capttal |eases
el o consrsts of flrst’mortgage bonds tax-exempt poIIutron . th'at‘e_xplre in 'Novem.ber 2007'and September 2010' .
' control 'bonds and’ mcludes ) unamortrzed debt’ drscount ‘ ' A LSy “_ .
s ' Seé Noté 8 of Notes io Corsalidatad Financial e Operatrng leases: s wuri v oo
-t c Statements R e As of December, 31”2006 DPL and DP&L had several
LR = ] 2 . ’ operatlng leases with varrous fermsand explratson dates
. 1 _ Interest payments: -~ |, - ' ' Not |nc|uded in this totaI |s approximately $88,000 per. .
MU Interest payments associated with the Long-term debt " year related 16 rrght of way agreements that are assumed
A . s .' described above. l{ ] ' to have no defrnrte exprratron dates B . .
Lo i 4
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Coal contracts:

DP&L has entered into various I:'ong—term coal contracts to supply portions of its ‘coal requirements for its
* generating plants. Contract prices are subject to periodic adjustment and have features that limit price escalation

in any given year.
Tt

erestone contracts: N

DP&L has entered into various lrmestone contracts to supply hmestone for its generatang facilities. . .

Other contractual obﬂgatrons !

As of December 31, 2006, DPL!‘and bP&L had various other contractual obluganons including non -cancelable .
contracts to purchase goods ar}d services with various terms and expiration dates. . :

We enter into various commercrai commitments, which may affect the hqurdrty of our operations.

At December 31, 2006, theseirnclude
{

. Credit facilities: |
In November 2006, DP&L replaced its previous $100 miilion revolving credit agreement with a $220 million five year

facility that expires on November 21, 2011. At December-31, 2006, there were no borrowings outstanding under this
credit agreement. DP&L has the ability to increase the size of the facility by an _addmonal $50 million at any time.

1

Guarantees:

DP&L owns a 4.9% equity ownershlp interest in an electric generation company. As of December 31 2006 DP&L

could be responsible for the repayment of 4.9%, or $21.8 million, of a §445 mrlllon debt obligation that matures in 2026,
In two separate trahsactions in November and December 2006, DPL agreed to be a guarantor of the obligations

of its wholly-owned subsrdlary, DPL Energy, LLC (DPLE) regarding the pending sale of the Darby Electric Peaking- .

Station to American Electric Power and the sale of the Greenville Electric Peaking Station to Buckeye Electric Power, Inc.

- In both cases, DPL has agreed to guarantee the obligations of DPLE over a multiple year period as follows:

As a result of its operating, in'vesling and financing

- activities, we are subject to certain market rigks includ-

ing changes in commodity prices for electricity, coal,
environmental emissions and gas and fluctuations in
interest rates. Commodity pricing exposure includes
the impacis of weather, market démand, increased

. competition and other economic conditions. For pur-

L 1 e
poses of potential risk analysis, we use sensitivity
analysis to quantify potential'impacts of market rate
changes on the results of cpierations. The sensitivity

- analysis represents hypothetical changes in market val-

ues that may or may not occlur in the future.

Commodrry Pncmg Risk f

Approxlmately 12.5% of DPL’s and 22% of DP&L’
2006 electric revenues werelfrom sales of excess
energy and capacity in the wholesale market. Energy
and capacity in excess of the needs.of existing retail
customers are sold in the wholesale market when we
can |dentrfy opportunities wrt.h positive.margins. As
of December 31, 2006, a hypcthetical increase or

|
|
|

$ in millions t 2007 2008 2008 2010 ;
Darby- | $ 306 $ 230 $ 153 $7.7.

© Greenville ! $ 148 $ 111 $ 74| 837
1 -

: : ] |
Market Risk’ decrease of 10% in DPLs annual wholesale revenugs

could result in approximately an $11 million increase ‘
or decrease to net income, assuming no increases |n-
fuel and purchased power costs. As of December ., !
2008, a hypothetical increase or decrease of 10% in !
DP&L's annual wholesale revenues could result Y
in approximately a $20 million increase or decrease

to net income, a33umrng no increases in fuel and pur,

chased power costs. o
-DPLs fuel (including coal gas, orl and emission !
allowances) and purchased power costs as a percent
of total operating costs in 2006 and 2005 were 46% !
and 50%, respectively. DP&L's fuel {including coal,’ ;
gas, oil and emrssron allowances) and purchased ‘ {
power costs asa percent of total operating costs was
52% in both 2006 and 2005. We have substantially all
of the total expected coal volume needed to meet ou_r
retail and firm wholesale sales requirements for 2007!
under contract. The majarity of our contracted coal'
is purchased at fixed prices Some contracts provide'
for periodic adjustment and some are prrced based
on market indices. Substant:ally all contracts have -




1 : . . .o !
- leatures that limit price escalations in any given year. rates by maturity date.for long-term, fixed:rate débt at-

A . Our: consumptron of 8Oz allowances.should decline-in®  December 31,.2006are as follows:. * R '.
A -2007, due to'plained emission control upgrades. We- _— b .o DPLs L e T
. . do not expect to,purchase SO2 allowances for 2007. R CLw e .?Loﬂg-Ter.[ﬂ Dot .
' ) Amount Average .
L ,‘ The exact consumptlon of SOp allowances will depend Expected Maturity Date - ¢ &°. (§inmillions)... . @ 'tRate [ ' o
3‘ 1 on market prrces for power, availability of our genera- . -.pgg7 v - L r L $ 2959 [7é. 82% [
.o ' i o - tonunitsithe. tlmmg of emission control equipment: - 2008°. [ o 100.7. _:\6.@%-‘ o '
DL upgrade completlon 'and the actual sulfur content of .- 2009, . ' R 1757 a5 80% ) -y
l " . ' -the-coal Burned. DP&L does not plan to purchase* ’ 2010 " T 0.6 69%' T ;t
LSRR NOx_ allowlances tor 2007. Fuel costs are |mpacted " 2 011-- S T 297.4 . ' 6.9% L
[ Thereafter . .- 977.4" L86% -
PO by changes in vo!ume and: pnce and are driven by a 'T‘ e = A $ 77T 6% | - o r
Ly i *_ number, ofvariables. |nclud1ng weather fefiability of-coal - - e — e A
_ L : .delrverles tscheduted outages_ and generatron plant . -FaeraIue e ',".$'1.7798.5;' R .
'.& R mix: Based an weather normalrzed sales and.our,co- -- DR LI I R S ST S
: ’t -7 owners'. pl’O]BCttOI’jtS fliel costs are forecasted tobeflat = The carrymg value of DP&L'S debt was' $786 1. m||l|on .,
A <4 .in 2007 compared to 2006. - - .+ . oL ;o at December 31, 2008, consisting.of our-ftrst mortgage R
t T ' Purchased power costs depend, in part upon the,. bonds .our tax-exempt:pollution control- bonds ‘and our BT
od timing and extent of :planned and unplanned: outages b ;. .capital-leases. The:fair. value of this.debt:was '$785.8 ) !
oL otour generating ri:apecrty We will purchase power on . - ;million, based on currént market prices.or,discouhted o '{j .
ST a discretionary basis when wholesale market condi- , - : cash flows using current rates for similar issugs.with E S
cEg . tions provrde opporiunities to obtain’ power at'a cost S|m||ar terms and remalnlng maturrttes The pnnmpat o :
TR below our internal’ productlon costs: As of December . cash repayments and related werghted average mter— LT
N I - 31, 2006 al hypothetlcal |ncrease or decrease of 10% est rates by matunty date for Iong term frxed rate debt R
RS I C N DPL's annual fuel and: ‘purchased power:Gosts". - Cat December 31, 2006 are as ollows: tE Cr.
R }--:could result;in apptoxrmately a $30 millien increase or . L. ) - s o
7.7 b "Yecrease tolnet income. As-of December 31, 2006; a S '_ o 'PP&""L?,"hg_'T‘erm,DeF’t T
~. : . . ' : o Amount’ " **" Average r T
v i hypothetrcal mcrease or decrease of 10%in DP&Ls - . Expemed Matur,ty Date. r , . -{$inmilions)] SRate LM
4 S annual fuel and purphased power costs could result in 2007 1 - .. . s, 09 eo%|
o ! appro:g_qmatety a $29 mltlronvrncrease or decrease to 2008 ., .7 L07- _,‘ g 169% | v
ENE : net-‘income.- e I . 2009 - _ ort 69%| "
e o . o SR 2010 S oBt ee%|T -
Gooem b Interest' Rate ‘Risk | e c e e 2011 -7 T T SRS "p' -
oL Thereafter - S 7 78320 L - 50%.
: e As a result of our normal borrowung and leasing activi- - . — T T i
-y | UTotal e - S Y8 1786 -%5.0% |,
oLk ties, our results are exposed to'fluctuations in interest - . — T .
g " rates; which we manage through our regular financ- Farr Value ST $ 785 8. e L
‘1 ol - ing activities. 'We matntaln both.cash on deposit and S : U P ‘- *r' . : r . ( s
ot t investments in cash equrvalents that may be affected Debt matunttes for DPL and DP&L in 2007'are expect-- R
o by adverse interest rate fluctuations. Our Iong -term ed to be financed wrth a combination of tax—exempt »
_: ] *‘ debt represents publrcly and privately held secured pollutron controt bonds and mternat funds - oL
’ . " and unsecured notes! and debentures with fixed:! .~ . + . Debt retrrements occurring in 2006 are drsoussed : k
B " interest rates. ‘At December 31, 2006, we-had ng short- under Frnancral Condition, Liquidity and Caprrat e M
' L ' i - term borrowmgs t : B Ftequrrements A PN -{_ . N |
L - The carrying value of DPL's’ debt was $1.777:7 mil- . . ;:;__J.‘_ . _ . R T
T _ lion at December31 2006 consisting of DP&Ls first .. - ' ’ S o
o et mortgage bonds DP&Ls tax- -exempt pollutron con- CrltlcaI‘A,clt‘:ountlng Estimates e ' N
T trol bonds our; unsecured notes and DP&L’s caprtal DPLs and DP&Ls consohdated hnancral statements !
e L leases. The fair value of this debt was $1, 798’5 million,” - are prepared in accordance wrth GAAP In connectlon r i
R based on current market prlces or dtscounted cash < with the preparation of these fmancrai statements our - “ E
'"‘ ﬂows usrng current rates for similar i rssues wrth similar management is requrred to make’ assumptlons “esti-- R K I
v terms and femaining maturltles “The pr|n0|pal cash mates and Judgments that affect the reported amounts R
i repayments and related weighted average interest of assets, Itabrlmes revenues, expenses and' the relat- o
. -l
- ) - t . ) o |
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. 1
.- ed disclosure of contingent liabilitiifes These assump-
tions, estimates-and- judgments are based-on our his-
torical expenence and assumptrons that we believed
“to be reasonable at the time. However ‘because future
avents and their effects cannot be determined with
certainty, the determlnatton of estlmates requires; the
exercise of judgment. Cur critical;accounting estimates
are those which require assumpt:ons to be made about
matters that are highty uncertarn l LR
Different estimates could have a material e’rfect
. on our financial results. Judgments and uncertarntres
affeotlng the application of theselpohcres and esti-+
mates may result in matenally different amounts berng
reported under different condltlons or. circumstances.
Significant-items subject to suchi judgmenits include:
the carrying value of property, plant and equtpment
* unbilled revenues; the valuation of insurance and <
. claims costs; valuation allowances for receivables and
' . deferred income taxes, the valuation of reserves refat-
ed to current litigation; and assets and liabilities related

l R
Long-Lrved Assets ‘I accordance with Statement of
Financial Accountrng Standards No. 144" Accountrng
for the Impairment or Drsposal of Long- ‘Lived Assets”
(SFAS 144), long-lived assets to be held and used are
reviewed for impairment whenever events or circum-
stances indicate that the carrymg amount may-nct be
recoverable. When required, rmpalrment losses on.
assets to be held and used are recognized based on
the fair value of the asset. We Icletermrne the fair value
of these assets based upon estrmates of future cash
flows, market value of simitar assets if available or
independent apprarsals if requtred In analyzing the
fair value and recoverabitity” using future cash flows,

we make projections based on a number of assump-
tions and estimates ofigrowth, ’rates future economic

* conditions, assrgnment of discount rates and estimates
of terminal values An |mparrment loss is recognrzed

if the carrytng amount ‘of the long-lived asset is not

" recoverable from its undrscoulnted cash flows The
measurément of - tmparrment Ioss is the drfference
between the carrying: iamount and faif valué of the
asset. Long-lived assets to b'e disposed of and/or held
for sale are reported at the Iower of oarrylng amount or
fair value less cost to sell. We determrne the lalr value
of these assets in the same manner as descrrbed for
assets held and used. l -

‘1o employee benefits,

Revenue Ftecognrtron {i ncludrng Unbr!led Revenue)
We consuder revenue realized, or realrzable and

-i' . s TN o .[. .. . o

|

|
|
|
f
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i

- record electric revenues when defivered.to customers.

.. earned when persuasive evidence of an-arrangement

i exists,.the products;or services have been provided

"~ {0 the customer, the'saies price is fixed or determin-
able, and collectibility.is reasonably assured. We*

1

Customers are billed throughout the'month as electric
meters are read. We recognize revenues using an ° '
accrual method foriretail and other energy sales that
have hot yet:been billed, but'where electricity has been
consumed. This is termed "unbilled revenues” and is a r
widely recognized and.accepted-practice for utilities.
-Our estimates of unbllled revenues use systems that ' |
consider various faotors to calculate retail.customer l
: consumption at the end of each month. These esti-
" mates are based on the volume of energy. delivered, ,
historical usage and growth by customer class, and the I
- effect of weather vananons on usage patterns: Given I
the use of.these systems and the fact that.customers - |
. are billed monthly, we believe it is unlikely that materi- J
ally different results will occur in future perrods when ‘
these amounts are subsequently billed. .
Additionally, DP&L is subject to regulatory orders’ !
addressing the ]ustness and reasonableness of the |
PJM and Midwest Independent Transmission System -
Operator (MISQO}|rates-and related revenue distribu-
tion protocols. DP&L's.management is requiredto -,
iake assumptions; estimates and judgments relating »
to the possibility.of refund-of these revenues. These
.assumptions, estimates and judgments are based on |
management's e’xperience and are believed to be rea- |
sonable at the time. As a result of these assumptions,
estimates and judgments, DP&L is deferring a portion
of these. revenués for which management believes is,
subject to.refund,'l'he deferred amount recorded was
$18.7 million and $20.5 million at December 31, 2006
and December 31,2005, respectively. The above
amount.collected under the Seams Elimination Charg l
Adjustment (SECA) rates are subject to refund, and the
ultimate 0utcome of the proceeding establishing SECA
rates is uncertatn at this time. However, based on the i
amount of.reserves established for this item, the, results
of this proceedlng are not expected to have a mate- l
rial-adverse effect -on our financial condition, results of
.;operations or cash flows. . v ' .'

|

)

R

___,-—-_._,.

I3 Il ~ -

Income Taxes We apply the provasrons of FASB
Statement of F|nancral Aocountrng Standards No. 109
"Accountlng for Income Taxes” (SFAS 109). SFAS 109
requrres an asset and lrabrlrty appreach for frnancral

accountrng and reportlng of income taxes wrth tax s
M I

i
1

: |
|
|
l

|
l
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N
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eﬁects of dn‘ferences basedon currently enacted:
income tax rates between the: frnancral reportrng and
tax basis ‘of accounu‘ng reported as’ Deferred Taxesin.:

the Consolldated Balance Sheets Deferred Tax Assets

..are recognlzed for deductrble temporary drfferences

Valuatlon reserves are prov:ded unfess it is more: Ilkely
than- not that the asset will be realized: Tl

L .
lnvestment tax credlts whlch have been used L

12
to reduce federal’ income taxes: payable ‘have. been
deferred forfinancial reportmg purposes* These
defefred mvestment tax Credits are amortlzed over ‘the

- useful lives ofythe property to Wthh they are related.

For rate- regulated operatlons addmonal deferred
mcome taxes and otfsettlng regulatory agsets or
liabilities are recorded o recognize that the income

l
taxes will be recoverable - refundable through

futlre revenues™ ¢ *'[m:.w LR B st

We file a consolldated U S federal moome tax

“return in conjunctronl‘wrth oUr. subsldranes The con-
solidated tax: I|ab|l|ty is diiocated to° each subsrd:ary as

' *specmed in our tax allocatlon agreement Wthh pro-

“vides a consustent systematrc and rational ‘approach. -

See Note 4 oleotes to Consolldated Financial
Statements. E l - oy '
l .z 1 ; i

-{Regulatory Assets and Lrabrirtres Appllcatlon of FASB
Statement of Flnanmal Accountmg ‘Standards -

No. 71, "Accountrng for the Effects of Certain Types of
Regulatlon" (SFAS 71) depends on our ablllty to.col-
lect cost- based rates from customers The recognmon
of regutatory assets requwes a contlnued assessment
of the recovery of the costs based on’ actlons of the
regulators. We caprtalrze mcurred costs as defarred

regulatory assets when-there i is"a probable expectation .

that the costs. |ncurred will be recovered in future rev-
enues as a reésult of the regulatory process. Regulatory
ligbilities represent’ current recovery of expected future
costs. When appllcable we apply Judgrnent in the use '

_of these pnnmples and these estimates are based-

on expected usage by a customer class over the
designated recovery perlod See Note 3 of Notes to
Consolidated Fmanmal Statements for further disclo-
sure of regulatory amounts Tar
: l . . .
Asset Ret:rement Oblrgatrons In accordance with
FASB Statement of Finandial Accountlng Standards
No. 143, Accounttnglfor Asset, Rettrernent Obligations”
(SFAS 143) and FASB lnterpretatlon No. 47 (FIN No.
47), Accountrng for Condltlonal Asset Retirement
Obligations, an mterpretatlon of FASB Statement No.

O

- and-Claims Costs on the Consolrdated Balance N

143,” legal obligations-associated with the retirement;of
long-lived assets-are required to'be:recognized at their
fair value at the time’ those obligations.are mcurred

Upon initial recognrtlon of:a legal liability, costs are,” "

‘capitalized as part of the, related long- ||ved:asset and
.allocated to expense over the. useful life of the asset,

. SFAS 143 also requires; that: components of, prevrously
. recorded deprematlon related to the cost of rernoval of
"assets upon retlrement whether legal; asset retlrement
obligations or: not must be removed from a! companys S

accumulated deprecratron reserve We make assump-
tions;: estlmatesfand Judgments that affect the reported .
amounts. of assetsn habrlmes and. expenseés: as they
relate to asset ret|rement obllgatrons \These assumptlons
and.estimates-are based'on: hlstoncal expenence and
assumptions that-we belreve to be reasonable at the. time.:

! . .i

Insurance and Cfarms Costs: tlntaddltlon toylnsurance A
provnded ‘through third-party prowders.\whotly owned o
captive subsndlaryJ(MVlC) prowdes |nsurance cover—

age solely to us and; 10 our, sub5|dtanes lnsurance

¥

Sheets includes insurance reserves of approxmately,

© $22 millicn and $24 million for 2006 and’ 2005 respec-
tively, based on actuanal methods and’ loss‘{experlence

data. Such reserves are actuanally deterrnmed _
in the aggregate based ona reasonable estlmatlon

P
i
+

~ of insured events occurnng There is uncertalnty asso- d

Pension and Postretrrement Benefrts

‘We account and dlsclose penswn and postretlre— “f

Tt:lated with the Ioss estimates, and actual results may«

differ from the esttrnates Modrftcatlon of these loss
éstimates based on expefience and changed crrcum- )
stances is reflected in the perlod |n Wthh the esttmate

"y
1

is re- evaluated . .1 R

"
. B T -
i ~

.f"'

ment:benefits in accordance with, the provrslons of

) 'fStatement of Flnan0|al Accounttng Standards ‘No. 158, -~ ,

L "Employers Aecountlng for Deflned BenetltfPenslons-

’ _|ng the obligations:.annual.cost and fundlng reqmre- ! -“.

" return assumptions of 8.50% for penslon and 6.75%

‘and,other Postretirément Plans an- amendment to -
FASB Statéfnents 87 88 106 and 132R " ThIS Standard =
requrres the use of. assumptlons 'such as’ the dlscount

rate and long-term rate of return on assets in determln-
ments of the. plansi !
In 2007 we are marntarnlng our Iong term rate of
for other postretirement benefrts assets that: reflect the
effect of recent trends on our long term view. We are

.- also marntarnrng our assumed dlscount rate of 5 75%

o H
. ! R

:
4

-

. -

-
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for pension and postretlrement benefits expense to

" reflect current interest] rate condmons Changes in

other components used in. the determination of pen-

" sion and postreturement beneflts costs will result in

-* approximately the same level|of expense in 2007 as in
© %2006 {$5.5 million), exc!udlng any-special adjustments

* requwed under SFAS 88 We do not antlmpate any- spe-'

cial adjustments to expense 'in 2007. -

- ‘In future- perrods dlfferen'ces in the actual return on
< pension plan assets and assumed return, or.changes

_ «inthe discount rate, WI|| affect the timing of contribu--

- tions to.the pensian plan, if any. We provide postretlre-
ment healthcare benelfits to employees who retired '
" prior to 1987: Aone- 5ercentage point change in the -

' assumed healthcare trend ratie would affect postretire:
* ment benefit costs by apprommately $0.1 million..

Legal and Other. Matters i o

A discussion of Legal And Oz;her Matters is
“described in- Note 15 of Notes to Consolidated -
* Financial Statements and in terh'3 - Legal

Proceedmgs "Such’ dlscussuo ns: are incorporated
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by reference :n}thls Management's Dlscussmn
and Analysrs of Financial-Condition and Results

. of. Operat|ons and made a part hereof. . ~~ .. |

e

Recent.fy Issued Accountrng Pronouncements

A dlscussmn of recently |ssued accountlng 1
pronouncements is described in Note 1, of Notes to |
Consolidated Financial Statements and such |
discussion is lnicorporated by reference in this - l
Managements ‘Discussion and Analysis of Financial
Condition and Results of Operatlons and made :
a part hereof, !
L . o -‘» i
al S Lo
) o : t

Lt L

PN P

ltem- 7a Quantltatlve and Qualltatwe ;o
Dlsclosures about Market Risk '

I
e ;t ‘ . 1

‘The mformatlor% requwed by this |tem Ofr Form 10-K i is

set forth in the’ Market Risk section under ltem 7 — l
‘Management's; Dlscussmn and Analysis of, Flnancnal i
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ST Item 8 Flnanclat Statements and Supplementary Data _ o o s
- " This report includes the combmed ‘filing of DPL Inc (DPL) and The Dayton Power and' Light Company (DP&L) )
. ' . DP&L isthe prunmpal sub3|d|ary of DPL providing approxumately 99% of DPL's totdl consolldated revenue and' L o
£ b . approximately 86% of DPLs. total consolldated .asset base. Throughout this report the terms we, us, our and ’ ;
S " ours are used'to reter to both. DPL and DP&LY respectively and altogether, unless the context |ndtcates otherwuee
; ! Dlscussmns or areastof this report that apply only to DPL or DP&L will clearly be noted in the sectlon SRY RSN
. : Historically, DPL and|DP&L have filed separate SEC" flhngs Beginning with thus reporl and i in the future DPL Inc
and The Dayton Power and nght Company will fite' comblned SEC reports on an interim: and annual basrs
’ . Tt A
i - ‘t - I ) . . ' .
: =DPL Inc. - ' _ . R N
Consolidated Statements of Results of Operations P S R A
SN R S . o : For the years ended Oecemier 31, ",
s ! Sinmilions except per share amounfs . © 2006 . . .-.2005 .. 2004. L
: i . Revenues ; T . 81,3935 7 $12849 1 T §1199. RS
i Cost of revenues: : ' 0 L. - .
- Fuel . i A - 3491 | . 3369 | . 263.1
- ~Purchased power . . ‘ ) 159.0 TeoL 1333 1133
o . Total codt of revenués R _ 5081 ..°:: 4702 | ' 3762
v . © Gross margin - - 885.4 i 814.7 | 823.7-1--
o - . S ¢ . - ’ P 7
. E— . 1 ~ * . ~. I + a
Lo - - Operating expenses: . ' : o - .
. e - Operation and maintena:tnce . . . 265.4; w2190 371 | .
Vel Impairment of peaking stations " . ‘no = Loy -
R " Depreciation ar}d amortlzatlon e o SRR | ) I ST 1473 . .. 144 alr .
i " General taxes - - 1' o : . - ‘1086 | 1073 - 1053
ol _+ Amortization of_\regulatqry assets : ) 76| e varse20) .. v 207
- "o+ Total operating expenses . . - - ' 604.4 . 475 6 L' AB7.2
' ] ‘Operating income™ | T . ) - 281.0 W 339 1. { 338.5 '
. Investment income . . 178 Y Tsoe | -A', .79 t\
. s " Interest expense i P oo Ry 02 2) B {137.7) 4(160 2) v
S Charge for early-redemption of debt ‘ S L AT R KR (<3 -4 ) B
o ! Other income {deductions) , - 7 - N . t (2 .. .35, . ,‘3.8 _
. - .Earnings from: continutng operations before income taxes o 195.4 . 2046 -, 1880 T
S Income tax expense { RS T ) ; " 69.8 | ‘799 7 @65 '
"‘_ ’ Earnlngs from contlnuing operations L " 125.6 “ 124.7 ) 1218
S PR Earntngs from diecontlnued operatlons, net of tax S - . 14.0 - 529 [~ o958 |- ~
a o Cumulatlve effect of accounting change, net of tax . . .= o - 32y . o, 0 s -*'_—, '
!  Netlncome ., =~ | * - e $ 1306 C - 8717447 §72173 -
A i - Average number of common shares outstandlng (milllons) o il e R
RN , -Basic [ _ ) - 1123 | - 12107 7 200 | -
w0 AN \D||Uted Co Tt e ALY e 2128 e 122.1 B
T “ Eamnings per share ot.common stock : N ’ l'
.- Baslc: ' e v ek
: . t " - Earnings trom contlhumg operatlons . § 112 v% 103 | T8 710 .
'51 R Earnings from discontinued operations ’ . 02, =0 0 044 - 080 .
AT . Cumulative effect of accounting change . T aish e | s e (0.03) | - .
L ) - . TotalBasic | . S8 124 % 144 8 1B |-
-"_ Lk i, o+ ] . e . : . R i i
Shee oL Diluted . l ik o : i NI
T * Earnings from conttnutng operatlons $ 103 $ ‘097 [ <28 1.00 .
IR Earnings from discontinued operations “012 | . 041" ..o 0m |
_;,m: B Cumutative ‘effact of accounting change T U {0.03) T B
. cmee - TotalDiluted. |« LT il o L. cal . v 8 15 .+ 81350 . 8..178
1 S . Dividends paid per.share of common stock N $ 100 CYL B [0.96 “'§ 098 .

L i FIEE i - =
LA . | Lt - ..
L See Notes to Consofidated Financial Staterments.
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PPL Inc. 1
Consolidated Statements of Cash Flows . -

oo

i millons _ o -

'

For the‘years enged December 31,

|
|
1

See Notes to Consolidated Financial Statements.

46 DPLInc.

12006 2005 2004!
Cash flows from operating activitles: b B
Net income } ‘ $ 1396 $ 174.4 52173
Less: income from dlscontmued operatlons *{14.0) (52.9) (95 8)
* Income from continuing operations - 1'25.6' 1215 .21!,5;
- Adjustmenis {¢ reconcue net mcgme to net cash prowded by ' ) A
v operating activities: | 1 S
' Depreciation and amortization ™ -* - L 151.8 147.3 1441
Impairment of peaking stanons : 710 - -
Arnortization of regulatory assets y 76 20 0.7,
) Charge for early redemption of debt " - 61.2 L
Cumulative effect of accountmg change, netoftax + « .. - 32 ... .-
Shareholder litigation | Y - (70.0)
Deferred income taxes I (32.7) (7.1 22.2
Captive insurance provisiop .(2.4) (0.8) (1 1)
. Gain on sale of other mveslments, 1{2.2) (28.8) (3 3)
Gain on sale of property ' - - SR 8)
Changes in certain assets and habllmes v : ‘
- Accounts recewable (36.4) (12.5) 7’1‘
) Accounts payablq 41.8 (11.7) (12.9)
Accrued taxes payable i (12.7) 15.0 (62.8)
Accrued interest payable | "4.9 (13.2) (8.0}
' Prepayments * - | 5.4 22 |+ 04|
Inventories ! (5 2) {8.0) (20.0)
Deferred compensation assets 04 - 44 12:6}
Deferred compensation obllgatnons ! 23 r 7.4 5.2{
, Other ! {(10.5) 318 (112)
Net cash provided by opérating activities 308.7 3141 132.7]
Cash flows from investing actIv’Ities: o !
,Capital expenditures, (357.5) {(180.1) (87:7)
Purchases of short-term |nvestmelnts and securmes R (856.0) {641.2) (26.1)
Sales of short-term investments and securities 984.0 642.5 .89.9!
, Proceeds from the sale of property Po- - 2.3
Cash flow from discontinued operations . | C o= '868.4 T 2039
Net cash (used for) / provided by Investing activities {229.5) 689.6 182.3!
" Cash flows from financing actl\;mes': : ] ) X ‘l
lssuance of tong-term debt, net e vy il = - S 212 | 1747
Exercise of stock options ! ' 7.8 227 -
Tax impact related to exercise of stock opnons , 1.9 - L
Retirement of long-term debt i= .. - (673.8) (510.4)
Premiums paid for early redemptlon of debt . e o= (54.7) [ . - |"
Retirement of preferred secuntles : . o .1 o= (0.1 -+ -
Issuance of pollution control bonds . . ' 100.0 - -
» Pollution control bond proceeds. held in trust ' s ~ (100.0) - -
Withdrawal of restricted funds held in trust ' 89.9 - ;
Dividends paid on common stock R , . -(1.:12._4) (115.3) |- -, (114.8)
. Purchase ot Company's cormmon stock - (400.0) - ) :
Net cash (used for) financing activitles (a12.8) (610.0) - (450.5),
Cash and cash equivalents: ; ‘ : [ {
Net change : o {333.6) 393.7. {135, 5)
- Balance at beginning of penod i 595.8 202.1 3376,
Cash and cash equivalents at end of period $ 2622 $ 5958 $ 202.1]
o ] B - ‘ §
Supplemental cash flow Informs:atlon: . . e . . . - . I
Interest paid, net of amounts capitalized s o4 $ 1461 $ 162. |
"Income taxes paid, net | $ 1136 T A $ 107.9
Non-cash financing and investing activities: - i
Restricted funds held in trust (see Note 8 of Notes to $ 109 $ - L
Consolidated Financial Statements) :
: Ce P -

O
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DPL Inc.

R B B
o Consolidated Balance Sheets et . . Fes et e adiasel
w0, LA De'cer:"nber 31, ’
’ $in milichs - i g .~ |2008 - 2005
, Assets B A D I
‘ Current assets: .- - . [ ‘ R
' Cash and cash equivalents «§ 2622 $ :595.8
Short-term investments available for sale _ |- 1258
' . Restiicted funds held in trust : s BIN10.1 L:'_‘ wAT
' “Accounts receivable, less provision for uncollectible P :‘*f o
' . accounts of $1.4 and $1.0, respectively 225.0
Inventdries, at average cost 85.4
w . Taxes applicable 1olsubsequent years ’, ' l48'0
Other current assets . 37 7
3 “
Total current assets ++ 668.4 -
¢ Property . oy | LW }-) -; ‘, .
Held and used: : ﬁ’ e
e Property,’ ‘plant and equipment S47185 A 667 7
' Lese Accumnulated deprecranon and amortization .. .(2,159.2) |. ,.(2 0g4. 8}
! . Total net\property held and used 2;559.3 12,5729
. | . Assets held for sale (Note 14): . . - ' S o i
2 T " Propenty, plani and equrpment T T e i ter '2835 A
' Less: Accumulated deprecratlon and amortization (132 3J) S —
f ' Total net’ property held for sale 151.2 O
‘ Other nioncurrent assets: N N
, Regutatory assets (Nole 3) . T 148.6 | - eidic 83, 8
Other assels T B4 w et 722
Total other noncurrent assets To23337| ‘-r-: ~ - 156.0
' . Total Assets | ' /8 3,612.27| : W' $13791.7
— p—
| ‘Liabilities and Shareholders Equrty b (reer”
- : - PR
i Current Irabllltles | RN
. i Current portron long-term debt <$ 2259 |4 .5, .09
: } .= Accounts payable | L - o884l - 1802
| Accrued taxes - - (1582 |0 ..., 1785
- Accrued interest ' ' | .35.2 | <. .289
Other current liabilities . 383, L. ~3m)
. Total gurrent 1'rabi|'|ties 624.0 : 369.6
17 .Noncurrentliabitities: -+ P ¢ ) B e e
Long termdebt . 1,551.8 , 1, 677 1
S Deferred taxes | 355.2 " . 3* 3270 _
X : ‘Unamortized investment 1ax credit . 436 a4
Insurance and claims costs U I I r 24.3
Other deferred credits . ‘2807 Wt 286.3
» - Total noncurrent liabilities r2,253.2 P 2 361.1
o | . . Far
Cumulative preferred stock not subject to mandatory redemption . 229 . . .- k,22.9
- 1 N
‘ Commrtments and contingencies (Note 15) ' & ! ' AR
: Lo ' e L FO et
C P Common shareholders equity: - .o
v - Common stock at par value of $0.01 per share: e
R | December 2006 December 2005. 43 4. =4 i . Ve
. b .. Shares autharized 250,000,000 250,000,000 e t R
. . Shares issued 163,724,211 H163,724,211 o o
N Shares outstanding 113,018,972 127,526,404 !1.1. [ B¢
Other paid-in capltal'net of treasury stock PR - To¥ 51
: Warranits ¥ . 500 (™" ' . 500
i A+ - Common siock held by empioyee plans . 1803 RUF (68.0)| .. -~ . (86.1)].
fr“' LT e Accumu1ated other comprehenswe Ioss bl St i 2 (6.5) | = e (14.2)
SRR ! Retained earnings | “ .. . 7365 |  -..210820
L Total common shareholders equrty, . SRR A X T IR

:1,038.1°

Total Liabilities and Shareholders Equity -

“\§ 73,6122

s wlgt 37917

t . ' |
See Notes to Consofidated Financial Statements.
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DPL Inc.

Consolidated Statements o!f Shareholders’ Equity - - : -
. ' a mman Accumulated
' ' Common Stack Other ! Soderd " Oiver
) 1 Outstanding Paid-in ] by Employes.  Comprehensive Retained :
% in mitlicns . f Shares  Amount Capital  Warrants Plans " Income Earnings , | Total
Beginning balance ) | 126,501,404 | $ 13| $120|'$500|! $ (B4.4) $ 5771 % 8657 (3. 9:02.3
12004 - ' .
_.Net income - } ) 217.3
Net change in unreahzed gains i . . !
- on financial |nstruments net of ) : !
reclassification adjustmems . 93 :
_Net change in unrealized' gains on foreign . , .
currency translation adjustmenis f 6.2 ‘
Net change in deferred gains on , ‘
cash flow hedges ; (1:5) 4
+Minimum pension liability . (0.4)
Deterred income taxes related 1o L
unrealized gains (losses} (5.8) l
Total comprehensive income ; I ' 225.1
. Common stock dividends ) (86.2)| ' (86.2)
Employee / Director stock plans 411" " (1.3) 0.4 132
“Other , Coa (0.3) (0.1 ' {04
Ending balance ! 126,501,404 | $13) $158 | $500| $(857) .8 655 ] % 997.1 [$1044.0
2005 o ! - |
Net income - i . 744y
- Net change in unrealized (Iosses) .
on financial instruments, net of N . .
reclassification adjustments . {15.3)] -
- Net change in unrealized (losses) !
on foreign currency translauon - '
adjustments : (46.3) }
Net change in deferred gains on . :
- “cashfiowhedges -~ ~* - 3 @4 -
Minimum pension liability i (63.0)
Deferred income: taxes related to ' ,
unrealized gains (!osses) 482 | " ,
Total comprehensive income c | 946
Common stock dividends ©) S (115.3)| |, (115.3)
Treasury shares pufchased © - " (10.8) . - | {{10.6)
Treasury stock reissued ' 1,025,000 16.9 58 227
Employee / Director stock plans 3.0 i (0.4) - 2.6
Other ser ! 01 L 01
. Ending balance ; 127,506,404 | $13| $251| $500{ $(86.1)  $(14.2)|.$1,062.0 |$1,038.1
T S - .
2006 e L |
* Net income S X . 139.6
Net change in unrealized gains ! | . .
on financial instruments, net of ; . .
reclassification adjustments ! ' 16 ot
- Net change in deferred gains on' . 1. i
cash flow hedges 1 1 0.7 .
Minimum pensicn liabifity ' = 11.8 '
Deferred income taxes related to f S )
unrealized gains (Iosses) (29.9) .
Total comprehensive |nccme A |y (123.8
Common stock dividends ® ) (112.4)| (112.4)
Treasury shares purchased (<) | {(14,862,432)| (0.1)| (389.3)| ' ' (389.4)
Treasury stock reissued' 355,000 | . 360.4 (352.6)|' | 7.8
Tax effects to equity U 2] ! 1.8
- Employee / Director stock plans ] .1.8 17 {0.1)( " | 18.8
Other (0.1) 0.2 R . "1 04
FAS 158 adjustment | . : L 23.5 '] 235
" Ending balance ; | 113,018,972 | $1.1| § (0.0), $50.0| ,$ (69.0) $:(6:5)| s 7365 |$ {7121

48 DOPLInc.

|
(a) $0.01 par value, 250 000 000 shares authorized,
(b) Common stock drwa‘ehds were 50 96 per share in 2004 and 2005, respectively, and $1.00 i Jn 2006,

. {¢} Number of shares oursrandmg at December 31, 2005 were not affected by the December 30 2005 transaction 1o purchase 406,000 shares
- as the share repurchase w&s serr.'edim earfy January 2006. DPL complated the share repurchase prog.ram in August 2006, .

See Notes to Cansohdareq Financial Statements.
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L . The Dayton Poweriénd Light Company ' . S

S ~ Consolidated Statements of Results of Operations : S
.:f ' - . ’ e : - :
. . 7 .. | For the years ended December 315, - .~
l ' § in millions | 2008 . - 2005 2004
‘1 N ! . t 1S . T . B -y AP R
7'”'; . S - Revenues STy : _ $1,3852 ] - $ 1,2[76:9 Lo .$1,.192..2,_,_
o, i - _Cost of revenues: CL . _ . ’ i : a— e
. Foel. © .. b7 . T ass2 B OV T R 7 2 R
Purchased power i ; ' ' Lo 1719, < 1471 Boro1184

Total cost of revenues . ‘ 507.1. ). 465.0 | T -3734

M | B . . N i Ny

I - . - Gross margin o " — ’ © 878.1 ©o _8‘!1.9 - 818.8

IR A Operating expenses: J ‘ . . T - (I PR

S11 T 4 Operation and maintenance - T . 231.7 . 1"9&3 : 224 .4
C = Deprematlon and amomzatlon ) ] 1300 |- . 123.9.|° e 210
St Tt - Genéraltaxes 11w, | ' T - 108.31. 084 T . 1032¢f

Amoartization of regulatory assets ) L. 76| = - }-2.0 "“'?‘uﬁ‘- 0. 7
Total operating expenses | - _ - ‘. . 475.6 ©o4293 | - M 449.4"
F1, "%l Operating income S : -7 4025 . 3]826 o, 3694
P B . Investment income . SRR o ' 6.7, , RN A ‘e 5.0 -
I o . Interest expense : - | P . © (23.9) <X (43.5)
R ) ’Charge for early redemption of debt . g .y i - l4,1)| MG

- (1_1)
.+t Earnings before Income Tax and Cumulative Effect of Accounting Change 3846 | 3531 |-+ ot 3208 |

ORI Cther income'(deductions) » . . o a2 166 |,

T Uncometaxexpinse |+ o 1422 | -, 1381|1208
) R Earnings before\Ctlmu;Iati\'re Effect of Accounting Change _ 242.4- "2;15.0 Y. -;209.@

o _:Cljmuiative effec of accounting change, retof tax . - . - -1 . @2yl L __'.'-l—r '
| Netincome : | - - S s 2424 $ 2118 | 1§ 2090

- Preferred dividends | T __ . . o8| -+ I%O‘g ) oo
10.9

]
. . - . [ [ . - ‘ : b . PRI | '
.- -}, . Earnings on'common stock T L $ 2418 % 210 HAT 8 2081
«',: EE Y See Notes to Consolidated Financial Statements. B - . : PP P
e . X . - i - - . T N , i_,_ TN
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| o o
5 " The Dayton Power and Light Company Sat - [l
Consolldated Statements of Cash Flows - .- |= BT A A |
) ) .4 | : .o E :
L ' i, Forthe years ended December 31,
r$|n milions P 2006 2005 2004 |
' Cash flows from operailng aclivllles ; ' }
* " " "Netincome S - _ 2424 . % 21138 © $°2090
. Adjustments ' : | ) i ! 1. L 0
* ...~ Depreciation and arnortlzatlon . T 130.0 123.9 121.1
"' . Amortization of regulatory assets i7.6 20| | 0.7
. Deterred income laxes (16.3) (13.3) | (16.2)
© | Charge for early redempnon of debt .= 4. i
L Cumulative effect of accounung change net of tax ¢ = 3.2 . DL
t " Gain on sale of property . - {1.8)
Changes in certain assets and Ilab|||t|es e L T
L . Accounts recelvable (29.0} AT .- BB
Accounts payable. | .. 43.3 85 L 118
. Net intercompany recelvables from parent . ) 0.5 (0.1) {0.2)
* ! Accrued taxes payable’ . 1 0.5 + 31.5 58.4
§ . Accrued interest payable [ 1 1.3 {0.9) 0.5
Prepayments : 5.5 23 0.6
Sy inventories ..~ - ig - '(5.2) (7.9 i 202).
" Deferred compensation assets 125 077 8.8
T - ; Deferred compensation obliga!ions , 0.1 6.7 . 5.2
« Other S . (17.6) 134 | o (2.8)
o Net cash provlded by operatlng activities 365.7 366.8 " 3812
Cash flows from Investing acllvlﬂes T R . o R :
Capliai expenditures . ’ (354.8) (178.4) (82 2)
: f_Proceeds from the sale of property  ~* - - 2.3;
; " Net cash (used fdr) Envesilng activities (354.8) | . (1784} . (79.9)
' Gash flows from fmanclng actlvltles e . g i ' . |
. + lssuance of long- -lerm debt net [ e . -y b= 2104 | . . i
Issuance of pollution control bonds ’ - 100.0 - -
| Pollution control bond proceeds held in trust . (100.0). - f_—

, Withdrawal of restricted funds heid in trust 89.9 R | -
= . Retirement of long-term debt ] R S T R -3 LX) o {0:4) |-
; Dividends pa|d on preferred stoc'k [(0.9) (0.9) (0i9)
' . Dividends paid on common stock {100.0) = {150.0) (300.0)

Net cash (used fc_)r) flnanpirjg activities (11.0) {159.4} |,. [(30113).
. ] Eo B :
Cash and cash equivalents: I S . |
, Net change * } ; l(0.1) . 290" -
+ Balance at beginning of period ,;46.2 : 17.2 17,2
Cash and cash equivalents at end of period 146.1 $ 462 § 172
| i L :
Supplemental cash flow information: ; ' i ;
' Interest paid, net of amounts capztallzed ' ]77.9 $ - 365 $ 395
Income taxes paid, net [ $ 158.1 $ 118.0 $ .79.9
Non-cash financing and investing activities: : I
o $ 1041 - e

Restricted funds held in trust |

. - t
. See Notes to Consoiidated Financial Staternents.
1
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A h ) ° I ( 3 e > . |
, The Dayton Power and Light Company : “ ‘ .
* Consolidated Balance Sheets ‘ - Y '
. H i AtDecember31,. . | -
$inmilions .. - IS 2006 £ 2005
Assets AR r - .
. - I N L )
Current assets: : Lo ! i
Cash and cash equlvalents $ 4641 $.+462 :
Restricted-funds held in tcust R 10.1 o= 7
Accounts receivable, less prowsmn for: unco!lectlble - | . ) .
accounts of $1 4 and $1 .0, respectwely - « ' 205.6 L1827 :
Inventories, at average cost e : 83.0 777 *
Taxes applicable to subsequent years o 48 01 g v, + 459
Other current assets e 38.2 G 193¢ '
Total current assets S 431.0 i 3.71-8: :
property ¢ e < i i
‘Property, plant and equlpment e o 4,450.6.. 4118 O ‘|
+iess: Accumulated deprecnatlon and: amortization - (2,079.0) (1 973. 3) ] |
. Net property [ - 2,371.6 - 2144.7 “
- o F e SRR L
Other noncurrent assets: .. L = ) en . N
Regulatory assets | o v ) - 148.6 - 83.8
L Otherassets: . [T T LT i e s e e . . 181 1383
Total other noncurrent assets . Coo 287.7 - 2221 '
“Total Assets ;- S -?";.-_f oo w _ $ 3,090.3 $;.2,7386
. r B A i - B ‘ .
Llabllltles and Shareholders Eqmty . w oW cer
. .l
Current llabliltles L EoTL . T 1 N |
Accounts payable : . 166.2 "118.2 .
Accrued taxes - - 159.6 1677
* Accrued interest ! . 126 | . ' +98 .
* Other current liabilities - %3| -° " 284 y
.-, Total current liabilities . 747 L 3221 !
"Néncurrent liabilitles: |- ’ R y
Long-term: debt 7852 T 8859 | . :
- Deferred taxes ’ 3602 AL 3232 TE e
Unamortlzed investment tax credit 43 6| .. Y 464 . ‘
Other delarred credits .- .. 2725 e -, 1 2587 |
" Total noncurrenl ||ab||mé§" ) LR TR 14615 |0 T 3142 2
1 . V- A
Cumulatlve preferred stock not subject 0 mandatory redemptlon F22.9 -~ e 22.9’
. L. e W
Commltments and contlngenmes (Note 15) P T - ‘
Common shareholders equity - | s :
Common stock, at par value of $0.01 per share: P04 e 04
Olher paid-iri capital’ - ", . - . 783.7 L _783 4 o
* Accumulated. other comprehenswe loss -115.1 , ‘« 5.1 '
- Retained earnings | . 4320 - ., 2905
Total common shareho!ders" equity’ 1,231.2 1] % 11,0794
S N z — = e e
- Total Llabllltles ancl Shareholders Equ!ty - $.-3,090.3. $ 27386 | -
Tegn - v | e . “ N 3 EEre Par
) e | S
v See Nores to Consohda!ed Financial Srarernenrs ' . ‘ ’ 3 LT
- . ’ { o R
N i | . i :
e, . i - { - . R
- . e . ' » i
.‘;‘a. e ) ? N Y o : -
e e PR PPN e . -~ Lo s - - v N -‘ "": \
* - l‘;
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$ in millions

The Dayton Power and Light Company
Consolidated Statements of Shareholders’ Equity

Common Slock (@)

Outstanding
" Shares

Amatnt

-
QOther
Paid-in
Capital

Accumulated

. QOther
Comprehensive
Income

Retained
Eamings

Total -

Beginning balance

41,172,173

$04

$ 7805

$38.2

-$.321.7

$ 1,140.8

|
I
|
T
o
i

1
I
'

2.3

01

+ .

+» 209.0

L

(300.0)
(0.9)

*:0.1)

21'3’9
(300 0)
(0. 9)
23

WL
]

41,172,173

$04

$ 7829

$ 2207

$ 1,056

Is
l
! .

Net income -
net of reclassification ad;ustments

Minimum pension fability {
- Total comprehensive intome

Employee / Director stock plans,

2005

"Net change in unrealized galns

Net change in deferred gains on

Minimum pension liability

" Deferred income taxes related

Total comprehensive income

Common stock dividends

= Other

R A

0.5

£150.0)
“(09)

1) -

173.7

_ (150.0)
{0.9)
g5

ol

. Ending balance - |

41,172,173

$04

$ 7834

'$ 510

2004
. ; ' (losses) on fmanCIaI 1nstruments
‘. . :. cash flow hedges
: " unrealized gains (IoéSeS) L
. ‘ Preferred stock dlwdend
| b 1
’ ) _ Netlncome
= . ‘net of reclassification adlus"ﬁems
, . cash flow hedges '
. - ’, ' _ Employee / Directar- stock plans
k "
|

> - i
" 2006 ‘

' Net income ) :

' Net change in unreaiized gains
| ) (Iosses) on financial instrumeqts
| . netof reclassification adjustments
; ©  'Netchangein deferred gains on

* cash flow hedges
< Minimum pensmn liability:
Deferred income taxes related
.+ -unrealized gains ( Iosses)
i Total comprehensive income
: .Common stock dividends
Preferred stock dnwdends

Net change in unreallzed galnsl
Net change in deferred gains on
Deferred income taxes related
Common stock dlwdends
Other ! !
Ending balance -
(losses) on financial instruments.
]
unrealized gains (Iosses) 1
Preferred stock dividend l
!
|

Employee / Director stock plans
Other
FAS 158 adijustment

18|
(1.6)
0.1

i

w

07
118

. 238

R

-

"

.

$'290.5°

+.{100.0)

- (0.8)] -

(0.1)

- §1,079.4f

I
i
v
[

" 228.6
. (100.0)
~(0.8)|"
1.8
(1.6)

228

Ending balance,

41,172,173

$04

$ 783.7

©§ 151

$°432.0

$1,231.2

l
|
i Tax effects to equity : %
|
l
i
]
B

(a) 50,000, 000 shares authonzed

.
. 1

L i

~ 52 DPLInc.

See Notes to Conso.'idatad Financial Staterments.
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Notes to C_ons,oli'dated Financial Statements Lo

- -

Thls report lncludes thé comblned flllng of DPL Inc. . commercral customers in West Central Ohlo MVE Inc.,
(DPL) and The Dayton Power and Light Company which was pnrnarlly responsrble for the: manage- ?r- o
(DP&L) DP&L s the pnncrpal subsrdlary of DPL pro— ment &f our fmancral "Ssset portfollo and Mlaml Valley
wdlng approxrmately 99% of DPL’s fotal consolldated Insurance Company (MVIC) our captlve insurance

' revenue and approxrmately 86% of DPL's total con-’ company that provrdes insurance sources to.us and )

i soltdated asset ba|se Throughout this report the’ terms " our supsrdrarles DP&L has one 5rgn|frcant subsrdlary,
we, us ourrand olrs are used to refer to both’ DPL and DPL Frnance Company. lnc whlch is wholly -owned -
DP&L respectlvely and altogether unless the context " and provrdes ftnancrng to DPIi DP&L and Other _r 7
rndlcates otherwrse Dlscussmns or areas of thls report attlllated companres - ; PN
that apply on[y to' DPL or' DP&L will clearly be noted DPL and DP&L conduct thelr pnncrpal busmess '

o “in the sectron Hlstoncally, DPL and DP&L have tlled - |n one busrness segment - Electrrc A R
- separate SEC frllngls Beglnnlng wrth this report and in T ' B : .
. the future, DPL Inc. and The Dayton Power and Light - Basis of Consolldatlon " 1' Vo
Company W|ll flle comblned SEC reports on‘an |ntenm
and annual basrs ,' s .

We prepare consolrdated frnancral statements in accar—:
- rdance wrth generally accepted accountlng prlnCIples ’

R

i1

DPL‘s results of operatrons frnancral posrtron and

oash flows mcludes the consaltdated results of |ts

subsrdlanes mcludlng |ts subsrdtary DP&L and all of
its consr)lldated subsrdlanes All material lnteroompany

j]
accounts and transactlons have ‘been eltmlnated in .

consolldatlon Some of the Notes presented in thrs :
report are only- applrcable to DPL or DP&L as mdtcated
"' The‘othér Notés apply to both régistrants and the flnan-
“dial |nformatron presiented is Segregated by reglstrant.

tep
-~

;oL . . . . -
. . . )

e Summary of Stgnrfrcant Accountrng
Pollcles and Overvrew

S t ifﬁ i ST
Descrrptlon of Busrness e

\

‘DPLis a drversrtledrregtonal energy company arga-"

nized in- 1985 under the laws of. Ohio: DPLs pnncrpal
subsrdlary is The Dayton Power and Light: COmpany
(DP&L) DP&L is a publlc utlllty mcorporated in 1911

" undsr the laws of OhIO DP&L sells. electnclty fo
reSIdentlal commercral industrial and governmen-
tal customers ima 6; OOO square mile area of West -

Central Ohio. Electrrcrty for DP&L's 24  county servrce ;

’ area is prlmanly generated at eight coal flred power
. plants and is’ dlstrtbuted to more than 500 000 retall
© customers. DP&L aiso purchases retail peak. load

requrrernents from DPU Energy LLC (DPLE, ane of our
- wholly -owned: subsrdtarles) Prlncrpal industries served .

. mclude automotive, lood processtng paper, plastic

manufacturrng and defense DP&LU's sales reflect the b
“general economrc condrtlons .and seasonal weather '

patterns.of the area. DP&L sells-any excess energy
and capacrty |nto the wholesale market.

< DPLs: srgnrflcant subsrdrarles (ail-of which

“are wholly owned) |nclulde DPLE, which engages in

" the operatlon of’ peakrng generating facilities; DPL"
Energy Resources Inc. (DPLER) which sells rétail -
electrrc energy under contract to major |ndustria| and -

(GAAP) in the' Unrted States of. Amerrca The consoli-

" dated, trnancral statements mclude the' accounts of
DPI: and DP&L and thelr majortlty owned submdtartes
lnvestrnents that are not malonty owned are accounted
for using the equtty methpd when our |nvestment allows
us.the abrlrty to exert srgnrfloant |nfluenoe as deflned
by GAAP: Undrvrded mterests in‘jointly- owned genera-

" ~tion faCllt[les are consolrdated on a'pro- rata basrs All

matenal mtercompany accounts and transactrons are.
ellmrnated in consolrdatlon E T

Estlmates Judgments and. Reclassrﬂcatrons

The preparatlon of flnancral statements in conformrty
“with.GAAP requires us-to make estlmates and |udg-
ménts that affect the reported amounts of assets and

. liahilities, the disclosure of contingent assets andr

}
llabllrtles at the date of the fmanctal statements and

A the revenue and expenses of: the penod reported

Different estimates could have a matenal eﬁect on our'
fmancral results. Judgments and. uncertarntles affect-
|ng the appllcatlon of these: polrmes and estimates may
result in materialty dlfferent amounts, belng reported

. under different conditions or crrcumstances ’Stgnrfrcant

ltems subtect to such estimates and Judgments rnclude
the carrylng value of property, plant and equrpment
unbilled revenues; the valuatlon of denvatlve instru- ,
ments; the valuation of i insurance and-claims: costs val~
~ uation atlowances for recetvables and deferred income
taxes _regulatory assets. and llabllltres reserves record~
ed for income tax exposures lrtrgatlon and; assets and
llablllttes related to employee benefits. Actual results

: ‘, may drtfer from those estimates - Certaln amounts from"
L r’pt’lOl’ periods have been reclassrfred to- conform to

the. current reportlng presentatlon In 2005 DPL has

. separately disclosed the earnrngs from dlscontrnued

operatlons net of Jincome taxes, whlch in prior perlods :
" were' reported with’ elements of continued operatrons
. In 2005, DPL a[so separately dlscldsed the rnvestrng
" portions of the cash flows attrrbutabille to'its discontin-

- . T
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o

1
]

_ued operations (there was no impact on the operating

or investing portions of the cash flows), which in
prior periods were reported on a combined basis as
a single amount. ! f

) r

Flevenues

’ We record revenue for services provrded butlnot yet

bilted to more closely match revenues with expenses.
Accounts recervable on DPLs Consolrdated Balance
Sheets include unbrlled revenue of $68.7 million and
$63.6 million in 2006 and 2005, lrespectrvely Accounts
receivable on DP&L’s Consolidated Balance Sheets
include unbilled revenué of $61.0 million and $57.5
million in.2006 and 2005, respefctrvely Also included in
revenues are amounts. charged to Customers through
a.surcharge for recovery of uncolleoted amounts from
certain eligible low- -income households These charges
for both DPL and DP&L were $11 .9 million for 20086,
$6.2 million for 2005, arrd $8.3|million for 2004,

Allowance for Uncollectible Accounts

. + . r .
We establish provisions for uncollectible accounts
using both historical average éredit loss percentages

- "of accounts receivable balances to prorect future loss-,

"es and specific provisions for 'known credrt |33ues

Property, Plant and Equiprrlent I

We record our. ownership shafre of our undivided inter-
est in jointly-held plants as an asset in property, plant
and equipment. Property, plant and equipment are stat-
ed at cost. For regulated property, cost includes direct
labor and material, allocable overhead costs and an
allowance for funds used during construction (AFUDC).

. AFUDC represents the cost of borrowed funds and
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equity used to finance regulated construction proj- r
ects. Caprtahzatron of AFUDC ceases at either project
completron or as of the date specrfred by regulators
AFUDC oaprtalrzed related. 1o borrowed funds was $50
thousand in 2008, Iand zero in 2005 and 2004. AFUDC
capltalrzed for equrty funds was $0.4 million in 2006,
zgro in 2005, and, $0 5 miliion in 2004. '

\. labor, material and overhead costs and, mterest capi-
talized during constructron usrng FASE Statement of-

Accounting Standard No. 34, Caprtalrzatlon of Interest
Cost. Capitalized’ rnterest was $12.9 million in 20086,
$2.6 million i in 2005 and $1. 8 million i in 2004.

For substantrally all deprecrable property, when a j
unit of property is retired, the original cost of that prop-
_erty less any salvage value is charged to Accumulated
Deprecratron and Amortization. !

Property |s evaluated for rmparrment when eventsl l
or changes in crrcumstances indicate that its carrying
amount may not.be recoverable. ' !

N : i |
Deprec|at|on '

Deprecratron expense is calculated usrng the strarght
. line method, whrch deprecrates the cost of property -
“over its estrmated useful life. For DPL's generation, ‘
transmission, ar’rd distribution assets, straight-line )
deprecratron is applied on an-average annual cornpos1
ite basis using- group rates that approxrmated 3 3% |n‘
2008, 3.3% in 2005 and 3.4% in 2004’ DPLs" deprecra—
tion expense was $151.8 million in 2006, $147.3 mrllron
in 2005 and $1}44 1 million in 2004, ~ "

o !

The fo[lowrng is a summary of DPL's. property. pla'nt :

- and equrpmen]t with corresponding composrte depre-;
. ciation'rates at' December 31, 2006 and_2005

. M : . -
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+ DPL " : '

$ in millions : A Q '2066 . Compositef‘ﬁate . 2005 Cornposne Rate,
Regulated: | -7 ' P _ 1 | f
Trans_rnission ! $ 3435 .2:4% P $ 3418 : 2‘6%

* Distribiution | 1,050.8 3% 1966.9° T 34w
General ) { ’ - 1660 to 75%| ! 63.1 [ - © -9 5%
Non-depreciable - t s . 542 0.0% ‘ 54.0 |. 00%
Total regulated! . I $1,514.5 " oy - $1,427.8 i
Unregulated: - { S . P T ‘ ,' f
Produttion @ ! | " $3,048.0 3.2%| . -+ - $30083 : - 32%
Other ‘ l 44.9 ST0%| 1t L4521 - 7.6%
.Non-depreciable ! : - 18,6 0.0% |-} - . 1eal. 0.0%
Total unregulated | $3,1115 ;o $3071.9| . - '

. i ! ' X ' ¥ i
Total property in service $46260| - 3.3% | ! $4499.71 - 33%
Construction work inlprocess - 376.0 0.0% | ¢ 680 - 0.0%
Total pro_perty‘ plant and equipment $5,002.0 ! f $ 4667.7° | v
- i t - . | N LS l

(a) Durrng 2006 DPL entered rnto agreemants to seil 630 MW of its peaking capacity reIatrng o rhe Darby and Greenville stations : f

_ of which $283.5 million of the assets presented in this table are he.'d for sale at Decemberai 2006 . Lo .

'
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: ) For DP&L's generatron transmission, and distribution assets; astraight-line deprecratron ts applied-on an aver— -

- .age annual composrte basis using. group-rates-that approximated 3: 2% in"2008, 3. 2% in 2005, and.3.3% in 2004.

“ L . DP&L's depreciation, expense was $130.0 million.in 2006 $123 9 millioh-in- 2005, and1$121 .1'million:in 2004 '

L S The following |s a summary of DP&L’s property, plant and equtpment wrth correspondrng composrte deprecratuon

" rates at December 31,2006 and 2005: R S . t e .

e DP&L. . T e e e e

?‘, v . “Sinmilions.. | - 2006 Composite Rate .. * - [ 2005 & "éomppsite Rate

_ "t Regulatéd: -* . ‘ o : '[ . T e .

\ Transmission v §-3435 | | 2.4% "$ 3B ©26%|: .

BE Distribution 1,050.8 3.8% | - 3.4%|

i General | DB M Lt 66,0 J78% | T R T e T T T g ey

¢ . Non-depreciable . . " 542 T 0.0% 1. : 1 540 | e 0.0%
'; . Totalregulated - $15145 | % 1, L5 14278 . ..
b Unregulated: - WE M. L s N ' ll B .;J - e _

. ~rProduction. .- ~ .$ 25456 3.0% $ 2,509.8 L 3 0%

q " - Nondepreciable - .. - - . . 153 0.0% - P53 v 00%] .

- (.« Total unvegulated . uoo. $2,560.9 . | .§25251 ] 7 -

|- " Tofal pigperty in s\ervrce - vy 40754 LT g T 555525 <N gaw | -
b ~. Construction workiin process i - 13752 | - - 0.0% . LT85 o L A00% |-
T - Total property, plant and equipment: ™ - .. § 4,450.6 2 e P S 4T180 | e -
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A Asset Retrrement Obllgations 3 . = - Jtions. Application of FtN No. 47 resulted |n an increase . .

‘ . | LWe adopted the prowsrons of-the: Fmancral Accountrng in our net property, ptant and equtpment Of $1 8 mrtlron
YR .»+.Slandards:Board'{FASB) Statement of Frnancral _anq an mcreese in our asset retrrement oblrgatron of
) o 1, Accountlng Standerds No. 143;.“Accounting.for Asset‘ : ,$7 2, mrIIron The drfference of $5 3 mrlilen represents

4 l +«Retirement. Obhgatlons" (SFAS 143) during 2003.- SFAS the before tax ($3 2 mrtlron after tax), cumulatwe effect

. ft1437equires legal obligations associatéd with the -« . of fhe adoptron of FIN NO 47, as of January1 2005

. : ] retirement of Iong-liyéd dssetsito be recognized-at'their  The before tax |mpact on 2005 ”E‘T income,was $0 9 -
S fair value at the time those: obligations are incurred. million’(80.5 million after tax) Wh'Ch 00”33319‘3 of'$0.6
' . Upon initial- recognrtlon of a legal liability, costs are. ) mllhon of,acern 6‘"0” expense and $0.3 m1Il|on deprecra— .
CeT --capitalized- as part of the: related long-lived asset and . 'tron expense.. ey : 2 ;

o - allocated to-expense over the'useful life of the’ asset. ~ o sl F‘N No. 47 had been applled 33 of January -

LA " SFAS 143 also fequires that components of previously 1 2003 our 3559‘ retrrement oblrgatlon would have -

- o recorded depremauon related 1o the cost of removal of increased by $9. 4 million. and $10. 3; mrllron at January
oo assets upon retirement’ whether légal'aSset retifément 1,.2004 and December 31, 2004 respecttvely Our:
- obllgatrons or not, must be removed from a'company's .asset retrrement Ob“QaUO” was $13.2 miliion’&t
, ; . accumulated depreCIatlon reserve. Qurlegal obliga-* December 31, 2005, which consrsted ot $5.4 ""'“'0” .

) tions assaciated with'the reticement of our long-lived * related 10 the adoptlon Of SFAS 143 in 2003 and $7 8

-. V. ki asséts under.SFAS 143 consisted primarily of river - « million r elated to.the adODUOH of EIN No, 47 in 2005

: } “intake.and discharge etructures coal unloading facili- OUT asset retrrement obllgatlon was $11.7 m|t||on at

i , . wtiesiloading docks.,rce breakers‘and ash disposal = December 31 2006 which. consmted of 5. 4 mrtIIOn

| "V facilities. Estimating; the amount and timing-of future related to the adoptton of SFAS 143 in 2003 and $7.8
R 1 expenditures ofithis’ type requires significant judgrment. mlllron related to the adoptron of FIN No. 47 in 2005.

e ’ i Management routrnely updates this estlmatmg as addi- ] L.
S T tional information becomes availabie: * 77 Changes in the L'ab'my for Asset Oblrgatlons - "
. ., “InMarchof 2005, the FASB issued FASB« . $inmitions ’4\:'- 300~ o005
: Anterpretation No 47 (FIN NoO."47), “Accounting for, ‘Balance at December 31, 2005 i $713.2 r$ X
-, 7. ' . Conditional Asset Retrrement Obligations; an.interpreta- = Accretion expense- . . 0344 08| '
. T e tion'of FASB: Statemenit No. 143.7 ‘We implemerted FIN ~ +Additions e e = ! W72

1L T+ F.No. 47 in the fourth quarter of 2005 effective January 1, Settiements :., ot Tk \ (04 . -

. o Estimated cashflow revisions b, 4) T -
- 2005 for certain asset retrrement obhgat-.ons primarily *
LR Balarice at December 31, 2006 8 1.7 | $13.2
. Y-im 0 the removal of asbestos, ‘at some of our generation sta- — - ; —
2 ' tl ‘ .
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We cantinue to recaord cost ofi'removalll for our regu-
lated transmission and distribltion assets through our -
depreciation rates and recover thoselamounts in rates

_ charged to our customers. There are.no known legal
asset retirement obligations associetl'ed with these
assets. We have recorded $86.2 miflion and $81.7 mil-

lion in estimated costs of removal at'December 31,
2006 and 2005, respectively, as regulatory liabilities for .
our transmission and distribution property See Note 3
of Notes to Consolidated Financial ,Stetements

* Changes |n the Liability for Asset ?bllgations

$ in millions I 2008 2005
Balance at December 31,2005 ,$ 81.7| $ 775
Accretion expense i - -
Additions _ . 7.8 8.9
Settlements I @3) . -
Estimated cashilow revisions : - 27
Balance at December 31, 2006 " $(86.2)" % (81.7)

i
Regulatory Accounting |
We apply the provisions of FASBJStatement of Frnancral
* Accounting Standards No. 71, (SFAS 713" Accountrng
for the Effects of Certain Types ot Regulation™ to the
transmission and distribution portron ‘of ‘our business. In
accordance with SFAS 71, regulatory assets and liabili-
ties are recorded in the Consolidated Balance Sheets.
Regulatory assets are the defer:ral of costs expected
" to be recovered in future customer rates and regulatory
liabilities represent current recovery of expected

i
+

future costs.
We evaluate our regulatory assets each period

-and believe recovery of these ‘assets is probable. We
have received or requested a :return on certain reguta-
tory assets for which we are currently recoveriog or
seeking recovery through rates. See Note 3 of Notes
 to Consolidated Financial Statements.
We evaluate our regulatory assets each perlod
and believe recovery of these is probable. We have
. received or requested a returj’n on certain regulatory
assets for which we are currently recovering or -
seeking recovery through rates. If we were required to
terminate applicatlon’ of SFAIS 71 for all of our regulated
operations, we would have to record the amounts of
all regulatory assets and Irabllmes in the Consolidated
Statement of Results of Operatrons at that time. See
Note 3 of Notes to Consolrdated Frnancral Statements.

Accounts Flecelvable ;

Our accounts receivable includes utility customer
receivables, amounts due from our partners for jointly-
owned property, wholesale and subsidiary customer
recelvables and electrlc unbllled revenue. We also

P
'
l
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include misceflaneous accounts receivables such as o
refundable Franchise taxes. The amount is presented ' ,'
net of a provision for uncollectible accounts on the i
accompanying consclidated balance sheets. ’
T | ' f
Inventory o & i
Inventories, carried at:average cost, include coal, : ;
emission allowances, limestone, cil and gas used for !
electric generation, and materials and supplies for ,!

utility operations.

Emission Allowances
We account for our e'mieslon allowances as inventory, '
and record emission allowance inventory at histori-
cal cost. We oalcula}e the weighted average cost by
each vintage (year)-for which emission allowances can
be used, and charge to fuel costs the weighted aver-
age cost of emission allowances used each quarter. !
Emission allowances are added to inventory when the ,'
EPA issues us emigsion allowances at no cost or when ' |
we purchase emise’ion allowances. Purchased emission: !
allowances are recorded in inventory at the purchase |
price, including any related transaction fees. Emission |
alipwances are deducted from inventory when used
in the production of electricity or when we sell excess
emission allowances. Emission allowances used during
the production of'electrioity are charged to fuel costs at |
the weighted average cost for that vintage. The excessl
(shortfall) of the sales price over the weighted average
cost for any emission allowances sold, less related
fees, is recorded as a gain / (loss) in other income
(deductions). Emrssron allowances received as part of ! ‘
an exchange of emission allowances are recorded at, "
the carrying cost of the emission allowances given up,l
with no gain or loss recorded. !
' - . - - [
Repairs and Il;lalntenance . H
Costs associated with all planned work and mainte- - l
nance activities, primarily power plant outages, are |
‘recognized at the time the work is performed. These [
costs, which |rltclude labor, materials and supplies, anjd
outside services required to' maintain equipment andI
- facilities, are éither capitalized or expensed based on
defined units of property as required by the Federal
Energy Regulatory Commission (FERC). \ ’.!
' L
!

Income Taxes S
We apply the provisions of FASB Statement of Frnancral
Accounting Standards No. 109, "Accounting for Inicome
Taxes” (SFAS 109). SFAS 109 requires an asset and

liability approach for financial accounting and reportrng
of income taxes with tax effects of dn‘ferences based

l
+
|
!
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_',-taxes will be recoverable / refundable through

, Flnanclal Instruments

on currently enacted tncome tax rates between the
financial reporttng and tax basis ot; accountlng reported
as Deferred Taxes in tflte Consoltdated Balance Sheets
Deferred tax assets are reCOszed for deducttble

: temporary dtfferences' Valiation” reserves ‘are” pro—

vided' unless |t is more Ilker than not that the assel

will be’ realtzed I -“ B L
Investment tax credlts whtch hdve been used

to reduce federal tncome taxes payable have been

deferred for financial Ireportlng purposes These

deferred tnvestment tax credlts are amorttzed over the

usefill lives of the pro‘perty to Wthh they are related

For rate- regulated operattons addlttonal deferred

‘income taxes. and offsetting regulatory assets or

liabilities are recorded to recogntze that thé tncome

P b N

future revenues i .
“We file a consoltdated U.5  federal lncome .

tax return in conjunc]tlon wrth our sub5|d|ar|es
The consolldated tax Ilablllty is allocated to 6ach’

L subsudtary as specmed in our tax aIIocatlon

agreement which prowdes a con5|stent systemattc '
and-rational approach See, Note 4 of Notes to
Consoltdated Ftnanclal Statements

t. T te N

- ,Cash and Cash E?utvalents R

Cash and cash equllvalents are stated at cost, which
‘approxmates fair value All: hlghly liquid short term
invéstments' wrth orlgtnal maturities of threé months

" or less are consndered cash equrvalents DPLs cash

and cash equrvalenlts were'$262. 2 million at December -

=31, 2006 and $595 8 mlllton at December 31, 2005

DP&Ls cash and cash equrvalents were $46. 1 mtllton
-at December 31 2006 and $46 2 lTll||l0r‘l at December
31, 2005. Al December 31; 2006 we had $10 i mtllton_

- restricted funds held in trust relatlng tothei issuance
ot the $1OO ‘Hnillion :pollutton controt bonds Thesé .
funds quI be used to fund the pollutton controI capttal
expendltures

,l L [ ot N

A

We apply the provrsron of FASB Statement of Financial

. t'cost. respectiv_el'y'.' e J ) .

Accounttng Standards No. 115, "Accountlng for Certain "

" Investments in Debt and EQUity Secunttes" (SFAS 115),

for our |nvestments in-debt’ and equtty financial instru-
“ments of publtcly traded entttles and cIassrfy the
securities into’ dtfferent categones ‘hetd-to- maturrty
“and available- tor-sale Avatlable-for~sale securities are -
carried at fair,value and unreallzed gains and losses
" on those secunttes net of deferred income taxes
are. presented asla separate component ‘of sharéhold-
ers equtty Other—than temporary decltnes in value

-

are recognized currently in earntngs ‘Financial tnstru- '
ments classmed as held-to- maturlty are carried at
amorttzed ‘cost. The valuation of. prubltc equnty secunty
investments.is based upon market quotations. ¥ - 1
The cost basis for public. equny secunty and fixed ~

- maturity investments is average cost and amortized

-t i~ " .

|
Captwe Insurance Subsldlaryt

In addttton to tnsurance prowded through thtrd party
provrders a wholly-owned captlve subsudtary of DPL

<o

provrdes tnsurance coverage solely to us and to our. - L

subsrdtarres Insurance and CIatms Costs on'the
Consolidated; Balance Sheets |ncludes tnsurance
reserves of approxtmateiy 22 m|II|0n and $24° mtlllon
“for 2006 and 2006 respecttvely based on_ actuarlal
methods and loss. expenence data Such 1éserves are
. actuartaIIy determlned in the aggregate based on’
‘a reasonable estimation of tnsured events occurnng
There is uncertainty assocrated wrth the toss esttmates
and actual results may dtffer frorT'n the estlmates )
“Modification of these loss estimates based on: expen-

1 .
ence.and changed circumstances is-reflected in: the Jee

perlod in whlch the estimate is |;e evaluated o -

PRVEN
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Financial Denvattves

" We foliow FASB Statement of Financial Accounttng "
" Standards No. 133, "Accounttng for Deravatlve ARIEE
Instruments and Hedging Acttvtty (SFAS 133)
amendéd: SFAS: 133 requires that all denvattves
be recognized | as either assets or Ilabtltttes |n the
—Consoltdated Balance. Sheets and be measuréd at fatr
- alue, and changes’ ln the fair’ ;!ralue be recorded in |
earntngs unless'they are desrgnated as a cash S
flow hedge of a forecasted transaction or. quallfy for
the normal purchases and sales, exceptton as dis- L
“cussed below. : I o T e }
“' The FASB issued Statement 6f Financial” .:=‘7, L
Accounttng Standards No! 149 “Amendment: of _

! .
- - Statément 133 on Denvattve Insiruments. and Hedgtng

* Activities” {SFAS 149). SFAS 1749 amefids and cIarlftes
fmancual accounting and reporttng for dertvatlve tnstru-
. ments lncludlng those" embedded in other contracts- .
and for hedging actlvmes and i§ effective for contracts
“entered into or modttted after June 30, 2003. "+
We use’ forward contracts and options 1o reduce
our exposure- 16 changes in energy and commodtty
prices and as a hédge agatnst the risk of changes in
cash flows assoctated with expected eIectrtcrty pur-
chases ~These purchases are requtred to’ meet full Ioad
requtrements during times of; peak demand or-during /.

‘planned and unplanned generation facility outages. We .
' D l TR
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also hold forward sales contracts that hedge against
the risk of changes in cash flows associated with.
power sales during periods :of projected generation
facility avaitability. The FASB concluded that efectric
utilities could apply the normal purchases and sales
exception for option-type contracts and-forward con-
tracts in electricity subject to specific criteria for the
power buyers and sellers under capacny contracts.
Accordingly, we apply the normal purchases dnd dales
exception as defined in SFAS 133 and account for
these contracts uponrsettlement

,‘ .
Pension and-Postre’tirement Benefits

* We account and disclose pension and postretire-, -

* ment bengfits in accordance with the provisions of
Statement of Financial Accounting Standards No. 158,
“Employers" Accounting for Defined Benefit' Pensions
and other Postretirement Plans, an amendment to
FASB Statements 87, 88, 106 1Iand 132R." This Standard

. requires the use of assumptions, such as the
discount rate and long-term réte of return on assets,
in determining the obligations! annual cost and

-funding requirements of the plans.

Legal, Environmental and Regulatory
Contingencies : | 'L 1

.

tn the normal course of busine;ss, we are subject
to various lawsuits, actions, proceedings, claims,.
and other matters asserted under laws and regula-
tions. We believe the amounts provrded in our con-
solidated financial statements, as prescribed by .

. GAAP, adequately reflect probable and estimable

contingencies. We-record liabilities for probable esti-
mated loss in accordance with-*Statement of Financial
Accounting Standards No. 5 (SFAS 5),-"Accounting
for Contingencies.” To the extent a probable loss can
only be estimated by reference ;to a range of equally
probable outcomes, and no amount within the range

appears to be a better estimate'than any -other amount, :

we accrue for the low.end of theT range. However, there
can be no assurances that the actual amounts required

. to satisfy alleged liabilities from Various legal proceed-

ings, claims, and other matters, ‘and to. compty with
applicable laws and regulatlons' will not exceed the
amounts reflected in our consolrdated financial state-
ments or will not have a material adverse effect on
our consolidated results of operé}tions, financial condi-
tion or cash flows. As such, costs, if any, that may be
incurred in excess of those amounts provided as of

December 31, 2006, cannot curr‘en[ly be reasonably
determined. . |

.

"
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Accounting for Uncertainty in Income Taxes

Recently lssued Accountmg Standards =
Stock Based Compensarron

In December 2004, the Financial Accounting Standards
Board (FASB)llssued Statement of Financial Accounttng
Standard No. 123 {revised 2004), "Share-Based i
Payment” {SFAS 123R). SFAS 123R replaces SFAS |
123, "Accountlng for Stock-Based Compensaﬂon i
and supersedes Accountrng Principles Board (APB) !
Opinion No. 25 (Opmlon 25), "Accounting for Stock 1
Issued to Employees SFAS 123R requires a pub- ! {
lic entity to measure the cost of employee services '
recelved and pald with equity instruments to be based
on the farr—value of such equity on the  grant date. Th:s
cost is reoognnzed in results of operatlons over the I
period in which employeesare required to provide ‘
service. Liabilities initially incurred are based on the " |
fair-value of eqUity.instruments and are to be re-mea- !
sured at gach subsequent reporting date until the
Irab|llty is ulumately settled. The fair-value for employee
share options and other similar instruments at the grant
date are estrmated ,using option-pricing models and }
any excess tax benefits are recognized as an addi- - |
tion 10 paid-in capital. Cash retained from the excess !
tax benefits is p‘resented in the statement of cash i
flows as flnancnng cash inflows. The provisions of this ;
Statement became effective as of January 1, 2006.
Qur December 31 2008 year-to-date pre-iax results of
operations were'lncreased by approximately $0,7 mil- 1
lion as-a result of the adoption of SFAS. 123R. See Nole';
9 of Notes to Consohdated Financial Statements. !
How, Taxes Coh’ei:ted from Customers and | ]
Remitted to Governmenta! Authorities Should be '
1
|
}

t
Presented in the Income Statement

In June 20086, the FASB ratified the consensus of

Emerglng Issues Task Force (EITF) Issue No. 06-3,

"How Taxes Collected from Customers and Remitted |
to'Governmental Authorities Should be Presented .
in the tncome Statement (That Is, Gross versus Net i
Presentation)” (EITF 08-3). EITF 06-3 indicates that the.
income statement presentation on either a gross basis

or a net basis of the taxes within the scope of the issue
is an accountlng pollcy decision. The consensus’ is this
issue should be applred to interim and annual reportlng
penods begrnnmg after December 15 2006. We are |
in the process of evaluatlng EITF 06-3 and have not
determined the impact to our overall results of opera-
tions, financial position or cash flows. o

e = w o m——

In July 2006, the FASB issued Interpretation No. 48, |
“Accounting for Un'icer'tainty in Income Taxes” (FIN 48), '
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effective for fisoal year‘s beginning after December 15,
2008. FIN 48 reqmres a two-step approach to deter-
* minge how (o recogmze tax benefits in the financial
statements where recognrtron and measurement of a
tax benefit must be- evaluated separately. A tax benefit
wrll be recognlzed only if it meets a "more-likely-than-
. not recognltlon threshold 'For tax positions that meet
this threshold the tax Jbenetlt recognlzed is based on
the Iargest amount “of tax benefit that is greater than
'50 percent likely of being realized upon ultimate settle-
~ment with the taxrng authorrty We have evaluated the

. requtrements of FIN' 48 and:the adoptlon of this'inter-

i
>

Yo Accountlng Standards No. 158, Employers Accountrng'

_pretation and we do nlotrbelleve at this time that the
impact will be- srgnlfrcant to our: overall results of opera-
tions, cash tlows or ftnancral posrtron

i

Accountrng fog Farr Value Measurements

In September 2006, the- FASB |ssued Statement of
Financial AccountngStandards No, 157, "Farr Value
Measurements (SFAS 157) effective for fiscal years
begrnnlng after November 15, 2007. This Standard

_ -applies whenever other standards require (or permit)
assets or liabilities tof be measured at fair value. The

" Standard c!arlfres the principle that'fair value should be
based an the assumptlons market participants would

. use when prrcmg theI asset or Ilabllrty In:support of this -

prrncrpte the Standard establrshes a fair value hier- -

" archy that prioritizes the information used to develop
.those standards: The fair value hlerarchy gives the -

“highest prrorrty tor quoted prlces in‘active markets and
the lowest priarity;to unobservable data, for example

‘the reporting entity, s,own data: Under the- Standard, fair -
~"value: measurements would be separately disclosed = -

+ by level within the farr value hierarchy. The: Standard
«cdoes not expand the use of fair value in any new cir-
' cumstances. We are currently evaluatrng the rmpact of

adoptlng SFAS 157, 4and have not_yet determined the B

- significance of this new rule to:our averall results of’
' operations fin'ancial position or-cash. tlows

T I_ .
Employers Accountrng for Defrned Benefrt Pensron
.-and Other Postretrrement Plans - .

?In September 20086, lthe FASB |ssued Flnancral

- for Defined Benefrt Pensmn and Other Postretirement
Plans an- amendment of FASB Statements No. 87, 88,
106 and 132(R)" (SFAS 158}.- Thrs Statement requrres

r s fan employer that is a business entity and sponsors

one or more srngle employer ‘defined.bénefit plans to:

. a) recognrze the tunded status of a benefit plan;

‘ b.) recognize as a component of other comprehensive

. - income, net of tax, the gains or losses and prior service
o costs or credits that-arise during the period.but are not

L

- Statement of Position AUG AlR- 1

. frnancral position or cash flowst T

recognlzed as components of netlperrodrc benefrt cost;
c.) measure defined benefit plan assets and obhga- )

- tions as of the date of the- employers fiscal year-end
" statement of tlnanmal position: d ) disclose in.the notes -
to financial statements additional |nforrnat|on about ¢

certain effects on net penodlc benefrt cost for the next

. fiscal year that arise from delayed recognrtron of the "

gains or losses, prior servrce costs or credits, and tran-

. sition asset or oblrgatlon This Statement is effective for

fiscal years ending after December 15, 2006 except )

*for the measuring of plan assets at the: employers

fiscal year end which'is"effective’ for tlscal years end-
ing after. December 15 2008. We have adopted FAS
158 effective Décember 31; 2006 See Note'5.0f the

Consolidated Frnanclat. Statements.

."."
.
.

Consrderrng the Effects of Prior Year Ly

‘Misstatements when Quantrtj/rng Mrsstatemenrs

in Current Year Financial Srateme'nts o

ln September 2006, the Securmes and Exchange
Commlssron (SEC) issued Stalf Accountlng Bulletrn

No. 108 (TOpIC 1N) “Consrdenng the Effects of Prior
Year Mrsstatements when. Ouantn‘ylng Mlsstatements >

in Current Year Financial Statements” (SAB’ 108) The-

'SEC believes that a reglstrant sh’ould quantrty a current .
-year misstatement using both the ifon curtain, approach

and the rollover approach «|f thelover.’understatement
of current year expense s, rnaterral to the 0urrent year
after ali of the relevant quantrtatlve and qualrtatrve fac-
tors are considered, the- prror year tmancral statements
should be corrected. Correctrnglprlor year’ frnancral -
statements for |mmater|al errors would notﬂrequrre

- previously filed reports o be- amended -We have evalu-

ated our accounts and determlned that SAB 108 does
not |mpact our reported results. l e -; .- .

Accountrng for Planned Major Marntenance Actrwty

In September 20086 the FASB posted Flnan0|al -
“Accoumlng for )
Planned Major Malntenance Actrvrty" (FSPlAUG AlFtl
1). Previous gurdance for planned major maintepance,
such as repairing or replacrng a. boiler, allowed four
different methods for accrurng for these major reparrs
These mcluded direct expense' burlt |n overhaul deter-

ral and accrug-in;advance. The FASB has de0|ded

that the accrue-in- advance method |s no Ionger valrd
because it allows a Irablllty to accrue for future charg-
es that'may or may not happen We use the diréct .

. €xpense method' for malor planned marntenance which

calls for expensrng the charges as |nourred Srnce we
I

_do not use the accrue- in-advance method thls FSP-. r

will have no effect on our overall results of operatrons

ae oo

r'
+
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2 Supplemental Fmanclal Information

1 . : o

P |
: ' - ;%
| |

DPL Inc. ‘_ l b - )
. , Ii - - -« At December 31, |
* - $in millions IR Lo . 2006- 2005 -
- Accounts réceivable, net: ‘ i : R
Unbilled revenue [ . § 687 | $ 836
« . Retall customers I e 65.0 | ° . 608
' Partners in commonly—owned plants { -2 - 377
Wholesale and subsu:hary customers . 158 | ) e 6.0
PJUM including financial transm|SS|on rights ! ~ 13| .10
.Other - : ] . 7.1:| . 2
Refundable franchise tax P 52| 14.3
Provision for uncollectible accounts e a4 (1.0)
Total accounts receivable) net - ; “'$ 2280 ‘- § 1948
Inventories, at average cost: Lt S , _ e
Fuel'and emission allowances i : © . 8§ ‘524 | $ 48.6
Plant materials'and supphes - LT . t N . .326 |- - 314
Other ) ‘| - 0.4 . 02
Total inventories, at average cost . $ 854 | 80.2
Other current assets: | l R - : o i - ;
Deposits and other advances e - % 178 B 92
Prepayments - \ - 133 i 5.1‘
* Derivatives i L - 3.2" -
Current ceferred mcome taxes ST et =20 5.4
Other-. o ; | - 1419 . 05
Total other current assets | - b $ 377 .. % 202
Property, plant.and equipment:| - oy ‘ . .o
* Construction work in process} , | o« - § 3760 . $1680
Property, plant and equipment - ‘ 4,626.0 4,499.7;
Total property, plant and equipment (a) o $ 5,002.0 $ 46677,
-+ Other deferred assets:. . | o ; i Do , . ')
Master Trust assets ! I $ 394 $ 320
Unamartized loss on reacqmred debt ' 20.4 . 22.0)
' 'Unamortized debt expense 7| ¢ ) % 10.6 " 10,2]
‘Commercial activities'tax banefit . . 4 68 -
Investments . ! y 7.0 7.2
Other . 1 { , - 0.5 . 0:8T
Total other deferred assets}’ I "% 4 85 722
Accounts payable: | o N
Trade payables ~ . ' $ 757 3 26.1,
Fuel accruals - 373 ©395)
Other ! g , 56.4, - 646)
Total accounts bayabl'e 3 Vo $ 1694 $ .. 1302)
Other current liabllities:' .[ = Co . v o
Customer security deposits f 1 $ 194 | . § . 19.2
' Pension and retires beneflts payabie . 5.8 | - ,
. Financial transmission, raghts fuiure praceeds . - 27 . =
" " Payroll taxes payable- C b Al L 23
Other l 103 | 06!
Total other current iiabilitigs] i 8 383 $ 311
Other deferred credits: | ’ - - N o
- * Asset-retirament obligations - regulated property ¢ ~$ 863 | - 3 81.7
.. Trust obligations l a . ;'-‘ -, 76.2 . 74.5
. Pension liabilities - ! RE 12 2 I 237
Retiree health and life benems I T 285 329
SECA net revenue subject to reifund '| 8r | . 205
_Asset-retirement obligations — generation property . - 4 1.7 o 13.2
e Deferred gain on sale of portfoho :1 .82 - . 211
Legal reserves , 34 T30
©  Environmental reserves ' . -0 ~ 0.1
i Other R N ko 9.9 96
Total other deterred:credits | E $, 2807 .. $ 2883
i !

P | .
(a) $283.5 of the assels presented in rh:Is table are held for sale.

!

.. : C - §
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DPEL .. | - . ‘
: Ty ‘ - 't _ At December 31,
$in milions = i ) . L 2006 et €-3005
- "“Accounts receivable, net:” - - . . N I .
Retail customers ' R fos"es0l T 8. 607
* < - Partners in Gommoniy- -owned plants ’ ) 3 R ¥ Y
Unbilled révenue -, . -+, o ' Fo61.0 y . 575
" PJM including: f'{‘ancral transmission rights : ' R R B F X T A A o)
© Wholesale “dnd subsidiary customers ) y . . 83 o2
‘Refundable franchise tax ) ’ ' ) . Lo 3.1 C 1.8
“--.u.—- s@lher l R ) R LRI V- T M Tihe s ETh B = il e e P PYR - o i'i' 4.2- i © ke ) 23
Provision for uni:ollectible accounts <7 - . ) 1 - .4) P G Re)!
v+ o Totallaccounts receivable,.net - ¢ . . ) - $ i'205.6 © 0§ 1827
.- inventorles;at’average cost: . . . 5 . oo
L Fuel and erission, allowances S : $1 524 . § 486
¥ <. - Plant matenals and supplles . | 302 | ... .. -'29.0
Other | e b: . . _ i...04 L S 01
‘ ;} - Total inventories, at average cost P . .83.0 | .. $., 777
« Other current assets s S . b o
i Deposns;and other advances e ' . $p 170 | $ 5.8
" Prepayments, - ) ) . 188 [ - 7.7
Denva“ves e e T ,‘J-_. e awm e mr Te e L e e et ---! 32" ! :-Ja g -,
Current deferred | income taxes b- 0.7 | . ’ 1 4.9° |-
Other | ! o P 3 C1s| Y T . o9
= Total other‘cufrent assets - - e i g k382 '8 ,'.19.3
Property, plant and equrpment . . . 1 IS -
Construc:ron work in process i . - ~f . - L $ 3752 . ,_Sr 1651 -
Property plantand eqlipment <~ - oo ' T . 40754 |- " 39529
-®.'-Total property.|plant and eqmpment E R A L. T $44506 | ¢ 84,1180~
""Other deterred assets e L AU i PR
.. Master Trustassets AN ' S " ) ’ 109.0 107.7
* ' Unamortized loss'onteacquired debt -~ wr o T v T x ‘ 2044 . 220
. Unamortrzed debt expense’ ) ] .., BE6 | ¢ “ 7.4
_—_ Investments - ; o o : 4 o8&t - - 08
. . Other " i L. Lo ; , los | !'"- - 08
-+ _Total olher deférred assets _ R C ‘ C 8. 139005 s5.-13R.3
Accounts payable: .| . st S : , : ' R ] I
, Trade payables ‘ - : e T8 77 8 256
Fuel accruals | o . ) ] S L (eeT o 381 | .
.- Other < . o : - ST e T lgggt|e T, B25 |
. Total accounts payable ™~ - L . § 1662 =~ §$--116.2
. Other current, llabllities SR ) A o T ez b
. Customer securlty deposrts n . . A $ 194 | ' e 5. 192
Financial.iransmission righits - future proceeds .« ‘ . R 1 LA -
* U Current portion long-term debt D ' “joe | T . 7T 09
T . Payroll taxes payagle . . . - T - Clez | - 23
Pension and retiree benefits payable ’ . p -« . BB Tt
T Other CHARE fL T o ) . ' P T3 h 6.0-
) Total other current liabilities T T 7 T s. 33| s 284
Other deferred credits: -, R T e . T
" Asset reuremenr obllgatlons—regulated property oL $ 863, - -8 B
. Trust obligations * o IR - : 782 - 1~-:;' 745
.* Retiree health and life benefrts - . ~ . . o 7 28.5 . ..329
«... .Perision. liabilities _L bt s o o e o e et e PR RO 1 R I A
SECA net revenue subject 1o réfund : 187 e 205
Asset rellremem oblrgatlons - generation property . ‘ ’ ) o - 11.7 Ao 13,2
Legal resenves b } : . : ‘ -34 BRI T I
‘Environmental reserves }‘, _ o .o SRR B CR 0
Other , T = . 99 9.1
. ~ Total other deferred credits S - $ 2725 |, - $ 2587
' B — B - . 1 -
. . - T ~al
: | .
. | A |
Lk * DPLInC. 61
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For the years ended

- e e o e
—_—— .

|
i
.
DPL Inc. - |
$ in millions , ; 2008 2005 |
Cash flows - Othér: l ! o
Payroll taxes payable ! ' $ (21) § 23 | .1
. Deferred management fées | s - A N N
Deposits and other advances ’ ‘: {8.5) (0.9} it
Deferred storm costs ¢ , ; . {0.1) (5.5} !
FERC transitional paymem deferral . . - {1.8) 205 |
Other ' ' . 2.0 75 |,
Total cash flows - Other | i $ (105) | * $318 |!
- -

i

For the years ended

. i
" _DP&L i ;
- i .
$ in millions ' , Do 2006 2005 |
Cash flows - Other: ,' b ' : !
- Payroll taxes payable ] { " $ (2.1) $ 23 |
Deposits and other advances , . {11.0} {2
, Deferred storm costs B (0.1) . B.5) §
'FERC lransmonal payment deferral (1.8) . 205 |
Other i (2.5) (1.8) '
$ (17.5) $13.4 | |
. i

Total cash flows — cher

l
i
P
1

1

3 Regulatory Matters

!
We apply the prowsmns of SFAS' 71 to our regulated operatlons This accountlng standard defines regulatory
assets as the deferral. of costs expected to be recovered in future customer raiates and regulatory Ilabllmes as

‘ |
current.cost recovery of' expected future expenditures.

Regulatory liabilities are reflected on the Consolidated Balance Sheets under the caption enmled Other o
‘Deferred Credits™. Regulatory assets and liabilities on the Consolidated Balance Sheets include:

[3

Type of

f
Amortization

At December 31, .

= f

Y

I
.§ in millions : Recovery (8) : ':lhrough 2006 ' 2005
Regulatory Assets:. ; , '
Deferred recoverable’ mcome ‘taxes = " C/B 'Ongomg ’ $ 53.1 $ 288
Pension and postrettremenl beneflts ol Ongomg 471 -
Electric Choice systems costs F | 2010 13.5 16.7

Regional transmnss:on organization costs c l 2014 1.4 T.129¢

. Deferred storm costs' : C 1 2008 5.4 6.5,

~PJM administrative costs- - - F - 2009 4.6 5.6,
Power plant emission fees- l Cc Ongoing 4.5 -3.8 |
Rate case expenses F | 2010 7 35 35|
Retail settlement system costs - A 31 3.1y
PJM integration costs ! F ' 2015 1.4 19 |

Cther costs : : i ' 1.0 1.0_I

Total regulatory assets ! $ 148.6 $ 838

. Regulatory Liabilities: - o p N

Asset retirement obllganons L reguiated property Co - $ 863 . $81.7

Postretirement béncfits I Tt <L 7.6 2

SECA net revenue subject to refund . 18.7 20.5
Total regulatory liabilities | ' ] $ 1126 $102.2 |

. "
|

(a) .F - Racavery of incurred costs plus rate of return.
C - Recovery of incurred costs onn'y

B - Balance has an offsemng n'f&bll'lly rasuilting in no lmpac! oh rate base.

62 ' DPL Inc,
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* . repair damage from Décember 2004‘and January 2005 S

-1 ice storms. We filed to reco:ver these costs from retdil, = - ‘
| ratepayers over a two year penod On Juty 12 2006 the )

' j PUCO approved our tarif- as proposed. and we began‘ﬂ. e

Hegulatory Assets . R

1

We evaluate our regulatory assets each pertod and

' believe recovery of these assets is probable. We have
recerved or requested.a return on certaln reguiatory
assets for which we are curre]ntly recoverlng ‘or'seeking
rec:overy through rates A

< RN

Deferred recoverable rncome :taxes represent deferred
tncome tax assets recognrzed from’ the normalization of -
flow-through items as the result of: amounts previously pro-
vided'to customers Stnce currently exrstrng temporary drf-
ferences between. the.frnancral statements and the related
tax basis of assets erI reverse in subsequent periods,

"l
'deterred recoverable |ncome! taxes. are amortrzed

-

Al,

Pensron and postretrrement benefrts represent the unfund

' &d benefit obligation related to the transmrssmn and- ‘distri-*

bution areas of our electric busrness We have historically -
recorded these costs on the accrual basis and this is

how thede costs have been hrstoncally recovered through
rates. This factor, comblned wrth the h|stor|cal precedents
from the PUCO and the FERC rnake these costs probable
of future rate recovery

"

'ni i L . -~
' '

rvbe w

'Electnc Chorce systems cosls represent costs |ncurred to
.modify the customer:billing system for unbundigd rates”
‘and eleotnc choice bills relative to other generatron sup-
pliers and mformatron reports provrded 1o the state admtn— -
[istrator of the Iow-tncorne electnc program. In February o ¥
2005, the PUCO approved a sttpulatron allowing us to,.
recover. certatn costs. incurred for modifications to its. b|II-

} L
.ing systern from all custcmers in'its service terrltory We -

ftled a subsequent case to implement the PUCO's order to

begrn chargrng customers for brllrng costs. On’ March 1,0
L2006 the PUCO |ssued an order that approved our tariff,
as filed. We began collectlng this nder |mmed|ately, and
expect to recover all; costs over flve years

’u

Regronal t‘ransmrssron orgamzatron costs represent costs

i incurred-to join a Regronal Transmrssron Organrzatron that ‘L

. controls the receipts.and delivery.of, bulk power within
" the service area These costs are berng amortrzed over a
- 10-year period that commenced |n October 2004

F (‘a.

i
t Deferred storm costs tnclude costs. mcurred by us to.
f
i

recovering these deferred cosis over a-twos year penod
beglnnrng August 1; 2006 :3-;- L e

| b R o

-PJM admrnrstratrve costs contarn the admtnrstra- ‘-

C tive fees billed by PIM to qu as a member of the PJM

. Interconnectlon LLC Regrdnal Transmission Organrzatton
{ (RTO). Pursuant to a PUCO order issued on January 25,

' 2006, these deferred costs will be-recovered over a 3-year
i period from retail ratepayers begrnnrng February 2006

.o

Regulatory Llabllmes o |

;oemvp e T hnw-‘-

L .-...«---_.

. 4
Power plant emission fees represent 'costs patd to the
State of Ohio for envrronmental monitoring that are or wrll

be recovered over various periods under a PUCO rate e
rider. from customers.” | - N :

r B
Retarl settierment system costs represent costs to] |rnple—
* ment a retail settiement system that reconcrles the arnount

" of energy acompetrtrve retail electnc servrce ((:,RES) o

suppller delivers to'its customers and what its customers
actually use. Based on case precedent in other utilities’
cases, the cost of thtstsystem is recoverablée through
DP&L‘s next transmission rate case that “will! be- flled at the B
“FERC., The trmrng of this case lS unc:ertarn at th|s trme 3 )

PJM rntegratron costs |nclude mfrastructure costs and
other related expenses incurred by PJM and rermbursed
“ﬁby DP&L 1 to |ntegrate us |nto the RTO Pursuant to a FEFlC

order the costs are berng recovered over 2105 year penod

beginning May 2005 from wholesale customers, W|th|n PJM
I e -

. Rate case expenses represent costs |ncurred in con—

nection with the Rate Stabilization Surcharge that was:

approved by the PUCO and implemented.in January 2006.

"These costs are being amortized over a five:year period.

T R e i

Other costs include consumer, educatron advertising ™"
regardrng electric deregulatlon ‘and[costs"pertaining to a

) recent rate case and are or will be recovered over vartous
; penods

A e . A Ler R T -

; -... L .- o ‘.‘.f;__;. . Illﬁ "1,‘3

o T
2 h : +

Asset retirement obhgat‘rons regulated property

reflect an esttmate of, amounts recovered in rates that are

. ..expected to be expended to rernove existing transm|ssron

."“

and drstnbutton property from service upon retlrement R

Postretirerment benefn‘s reftect a regulatory habtltty that.-
was recorded tor the’ portron of therunrealrzed gain on our
postretrrement trust assets related tlo the’ transmrssron and
““distribution areas of our electric busrness The company
“has historically recorded these transactlons on the accrual
.basis.and this.ig,how.these, costs have h:stoncally been .
,recovered through rates. This factor combrned with the,
hrstc:ncal precedents trom the PUCO and the FEHC make |t
probable that these amounts wil be reftected in-future rates

SECA (Seams E!rmrnarron Charge Adjustment) net ”
revenue subject to refund represents our éstimate of prob-
able refunds for net revenue coIIected in 2005 and 20086.
transitional payments for the use o[f transmtssron lines +.

" within PJM. A hear:ng was held rn garly 2006:to determing

v

-SECA. revenue and expenses represent FEFtC ordered e

) i these transmonal payments are subject to refund but no o

rulrng has been |ssued We begar: receiving and paytng
these transitional payments in May 2005.

i
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4 Income-Taxee

|
i

For the years ended December 31, 2006 2005 and 2004, DPL's components of income tax were as follows:

i

i
DPL In¢. . ! i 4 !
! For the years ended December 31, |
§ in millions ‘ 2006 - 2005 2004
Computation of Tax Expense i _ !
Federal income tax @, ) - $ 687 $ 719 $ 663 |
Increases (decreases) i’ tax resulting from - : : : ' ' |
State income taxes, net of federa1 effect (b) : ' (4.0) 1.2. 1.2y
Depreciation - - | S ‘ ' (3.1) (1.3) ‘ (4.0):
Investment tax credit amortized ] : . (2.9) (2.9) (29)
Non-deductible compensatlon - 102 02| -
Section 199 - domestic productnon deduction . : {0.8) . (1.8) !
Accrual for open tax years o 81 11.2 5.3
Other, net | LT w . 66| 1.2 0.6’
Total tax expense @ ! . :$ 698 § 799 $ 665
Components of Tax Expenset ' T : : o t
* Taxes currently payable ® + §109.3 $ 850 $ 443
Deferred 1axes — b ‘ ' i
Depreciation and amortization 1 (37.9) (1.7} {3.3)
. Shareholder litigaticn Il - . - 23.2
* Other ‘ : o 13 95 5.2
Deferred investment tax credit, net ' L (29) {2.9) {2.9)
Total tax expense @ " ‘ . '$ 698 $ 799 $ 665
_ _ S - - v }
Components of Deferred Tax 'Assats and Liabilities -~ !
! At December 31,
$inmilons ' : : 2006 2005 |
Net Non-Current Assets (Liaqlllties) . . o : 1
Depreciation/ property basis .- . : : ; $ (380.3) $ (402.2)
Income taxes recoverable ' L ‘ ) (18.6) (10.1)
Regulatory assets | ' L 9.7) (9.4)
Investment tax credit R 15.2 163 |
Investment loss 29 9.6
Compensationand employee beneﬁts . ' : : l ‘ . 39.2- 38.7
Insurance 1.6 1.8
Other (@ _ ! : L , (5.5) 283, |i
Net non-current (liabilities) _ : : $ (355.2) $-(327.0) |
.Net Current Asset ' ; - : _ . -l
" Other , . $ 20 $ 54|
Net current assets ] [ $ 20 $ 54

(a) The statutory !ax rate of 35% was fnpphed o pre-tax incorme l‘rom continuing operarrens before preferred dividends.

(b} We have recorded $10.4 miilion, ($2.1) million and $11. 7 miilion in 2006, 2005 and 2004, respecrrvefy for state tax credits available
related io the consumption of coal mined in Ohio. . . S

(c}) We have racorded $5.1 million, 511 2 million and $5.3 million in 20086, 2005 end 2004 respecnve-'y of tax provision for tax deduction or
mcome positions taken in prior tax returns that we beligve were properly treated on “such tax returns but for which it is possible thaf these

- posmons may be contested. . | . -t

{d} Excludes ($2.1) mn'.'ron in 2005 of irl'ncome taxed reported as cumulative effect of accouming c'henge, net of income taxes. Also excludes
$3.6 millior in 2006, $£19.9 million in 2005 and $59.1 mition in-2004 of income taxes reported as dliscoprinued operations.

{e) The Other non-current fiabilities caption includies deferred tax assels relaled o state lax net operating loss carryforwards, net of related
vaiuation altowances of $10. 1 million in 2006 and $6.8 million in Z005. The majority of these nat operating losses are Ohio franchise tax loss
carryforwards that expire after the phas:e-out of the Ohio franchise tax is completed in 2008. Remaining Ohio franchise tax loss carryforwards

after 2008 can be used (o offset the Ohio Commercial Activity Tax llability and do not expire untif after 2029,
’ . 1 ; - . .

64 DPL Inc.
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For the years ehded December 31, 2006, 2005 and 2004, DP&Ls c’orhp’onehts‘%of‘in(:bme te%'f\.&'ere a‘s’fc}'r_loﬁ:sz L

.

«f- Jrs ‘
D

o

(e) The sraturory tax rate of 35% was apphed to pre-tax nncorne from contrnumg operations before preferred drvro‘ends

(b) We have recorded g 10 4 mrmon {%2.1) mifiion and $11. 7 mitlionin 2006 2005 and 2004, respectively, for srare raxlcredrts avalfab!e -

related zo me consum,onon of coal mined in Ohio.

(c) Wa have recorded $5.1 mr!ﬂon $11.2 mition and $5.3 mm‘ron in 2006, 2005 and 2004, respectively, of tax prows.«an for tax deduction T
or incorme posmons taker:' rn prior tax rerurns that we believe were properly treated on such lax rerurns but for which it is possrble thar these

positions may be contested

PYRTON
A

.
B .A»;

I

ERY

DP&L . o, o o e N i g
. . . P 1 T % L ' . T L Far the years, ended December31 .
&"sin‘millions‘ o ' < i IS 2006 [2005 ;' 20045 -
= — . - —_ T — i
Computatlon ofTax Expense S e | Lo
Federal income tax (ﬁ e $ 1346 $ 1236 $ 115.4.],
i R i o - e, ..3‘1"_,‘ i R
Increases (decreases) in tax resul'ung fram — e P i ',__ g T
| State income taxes, net of federal effect® Y 24 r 741 7% 70 )
Deprematlon o ’ “(3.1) U3y EE ,' (3 9) .
Investment tax crr-\dlt amortlzed et (2 9y - i “(2:9) * g (2 9)
" Non- deductlble compensatlon - 704 g2 = =i,
“Section 199 - domeehc producnon deduction , (0.8) +4:.(1.8)
Accrual for open tax years(“) e R A | |12 =, . 53 .
Other,net 1. ..., . . ' -, 6.8 .15 ,;e- (01) :
Total tax expénse @ - oL . - %1422 3
& *Components ofTax Expense L o s Ca ERRRL
" Taxes: curremly payable O gw e e e $ 1585 | -
Deierred taxes - il Lo : L,
Deprematlon and amortlzanon ) L (17 1)
Other * i~ o o a7
Deferred mvestment talk credtt het - . (2.9)
Total tax expense ;- ne ; i $ 1422
: Components of Deferred Tax Assets and Llabilltles : : - "_ PN
Y ¥ oe R a0+ lus - AtDecember 31,
. ‘E |n-m|II|ons = \. -. > i 1 - i H ! "-‘ . o Tz ‘- . N e [: 2006 s
Net Non-c:urrent Assets (Lidbilities) ° . g R
-4 Deprematlo?n/proplerty baS|s - _— ~ - $(368.1) | .
. Income taxes recoverable. il .- caey (18 )t W '.'
Regulatgry assets* U : oo o Jio R @M
. Investmentitax credit ) ) BRI % | B
Compensetlon and} employee beneflts - 1'39.2" .
LOther @), - Ve - - = “1(18.3)
Net-non-current (liabilities), ’ Doe 7 $(360.2) | (323.2) :
- K S ] ’ T e I : - _'i’
-~ NetCurrent Asset |’ N R : L AR Y I
. Olhel' ’ i ] ' v . T & . ‘ i: .$«-[ . _0.7-. i,=‘$ .49
Net curient assets St T : ~ 8107 $ 40

e
(d) Exciudes {52 1) mitticn in 2005 of income taxad reported as cumufanve effect of eccounr.'ng change net of mcome taxes. A S
{g) The Other non- -current rnabmnes capuon rnc.‘udes deferred rax assers related to state tax net o,oerarmg foss oarryforwards net of re.'ared v
valuation aﬂowarrces of $0 3 mrl.'fon in 2006 ano‘ zerp in 2005. The ma,'orrry of these net operating losses are Ohio, frenohrse tax ross v
" earrylorwards thar expire afrer the phaseour of the Ohio franchise tax is completed in 2008. ‘Remaining Ohro franchrse 1ax lods carryforwards

after 2008 can be used fo offset the Ohic Commercial Activity Tax liability and do not ‘expire untif after 2029. . - Eh
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"5 Pension and Rostreiiremer!t.Benefits,.

‘We sponsor a deflned benefrt plan for substantially
all employees. For collectrve bargarnrng employees,
the defined benefits are based on a specific dollar
amount per year of service. For alt other employees,
" the defined benefit plan is based primarily on com-
pensatron and years of servrce We fund pensron plan
benefrts as accrued in accordance with the minimum
fundrng requarements of the Employee Retirement
_Income Security Act of 1974 (ERISA) in addition, we
have a Suppleniental Executive Retirement Plan (SERP)
~for certain active and retired; key executives. Benefits

t

’ under this SERP have been frozen and no additional

. . benefits can be earned. We also have unfunded liabili- . .
ties related to retirement benefrts for certain active,
¥ t&rminated and retired key ex‘ecutrves (not related to
our ongoing Iltrgatron with three farmer executives).

o These liabilities totaled approxrmately $0.5 million at

- December 31, 20086. .
« .- On February 23, 2006 DPL's Board of Drrectors
“approved a‘new’ compensatroln ancl benefits program™
that includes The DPL Inc. Sulpplemental Executive
Defined Contrlbutron Fletlrement Plan (New SEHP)
" which replaces’the Companys Supplemental Executrve

' ~Retirement Plan (SERP) that V}fas terminated as to new
- participations in-2000. The Compensation Committes

R

+ of the Board of-Directors will designate the eligible
employees Pprsuant to the Nlew SERP, we will provide
"a supplemental retirement benefit to participants by
credrtrng an account establlshed for each participant
. in accordance wrth the Plan requrrements We shall

- S cww mer, A mw 4 ewes [P
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_ Incremental El‘fect of Applying FASB Statement No.158 on Individual Line Items in the
Consolrdated Balance Sheet t'or Pension and. Postretrrement Benefits ! . L

'y ‘.

B O - w . - - -

k desrgnate as hypothetrcal |nvestment funds under the

his or her hypothetical investment fund selection at

i
. |

New SERP one or more af the investment funds pro-
vided under The Dayton Power and Light Company
Employee Savnngs Plan. Each participant may change

specified times. If a participant does not elect a hypo—‘
thetical mvestment fundf{s}, then we shall selact the
hypothetical investment fund(s) for such partlcrpant

A participant shall become 100% vested inall E
amounts credrted to his or her account upon the com-

pletion of five vesttng years, as defined in The Dayton'

Power and Lrght Company Retirement Income Plan, or
upon a change of contral or the participant’s death or.‘
disability. If a p'articipant's employment is terminated, ;
other than by death or disability, prior to such partici- |
pant becoming 100% vested:in his or her account, the

account shall be forfeited as of.the date of termination,

" Qualified e:”nployees who retired prior to 1987 and
their dependents are eligible for health care and life' |
insurance benefrts We have funded the union- elrglble‘
health benefit usrng a Voluntary Employee Benefrcrery'
‘Association Trust 1 e "

We adopted SFAS 158 "Employers Accounting
for Defrned Benefrt Pensron and Other Postretrrement
Plans, an amendment of FASB Statements No. 87, 88,
106 and 132(Ft) for the year ended December 31,
2006. Certain dlrsclosures in regard to prior service '
costs, transrtron costs and net gains/losses are not
available for 2006 because SFAS 158 was adopted on
a prospectrve basrs The incremental effects of adopt—
ing FAS 158 are set out in the followrng tabie:

BRI N - s~ o~

. . i
-+ . . . December31,2006 . .. . |

B L

Before Application

After Application |

e ————

debit/{credit) in millions

Other current liabilities !
Other delferred credits
Deferred income taxes

l
]
I
|
Regulatory asset * i
Deferred income taxes ' Il

Regulatory Iiability - Otiter deterred credits
“Deferred income taxes i

}
Accumulated other comprehensive {gain)/loss (before tax)
Deferred income taxes |
Accumulated other comprehensive {gain)/ioss (after tax)

of Statement 158 Adjustments of Statemerit 158
December 31, 2006 Pension  Post-Retirement  December 31, 2006 |
] I
R t(0.4) (0.5) (0.9)i
(32.3)] . (25.9) 10.8 {47.4)
8.0 2.5 {3.6) 16.9
]
- ’ 517.0 0.1 471 !
- (16.4)| - (0.1) (16.5)i
- . (7.6)] » a7y
- ; - 27 . 2.7
. |
551 {20.6) (2.9) 316,
(19.3) 7.2 1.0 (11.1)
358 (13.4) (1.9) 20.5 :

AN
l
| |

DPL Inc.
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A regulatory asset'was recorded for the portion of the. - The fclI0wrng tables:set, forth our pensnon and postre- :.-jt-._l
unfunded obllgaltton related to the: transmlssmn and -tirement benefit plans qbllgattons assets a}nd ampunts. "
dlstnbutton areas of our. electric business. We have hi§- * .recorded on the Consolldated Balance Sheets as Ofl > _ v

v v A ,
toncally recorded these costs on the accrual bas:s and. December 31. The amounts presented in’ the follownng :

PR

.(a) The requrrements of SFAS 158 are not applied rerrospactrvely and.do not app.'y tor o‘rsc!osures for 2005.

The accumulated benem obllgatlon for our deflned benefit pensmn plans was $282 7 mllllon and $287 6 rnlllron o

this is how these costs have been: hlstorlcally recov- , tables for pension mclude both the defined ben- i L j“
‘.'7 ered. This factor| combmed wuth the h1stoncal preo— .7 'efrt peénsion plan and the Supptemental Executwe . ,d""" K
. edents from the PUCO and FERC, make these costs : Retlrernent Plan in the aggregate R ,]” : . ,'4
. probable of future rate recovery. - . : " o ‘ -ﬂr& Celiy
. L - : “r . S Y T
<t ’ se ~Pension ' . * Postra'nrement v
" :sinmillions i ;, - v . 2006 2005 Fe 2008, T 2qos,
! Change’in' Beneﬂt Obllgatlon Durlng Year T : R ot R & S
»Benefit obligation at January 1 %2091 | § 2805 b $ 31 AR -:;-'$-3?.0“ ) '“"
’ * Service cost . . o C 4.2 3.9 ; -jl T DL
- “Interest cost | 2t 16.7 15.7 s ‘-‘-1.5, .. .18 S
e Plan amendménts | = ia ) _ s - L83 e "l PR R -
-~ Actuarial (gam) Ioss ~—h e TR X I IR <82 = vene ‘-—-- ~(2.6)[r > 04 |1 "’
_ - Bensfits paid | - o ’ . .(25.8)1" . . (185). Loy (29 e 0 T8N . .
’ ~ Benefit obllgatlon at December 31- % § 2045 7 -$.2004 [w s ;-27.11 e 8310 o
Chango' In"PIan"Assets During Year - o DA S T ‘le RS I L N
~ . Fair value: of plan assets at January 1’ 3 260 0 . $ 265 g _,‘_S- 7 9 . $ 89 R
© Actual return on plan assets . Lo "26. 8 TR 0 2 ¥ .01 T
. * Contributions To plan assets . ’ 54 ’ ] “‘_0_.4_ P PR K- 1 20| -
. " Benefiispaid.. . L. .. . . . - (25.8). (18.5) | . - (2 9) |-+ (3 1 ! .
= * Fair value of plan assets at DecemberSl $ 2664 |. $ 2600 | RULEE A '.'r$ A3
g Funded Status of the Plan ,>*  .° $-(28.1)] % (39| . “'E‘si(zo.j) i) s (23 2) Il
1o B B TN a"i'f?'— T .:'_
Amounts Recognlz'ed in the Consolldated ,{-_ ;! , et . N .:
.. -Balance Sheets at Decemberf 31 () ol e e [
Current liabilities | A $ (0.4) N/A * - % -(0.4) L
" * Non-current liabilities. L@ N/A | =1 aen| o O
*‘"Net-asset/(li'a‘bility) at December 31 _| § (28.1) " ON/A N8 (00)] T s
-, Amounts Flecognlzed In Accumulated Other | =% T
{' Comprehenslve Income, Regulatory Assets and* N
-Hegulatory Liabllllles {a) . -t . i
"Neét transition” obltgatlcn (asset) s Y= TONA
o Prror service cost (cred|t) R 146 N/A .
. Net aciuarial Ioss (garn) - 668 N/A.
! Accumulated other comprehensive income, R L
regulatory assets and regulatory liabilitiés, pre tax '$ 81.4 N

N
g 4 S VR
at- December 31 2006 and 2005: respectnvely SR i ) . S W
. . : . . . ' e .
- Be [ |- - ". ._
- . T . f
: oot A TPT P .
L i s . .
L “ } W Ty - . -
s
\ I-. Lo . I PR s
: - : & BN P )
| -
| - 7 " 4‘. . ..: .
| . B tDPL inc. 87 * 4
} ! . 3 . - T | .‘,"‘ - L. :. R . :. B
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_Net Perlodlc Beneﬂt Cost (Income)

i
)

'
1
J

1
P

- Postretirerent

The nét periodic benefit cost (lncome) of the pensicn and postretlrement benefit prans at December 31.were:

(a) The market-rélated vaiua of assels is equal to the fair va!ue of assets at implementation with subsequen: asset gains and losses

recogmzed in the markef- reIared value sysreme:rcaﬂy over 8 rhree -year period.
(b) The se!rremen! cost relates to a iormer officer (nor related :o our ongoing .'Jrrganon with rhree former execurfves) who has electad ro

receive a lump sum drsmbuuon in 2007 from e‘he Supp.'emenral Execuuve Retirement Plan.

(c) In 2006 and 2005, special termma:ron benefn' costs werse recogmzed as a result of 32 empfoyees who parrrcrpa!ed m a valuntary

[

early retiremernt program. 16 employees rerrred a! various dates during 2005 and 18 additional empfoyees retired at varrous dares durrng

2006 this program was completed as of April 1 2006.

(o') In 2005, & currarfment cast was recogmzed asaresult ofa. freeze in benefits for the remaining active employee participating in the

Supp!emenral Execu:rve Renremenr Plan,

S “ s
}

f

'DP&L's penéion and_po_streiirerﬁent plan assets were comprised of the following asset_cate'gories at December 31

T4

K -

. Postretirament”

- e — -

a

Asset Category - * _ ;
S , | Pension | |
L ; - 2006 2005 | 2006 2005 i
. ‘ , f
Equity securities . * ~ f . 59% 51%! 0% 0% |1
JDebt securities . - i . 38% 48%] 100% 100% | |
Heal estate 0% | 1. 0% 0% -.0% ,’
Other ! 3% |. . 1% . 0%f sy 2o 0% 1'
Total ' ! 100% 100% 100% 100% ¢ ;
| ; "

Plan assets dre mvesled usmg a total return mvestment approach whereby a mix of equity seounues debt

o _ I . Pension
$inmilions o 2006 2005 2004 + 2006 2005 -+ 2004 )
Y t. N - ' f
Service ooet ' r[ $ 4.2 $ 39 $ 35,8 - &8 - -1
Interest cost ! 16.6 15.7 160+ 1.5 1.8 197
Expected return on assets @ i 21.7) (2175) (21.7) f (0.5) " {0.5) (0.8) !
Amortization of unrecognized: X ; ‘ : ’
Actuarial (gain) loss ! 3.9 3.8 201 (1.3) (0.8) (1.1
Prior service cost s ) T 286 2.3 27 r - - -
Transition obligation (asset) | - - -, 0.2 0.2 0.2 |
Net benefit cost (income) before acjijustments 5.6 42 25|, (@] ., 07 .04 l
. 1

- Settiement costs ® i 26 - -1 _ - -

Special termination benefit cost © ' 0.3 0.2 - - - -

Curtailment cost @ ! - 0.1 - - - R

Net benefit co_st (income) after adjustments  $ 85| $ 45 $ 25| $@1 $ 07 $ 04

'securities and other investments are used to preserve asset values, dwersrfy risk and achieve our target investment
I

.return benchmark Investrnent:stretegles and asset allocations are based on careful consrderatlon of plan Ilablhtles
-the plan’s funded status and our financial condition. Investment: performance and-asset allocation are measured
and monitored on an ongoing basis. At December 31, 2006, there were no ehares of DPL common.stock held

as plan assets. :

Our expected return on plan asset essumptrons used to determine beneflt obllgataons are based on
" historical fong-tetm rates of return on investment, which use the widely accepted capital market principle that

r

3

assets with higher volatility génerate a greater return over the long run. Current market factors, such as inflation

and interest rates, as well as asset diversification and portfolio rebalancing,-are evaluated when long-term

capital market assumptions are determined. Peer data and historical returns are reviewed to verify reasonability

and appropriateness. !

|
!

QOur overall expected Iong-term rate of return on assets is appro><1mately 8 50% for pension plan assets and
approximately 6.75% 'for retiree welfare plan assets. This expected return |s based exclusively on historical

|
.i
|
!
g
|

returns, without adjustments | There can be no assurance of our ability to generate that rate of return in the future.
Our overall discount rate was evaluated in refation to the December 31 2008 Hewitt Yield Curve. The Hewitt f

Yield Curve represents a portfollo of top-guartile AA-rated bonds used to seule pension obligations and supported

‘ o

| - ! N

! :

) fo- * f
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‘a welghted average drscount rate of 5.75% at December 31, 2006 Peer data and hrstorrcal returns were:; Lr e
also: revrewed}to venfy the reasonabllrty and approprtateness of our discount rate used in; the calculatron of ER
' benetrt cblrgatrons and expense i v g 0 Lo . R
_t-The werghted average assumptrons used to determine benefit oblrgat:ons for the years ended P .
December 31! ‘were: ; T - o T S SO R
S - ;I LR 7 ". . " -"!, T 1” o ‘.‘\.'f_h ‘L e -
" Benefit Obllgatton Assumptlons . : - Mg e T T,
oo R . I ’ Pension: . C L «i , FRostretrement, ¥
R . _ 2006 2005+ v s 0s 2006, .~ .. 2005,
Discount rate. forobligations .+ 5 . BT5% | BT5% p. . T ET5% | 55T75%
Rate,of' compensatron increases 4.00% |-~ - "4.00%: ’ b NA L - NAY
v:'f ';.74;,-',.;.-"‘,‘ 'E_}’ ) - “a _, P N T N A - {_ L s :1' . e
‘The werghtedJ average assumptrons used to determrne net perlodrc benefrt cost (mcome) fo q the years‘ ’ =y
S ended December 31| WErs: HUC AR A ] - S el
. [ --_‘a- . N PR v . 3 1 i L LIRS - o I‘ o .~:_¢_," . V.J
Net Penodlc Beneflt;Cost (Income) Assumptlons . . P B “wr .
- ’ i S Pension _ T J Postretirement™
bt el e S - . 2008 ] 2005 ., = 2004 . 2006, | 2005, 2004
Drscount rate; . . |- .. 5T5% 575% |  6.25% | 5.75%:|..} 25
Expected rate ot‘return on plan assets 8. 50% 850% |,  850%, . 6.75%. '.:-,' 26,759
Ftate of compensatron increases, " a00% | 400% . 400% | NA;| -
—\'. - 4 OF . I ] ] ': -.. . _.’, . ot -. . - i . e
L5 B — ] D ' v T o i . i :
The assumed health care cost trend rates at December 31 are as tollows L T l oL e
Health Care Cost Assumptlons S ‘ R } ! - b
W ; 1‘ R LR N " - Expense .~ |*  Benefit Obligations
;. FUUAD i T e 'k sow . 008 2005 7. @l T2008 4T T 2005 ¢
" Current health' care Cost frend rate’". ©10.00% | 10.00% |© 57 -5 10.00% | 90.00% |7
Ultimate: health care Cost trend: faite” . 5.00% 5.00% =7~ 1771 75,00%- i 45.00%
Ultrmate health care cost wend rafe'—year- 2011 2010 [ Lo R afve 2002 plat s 2011
e *_ A ,t ‘ .e: *_."J.Z;' T . Coe o "."-.’W""':_l’." i :,“iim' .j:.f‘i' ,

- ‘The assumed health care cost trend rates have a S|gn|ftcant eﬁect on the amounts reported for the health '; Q
. care plans1 A one- percentage pornt change in assumed health care cost trend rates wculd'have the follo‘vvmg
effects on the net perlodlc postretlrement benefrt cost and the accumulated postrettrement beneflt oblrgatron b !

4 -7

_a o e X .. B _- ‘ : ', ¥ i
Effect of Change in Heatth Care CostTrend Rate ..~ B A S A R
el L - . - A- . L - R -~ " ,.“:-, T ‘-: '
“$in enilions”, e s - o e we -7 increase'i% t' ¥ ™! Decrease 1%
Servide cost plus |nterest cost ; R o ‘$_ O ’"L ] $ (07) | ..
Benetlt oblrgatton .1" P T o T N - R ‘g (1 3) |
T ] N E T — o ; — .
. ' 'er‘, ,1"(:-_--:‘3‘; _-- , P R ) LR v . T et [
The. lolt0wrng benefit, payments whrch reflect future service, are expected toibe pard as follows 4
~ ~ - ; . 1 . .

o Estlmated Future Beneflt Payments - o : . h

. e Rt I L. \“*;'“' 1 : S TV .Uy w) '

. w$|n mlllrons J0 - Lo : ~ Pension f Postretirement  *
2007. <) . L e $ 194 | 1. . 726 |
2008 . o $ 198 |v '$,-, 26 [
2009 . S 202 “$. 126,
‘2010, 0 ) PR $ 2077 § e .25

TTe20tiE Tk G C P § 2009 1 SRR Y-V
L2012 - 2016 : gr oWt T s $ A14.9 1bvem <) - $7100 |F
L e - oA ""*-:'f'.F e [ . . t_|‘-§;-;_;;» _,_ai T P . -

. 4 .
We expect tor contnbute $D 4 mrllron to its pensron plan and $2.6 mrtlron to its other postretrrement T
benefrt plan in 2007 e e [ T

. T b ) ; . P |

. ey . AU
: ) ;. .
. ' b | DPLinc. &
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6 Common Shareholder’s. Equity

. f - | .
DPL has 250,000,000 authorilzed common shares,
of which 113,018,972iare outstanding at December
.31, 2006. DPL had 902,490 a'uthorized but unissued
shares reserved for its dnwdend reinvestment plan
at December 31, 2005. The plan provides that either
original issue shares or shares purchased on the open
market may be used to satisfy plan reguirements.
On July 27, 2005, DPL's Board authorized the -
) repurchase of up to $400 m|II:on of common stock
* from time to time in the open market or through private
transactions. DPL completed this share repurchase
program on August 21, 2006. iIn total, 14.9 million
shares were repurchased at a cost of $400.0 mil-
lion. These Board-authorized repurchase transactions
resulted in an 11.7% reductior;t of the outstanding stock
of December 31, 2005 at an average price of $26.91
per share. These shares are clrrently held as treasury
.shares. There were no other répurchases during 2006
and 2005. : }
in September 2001, DPL’s Board of Directors
renewed its Shareholder Fllghts Plan, attaching one
right to each common _share outstandmg at the close of
business on December 13, 2001. The rights separate
from the common shares and become exercisable at
the exercise price of 5130 per rlght in the event of cer-
tain attempted business combllnatlons The renewed_
plan expires on December 31,)2011.

“In February 2000, DPL entered into a series of |
recapitalization transactions rncludrng the issuance of
$550 million of a combrnatlon of voting preferred and
trust preferred securities and warrants to an affiliate of
investment company Kohlberg |Kraws Roberts & Co.
(KKR). As part of this recapitaligation transaction, 31.6

_million warrants were issued. These warrants were sold
“for an aggregate purchase pride of $50 million. The
warrants are exercisable, in whole or in part, for com-
mon shares al any time during ithe twelve-year period
commencing on March 13, 2000, Each warrant is exer-
cisable for one common share,isubject to anti-dilution
adjustments {i.e., stock split, 'stock dividend). The exer-
cise price of the warrants is $21 .00 per common share,
subject to anti-dilution ad|ustments

In addition, in the event of a declaration, issuance
or consummation of any dividend, spin-off or other

‘distribution or similar transactior:r by DPL of the capital
stock of any of its subsidiaries, additional warrants of
such subsidiary will be issued to the warrant holder so
that after the transaction, the warrant holder will have
the same interest.in the fully dilurted number of com-
mon shares of such subsidiary tlhe warrant holder had
in DPL immediately prior to such transaction.

- Pursuant to the warrant agreement. DPL has

DPL Inc. !

*3.0 million in 2004 Compensation expense associated

reserved autho'rized-common shares sufficient to pro- l
vide for the exerolse in full of all outstanding warrants
During December 2004 and January 2005, Dayton

Ventures, LLC requested that we transfer all of Dayton
Ventures, LLCs warrants to Lehman Brothers, Inc.
(Lehman} in tour transactions. Lehman has subse- |
quently transfer_red a large number-of these warrants ’
to unaffiliated third parties. During one of these trans- '
actions in 2005 Dayton Ventures, LLC agreed to sell | i
back to DPL atl par all of the outstanding 6,600,000 *
voting preferred_shares__As a result of the reduction

of Dayton Ventures, Inc.’'s warrant ownership below
12,640,000, Dayton Ventures, LLC was no longer eli- l
gible to recewelan ‘annual $1 rn|||:on management con-
sulting and ﬁnancral services fee and it no longer had !
the right to deS|gnate one person to serve as'a director
of the DPL and. DP&L and no longer had the right to '
designate one person to serve as a non-voting observ—I
er of DPL and DP&L Currently, Dayton Ventures LLCl
does not have any ownership interest in DPL or DP&L.:

DPL has a I'everaged Employee Stock Ownership

Plan (ESOP) to fund matching contributions to DP&L’s * i
401(k) retrrement savings plan and certain other pay- !
ments to full-time employees. Common shareholders’ *
equity is reduced for the cost of 3.8 millior unallocated,
shares held by the trust and for 2.7 million shares ' "
related to other employee plans, of which a total of 6.5 |

“million shares reduoe the .number of common shares i !

used in the calculatlon of earnings per share.’ :
Dividends reoewed by the ESOP for Gnallocated -
shares were used to repay the pnnolpal and interest on)
an ESOP lcan to DPL. As debt serwce payments were '
made an the loan, shares are, released on a pro- -rata I‘r
basis. Dividends'on, the allocated shares are charged |
to retained earnings. . .. . 0 ‘
ESOP cumulatwe shares allocated to. employees O
and outstanding for the calculation of earnrngs per
share were 3.4 m|II|on in 2006, 3.2 mllllon in 2005, and

with the ESOP, WhICh is based on the fair value of the*
shares allocated; amounted to $3.7 million in 20086,
$3.1 million in 2005 and $2.5 million in 2004. ¥
In April 2006 DPL’s Shareho!ders approved
The DPL Inc. Equnty and Performance Incentive Plan
(the EPIP) which became immediately effective and
will remain in effect for a term of ten years, unless
sooner terminated in'accordance with its terms. The
Compensation Committee of the Board of Directors will
designate the employees and directors ellglbie to par-.
ticipate in the EPIP and the times and types of awards-
to be granted. Under the EPIP, the Compensation®
Committee may grant equity-based compensation in .
the form of stock :opti'ons. stock appreciation rights,
restricted stock, restricted stock units, performance

e 4 ———a =
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L DPL _
Serres B, no par value 8 OOO 000 shares authorized; no shares outstandrng as of December 31 2006 "

(2

shares and unrts and other stock; ‘based awards. Awards may be subject to the achleyement of certain’ 2 &
imanagement objectrves -in addition ‘the ERIP provides; upon recommendation of:thg Chref Elxecutrve G)ffrcer’

|

and Charrman of-the Board; for-a grant-of a special ‘equity-award to- récognize: outstandrng performanoew e
A total of 4 500 000 shares of-the Company’s common stock-were reserved forsissuance under the ERIP yums s

+

Smee m o eeree aemme o

.?

|
l__ e e
e \ .

o
-

7 Preferred Stock
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$25 par value 4, OOO‘OOO shares authorized, no shares outstanding; and $100 par value 4 000 000 shares
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not redeemable, except at-the optron of the holder

authorrzed 228,508 shares wrthout mandatory redemptlon provrsrons outstandrng , f SR .
"':j.' A ' . f\ T LA L T “ - . Nl .. "l"'f - f\“."’ -:-‘ ¥
K HERY _Current Current Shares* . . . Par Value at .o Par Value at 3‘

. [ Redemption Cutstanding at . December31 2006. December 3, 2005

) Preferred Stock ) Rate Price December 31, 2006 by c($in, mrllrons) 5t (%in mrllrons) 3.

. DPLSeresB@ [ 0.00% $ 001 SEUE N R "Z B A 8, P
DP&L Series A j '. 3.75%. 3 102._50 93,280 LT ‘93 . AP 93' .,
DP&L Series B R, 3.75% |- $ 103.00 | - - 69,398 7._0 ’ 7 0'

. -DPRL.SENES.C ar. s on eme s 3.90% e $.101.00 o, e 85,830 | L S e 66| ._-.cﬁ 6
Total, _ j 1 ' ' 1228508 |, 7 ., § 229 %1229
o . Looe . booe T
(a} DPL purchased aIl o.f rrs ou!srandrng Serres =] shares dunng 2005 ' o .
- .} X - " , s 4
l Rt

]
-
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.
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c e

In February 2000, DPL entered into a series of recapl-
Talization transaotrons |nclud|ng the issuance of $550 =
" million of a combrnatlonnof votlng preferred and trust
preferred securities and warrants to an aftiliate of
mvestment company KKFt As part of DPL's 2000
recaprtalrzatron transactron trust préferred securities
'sold to KKR had an aggregate face amount of $550

** million, and were |ssLued at an. |n|t|a| discounted aggre-

.. ..Qate price . of $500 mrllron wrth a matunty of:30.years._ ... .
(subject to acceleratson six.months after the exercise of
the, warrants) and drstrrbutrons at a rate of 8.5% of the

“‘aggregate face amcunt per,year DPL recognized the
-entire trust preferred secuntres:ongrnal issue discount
-+0f $50 million.upon |ssuance S
s InAugust 2001, JDPLrlssued §300:million of trust
- preferred secwmes to mstnutrcnal investors at 8.125%
and $400 million of senlonunsecuredrnotes at 6.875%.
. The August 2001 trust preferred securities-have a term
of 30 years and the senror unsecured notes have a
-term-of 10 years. In lthe” fourth.quarter of 2003, DPL
.‘adopted FlefBFt and ‘der:_Onsol_rdated the.DPL Capital
drustll; which resulted-in trangferring the August 2001
trust preferred securitfes to.the DPL Capital:Trust Il
and establishing a.note to Capital-Trust Il for $300. .
miliion-at 8:125% In August 2005, DPL redeermed . provisions restricting the payment of: cash dlvrdends
:$105 million:of these Capltal Securltres leavrng $195 on.any of.its. COmmon Stock if,: after g|V|ng effect,.
million outstandrng | - o ) to such dlvrdend the aggregate of alI such drvrdends

DPL agreed to redeem .such number s0 that at'no trme
would the holder and its affrlrates maintain.an owner—
. ship. rnterest of greater than"4.9%" of the votrng nghts
' of DPL. DPLs Séries B preferred shares may only be ..
transferred or otherwrse dlsposed of together with a '
and jts affiliates hold a greater rl'umber of warrants than
DPL's Series,B preferred, shares,.rn which, case the ",
holder may transfer any suoh e>]<oess warrants wrtho_ut
transferrrng DPL's Series B preferred shares If the *
holdern of a warrant wishes: to;exercrse warrants that are
not excess warrants, DPL will redeem smultaneously
with the exercise. of’ such warrants an equal:number -
of DPLs. Serres B; preferred shares. held by'such hold;
er. DPL repurchased 6.600, OOOtDPL Series'B- preferred
-'shares-on. January 12;,2005-at par:for an: aggregate
purohase pnce of $66! OOO rThere are: currently noi; -
™ Senes B preferred shares outstandrng bam it
2+ The' DR&L preferred- stock may be’ redeemed at
DPI.'s optron at the per- share” prrces |nd|cated plus;
.reumulative’ accrued dividends. <1 15 - o, -""r ’
As Iong as'any DP&L preferred stock-is outstand-
-ing: DP&L's Amended: Artrcles of lncorporatron contain

The votrng preferred shares (DPL Serres B) were

. distributed subsequent to December 31, 1946 exceeds
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the net income of DP&L avaiiable for dividends on its Common Stock subséduent to December 31, 1946, plus

$1.2 million. As of year-end, ‘all earnings reinvested in the business of DP&L were available for Common Stock

- dividends. DPL records dnvndends on preferred stock of BP&L as part of mterest expense. We expect all 2006 |

b

1

. earnings relnvested in the busrness of DP&L to be available for DP&L common stock dividends, payable o DPL

.
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8 -Long-term Debt

" DPL Inc.
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i
. At December 31,
$ in milliens . I ! 2006 2005
DP&L - First mortgage bonds maturing 2013 — 5.125% i $ 4700 $ 4700
DP&L - Pollution control series matunng 2036 — 4.80% 100.0 - |
DP&L - Pollution control series matunng through 2034 — 4.78% @ 214.4 214.4
i ; 784.4 "684.4
DPL inc. - Note to Capital Trust 1l 8.125% due 2031 : 195.0 195.0
. DPL Inc. - Senior Notes 6.875% Series due 2011 | 297.4 297.4
' DPL inc. - Senior Notes 6.25% Series due 2008 ' 100.0 100.0l
DPL Inc. - Senior Notes 8.25% Serles due 2007 - 225.0
DPL Inc. - Senior Notes 8.00% Serres due 2009 ‘ 175.0 175.0
. DP&L — Obligations for capital Ieases . ' 2.0 3.0
" Unamortized debt discount | , {2.0) (2.7) |
Total ! $ 1,551.8' $1.677.1
) )
-1 {a) Weightad average intarest rate for‘ 2006 and 2005 .' ,
. {b) DP&L's unamaortized dabt drscount was $(1.2} mr.'.'ron and $( 1. 5) mrﬂron for December 31, 2006 and 2005, respecrrvely
* L} -‘
i
'DPA&L: l ’; :
; - . At December 31, |
$ in millions i 2006 , 2005
First mortgage bonds maturing 2013 - 5.125% , . § 4700 $ 4700,
- Pollution control series maturrng 2036 - 4.80% . ] 100.0 -,
Pollution control series maturing through 2034 - 4.78% @ ' 214.4 214.4
L } 784.4 684.4
. . : X
Obligations for capital leases ! 2.0 3.0,
Unamortized debt discount ! : (1.2) {1.5)
.Total T | $ 7852 $ 6859

1

DPL Inc.

!

. {8) Weighted average interest rate for 2006‘ and 2005.

At December 31, 20086, DPL’s{scheduled maturities
of long-term debt, including capital lease obl:gatlons
over the next five years are $225 9 million in 2007,
$100.7 miltion in 2008, $175.7 m1rlron in 2009, $0.6 mil-
lion in.2010 and $297.4 millios in 2011.
At December 31, 2008, DP&Ws scheduled maturi-
ties of long-term debt, including' capital lease obliga-
tions, over the next five years are $0.9 million in 2007,
$0.7 million in 2008, $0.7 mrlllon in 2009, $0.6.million
in 2010 and none in 2011, Substantrally all property of
DP&L is subject to the: mortgage lien securing the first
mortgage bonds. . ‘
On March 25, 2004, DPL compteted a $175 mii-
lion private placement of unsecured 8% Series Senior
Notes due March 2009. The Senlor Notes will not be

redeernable prior to maturity except that DPL has the

right to redeem-the,notes for a make-whole payment at
the adjusted treiasury rate plus 0.25%. The 8%. Serlee '
Senior Notes were issued pursuant to its indenture  + ¢

datéd as of March 1, 2000, and pursuant to authority '
granted in Board resolutions dated March 25, 2004.
The notes rmposle a I|m|tat|on on the incurrence of ¢

liens on the capital ‘stock of any of DPL's significant

subsidiaries and require DPL and its subsidiaries to .

meet a consolidated coverage ratio of 2.to 1 prior to
incurring additionaliindebtedness. The limitation on
the incurrence of additiona! indebtedness does not
apply to (i) indelfotedness incurred to refinance exist- o

ing indebtednes‘s. (it} subordinated.indebtedness
and (iii) up to $1r50 million of additional indebtedness:

t
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~ ing on-July 26, 2006l

In addrtton to the events of default specified in the .

mdenture an event of default under the notes includes .

t
a payment default or acceleratron of. mdebtedness 2
under any. otherl mdebtedness of DPL or any.of its.

subsrdranes which aggregates $25 rnrllron ormore. .-

JThe purchasers were. granted reglstratton rrghts incont

nection wrth the: pnvate placement under an Exchange
", and .ftegr'stratr_onl Rights- Agreement. Pursuant to this

* agreement, DPL was obligated to fite an exchange
- offer, regrstratron statement by July.22, 2004, ‘have, the

regtstratton statement declared effective by September
20, 2004 and consummate the:exchange offer by N

October 20 2004 DPL tarled (t)to have a registration- s

statemént. declared effective and @2)to comptete the
exchange;offer according to-this timeline. As a result,:

*.DPL had been accruing additional interest at a rate of -

0.5% per year, forjeach of.thése-two violations, up to
: ‘an addrtronal interest rate not to,exceed in the aggre-
gate i O% per year As each. violation was. .cured, the
additional interest rate decreased by 0.5% per annum.
DPLs exchange offer regrstratron statement for these
seclrities'was declared eﬁectrve by the SEC on June :
+27, 2006. As a result on June 27, 2006, DPL ceased
accrurng 0. 5% of the addmonal interest. On July 31,
2006 DPL ceased accrurng the other 0.5% of addi-
tlonat tnterest when the exchange of reglstered notes -

for the unreglstered notes was- completed By complet-

ing the exchange DPL reduced the annual interest
expense by $1.8 mrllron

. During the first quarter of 2006, the Ohio }
Departmentqof Development (ODOD) awarded DP&L
the ability to'issue over the next ‘three years upto.
- $200 million of qualrfled tax—eﬁempt ftnancmg from the
ODOD’s 2005 volume cap carrytorward The finanic-
rng is to be usedto partlally fund the ongoing flue ]
gas desulfunzatton (FGD) caprtal projects. The PUCO
approved DP&L‘s appllcatton tor thls addrtronal ftnanc—

On September 1.’3 2006 the Ohio Air Qualtty
- Development Authonty (OAQDA) issued $1OO million -
of 4.80% fixed mterest rate OAODA Hevenue Bonds
-2006 Series A'due September 1, 2036. In turn, DP&L
borrowed these tunds from the OAQDA. The payment
Noli pnncrpal and mterest on the ‘Bonds when due.is
insured by an 5nsurance polrcy issued by Financial -
-Guaranty. Insurance Company DP&L is usrng the

proceeds from'these borrowmgs to assist in financing "
its portion of the costs of acqurrlng constructrng and. :
installing certatn solid waste drsposel and air.quality , *

facilities at Miami Fort, Krllen and ‘Stuart Generatrng
Stations. These facrlltres are currently under construc—
tion and the proceeds trom the borrowrng have been

Py TYR

- . . .L o
placed in escrow wrth a trustee (the Bank of New York)
and are being drawn upon only as facrlttres are burlt
and qualrfled costs are rncurred In the event any of
the, proceeds are not drawn DP&L would eventually
be required 1o return, the. unused proceeds to bond-
-, holders.. DP&L. expects to draw down; the remarntng
avarlable tunds from this. borrowmg byghe end ot the
second quarter 2007 AL e aleog o
. DP&L expects to use the remernlng $100 mrIIron
of volume .cap carryforward pnor o the end: of 2008
DP&L |s plannrng 10 issue rn conrunctton with the
OAQDA andther, $100 mrtlton of tax- exempt bonds to -~
finafce the remarntng solid V\Fraste drsposai facrlmes at
Mtamt Fort, Killen, Stuart and Conesvltle Generatlng
Statrons % RS

- T

On November 21, 2006 DP&L entered into.ainew - Forer

$220 mlllron unsecured revolvrng credlt agreement
has a flve year term that explres November 21 : :2011

< and. provides DP&L with the abtltty to increase the” size
of the facility by an addrtronal+$50 mrllron at:any ttme
The facility contarns one trnanctal covenant DP&Ls

" total debt to total caprtahzatron ratio is not to exceed
0.65 t0 1.00. Thts covenant is currently met.. DP&L '
had no outstandmg borrowrngs under thrs credlt tacrl-
“ity-at December 31,.2006. Fees assocrated wrth thrs

*credrt facslrty are’ approxrmetely $0:2: million; per year
Changes in‘credit ratings, however may affect tees
and the applrcable interest rate.This revolvrng credlt
agreement also contains a $50}mtlllon letter of credrt _
subtimit. As of December 3, 2906 DP&L had no. out-
h standtng letters of credit agalnst the facrlrtyr . i
", "On February 24, 2005 DP&L enteredinto an >
- amendment to extend the term ot its Master Letter of ]
E - Credit Agreement wrth a ttnancral énding mstrtutron for - .
- one year and to reduce the maxrmurn dollar volurne of !
letters of credit to $10 million On February 17 2006
DP&L renewed tts $10 million agreement tor one year
- This agreement supports performance assurance- '
needs in the ordtnary course of busrness ThIS agree-
ment was not renewed in.2007- DP&L has. certarn L
contractual agreements for the sale and purchase ot
power, fuel and retated energy servrces that contaln t_ *_;.a

_ credit rating reIated clauses alI0wrng the counter par—

~ties to, seek addrtronal surety under certaln condttrons
As of December 31 20086, DP&Llhad two. outstandrng
- letters of credit for a total of $2 2 mlllton

There are no. |nter-cornpany debt collaterahzatrons

- are guaranteed or secured by. atfrl:ates and no cross- .

collateralrzetton exrsts between any subsrdtartes

-

1 A
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or debt guarantees between DPL‘ DP&L and the|r sub- .
- sidiaries. None of the- debt oblrgatrons of DPL .or- DP&L

LY
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9 Stock-Based Compensation-- . R B SN
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S, r e T et T Ve 4T .
‘We adopted SFAS 123Ft on' Januar{/ 1,-2006-Using the modified prospective’ approach for stock options and restrict-
ed stock’ units (RSUs): As a resutt of the-adoption ‘of SFAS 123R, we' reoognrzed $O 7 million less compensation’ J
expense for the year'ended December 31, 20086, as compared o what'we woutd have recognized under SFAS 123. B
" "I 2000, DPL's Board of Drrectors adoptéd and DPLs shareholders approved ‘The DPL Inc. Stock Option Plan. ,’
"The pian provides that “no- smgle Partscrpant shall receive Options with respect t6 moré than 2,500, 000'shares.” i
;

I

|

‘l L . -
o

Options granted in 2000, 2001 and 2002 were fully vested as’ of December 31 2005 and explre ten years from the
grant date. In 2003, 100,000 optsons were granted which vest-equitably over five years and exprre ten years from
the grant date:+In 2004, 200,000 optrons were granted that vested over nineteen months and exgire approxrmate!y
6.5 years fiom the grant date 100 000 of thesée' opttons vested in May 2005 and the remaining 100,000 vested in
“May 2006. Another 20, OOO optlons were granted in 2004 that vested in five: months and exprre ten years from the
grant daté. n Decermibér 2004 30 000 options were granted that vest equitably ovér three' years and ‘expire ten !
yéars from the grant date, In 200? ‘350,000 optlons were granted that vested in June 2006 and-expire three years
from the grant date. At Decembe[r 31, 20086, thefe were 1,628,500 options availablé for grant. On Aprll 26, 2006,

" DPL's shareholders approved The DPL Inc. 2006 Equity and Performance Incentrve Ptan (EPIP}. With the approval
of EPIP, ho new awards wrll be granted under The DPL Inc. Stock Option Plan, but shares relating to awards that

are forfeited or terrnlnated under The DPL Inc. Stock Option Pian may be granted. - o
The 'schedule of option actrvtty for the twelve months ended Deéernber 31 2006 was'as follows:
j e . ) e

L el -
8 . f

b S | werd
, . S - . © - : o Weighted-Average
) * N

-

- f

$in mrlllons ) , .- Number ot Options ~Grant Date Fair Value
Non-vested at January 1, 2006 - , . ¢ . v 510000 . s, 22
Grante_‘d in 2006. . ; N S _ ' o — $ . -] ‘
Vested in 2006 ‘ o . . o (460000) .3 (o
Forfeitedin2006 % = 4+ T . e “ogo0) | T U§ o)y
Non-vesied at December 31, 2006 ™ ' S e T 710,000 $ 01| |

t 1

I . 'J o ", ! . ! - " . - . f . .“ « - [P
Summarized stock option activity was as follows: ' : N
For the years ended Decembar 31, I

i
C. P [ o LR
i

[ ) , 1
! - oD : ; l o L s Lo . 2005_ R . . 2005
Options:” -~~~ ; - . : ST e Sl
QOutstanding at begrnnrng of’ year - - - - ) - -': .+ 5486500 (. --- . 6,165,500 ,
Granted _ i : , s - 350,000 ||
. Exercised , - | oo - . o ©. (355,000 | . .(1,025.000)']
Forfeited . P . o T o (40,000) ) (4,000) !
Outstanding at year-end @ | ., 5001500 | 5486500
Exercisable at year-end : l . YUY 5,081,500 ' 4,100,000
Weighted average option- prrces pér share:‘ IREELE R ot ' ' I
* Outstanding at beginning of year™ -~ T 0 e 8 2186 $ 2139
Granted: " = |+ ., r T v RSO o $ s = $ 2682
. Exercised ., L . L W % 2100 | $ 2118
. Forfeited . S . o . 8. 1588 . . % 2983
Outstanding at year—end ,I ' ) _ $ 2195 $ 2186
" Exércisable at year-end ,' . ‘ ' Y 2194 $ '20.98
= N i i
]

* (a} In dispute with certain former executrves armong other things, are approximately 1 mitlion foHeiied options not included above and ‘
3.6 million outstanding options; that are included above. See Note 15 of Notes to Consolrdated Financial Statements., ey '

I

!

I
No “stock’ opttons were granted in 2006, The werghted—average fair value of opttons granted was $3.80 per
-+ ghare in 2005. The fair vaiues of the optrone were estrmated as of the dafes of grant using a Black- Scholes optio

" N A A L \
4

prrolng modal, "
" < There were 355, 000 stolok options exercised durrng 2006. The- rnarket valué of options that were vested
at December 31, 2006 was approxrmately $32 million. Shares issued upon share option exercise are"issued fro

treasury stock. DPL 'has sufficient treasury stock to satisty outstanding optrons

'
'
'
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i am,

o

|
|
t
'

L ' The fallowing table reflects |nformat|on about stock ‘options outstandrng at December 31, 2006 '{ RS o
. ‘ ' ; : - Options Ou!standing Optlons Exercfsable - L ‘
L _.Range of . : ) Weighted-Average Weighted-Average Tt Werghted Average i
ot : Exercrse Prices e Qutstanding - Contractual Life Exercise Price - Exercisable > Exercise Price | "
Lt . . . ; - . T oA
e E s 1495-$21.00. | 4,305,000 3’5 years $20.42 4,305,000 $-20.42 | P
o s 2101-$2963 | . ~786,500 . 27 years $28.01]. 776,000 1 $28054 | -
s "‘J_l L | - o s E— . X .
j Ol ‘ - A of December 31, 2006 there was $0.1 mlllron of total. unrecognrzed compensatron cost related to non- vested _ 2
_,‘, ' E ' stock options, granted under-the Plan We expect to recognrze $O 1 mrllron of this cost in 2007 o
EUE I addltron HSUs were granted 10"certain key employees prlor t!o 2001 There: were 13 mrllron RSUs outstand-' :
g ing as of December 31 ! '2@66 “of whrch 1.3 millioh were vestéd’ Substantrally all of. the vested RSUs arg in: drspute e
- _:".:.- ‘ ; as’ part of our. ongorng llttgatron with- Peter H. Forster, formerty DPL’s Chairman® Carollne E. Muhlenkamp formerly .
ECALNN . DPLs Group Vice Presrdent and lnterrrn Chief Financial Officér: ‘and Stephen F, Koziar, formerly DPLs Chref S )
Vo | Executrve Offrcer and Presrdent The remarnlng o.r mtllron non- vested FfSUs will be paid in cash _upon vestlng and ,' o
& o will vest as follows: 20,097 in"2007;' 141688 in 2008; 10,206 ifi 2009 arid 5,008 in 2010. Vested RSUs are fndiked ' - :*- <"
1 L to market each quarter and any adjustment to compensatron expense is recognrzed at that trrne Non-vested RSUs .
4 _are valued quarterly at-fair value. using the Black- Scholes model o determrne the amount of compensatron expense ’
i o to be recognrzed Non-vested: RSUs do not earn leldends T ' '*t SE % LT .
" ' | " The followrng management assumptrons were used in the Black Scholes model to calculate the fair value e
i o - - .
[ e .of the non-vested stock optlons and BSUs: ' B
‘.,7_ ‘_ k i x 7' , ; ., P ~ . - .
G Volatrlrty 1 | 95- 26. 1% . T -
s Expected Irfe (years) s o e e . 06-36- 1 . -
. Dividend yield rate Pt : ’ 3. 7-47% | . 0
“ | Risk-free interest rate-| - T 43-49% | - -
,‘"',’- . N ""'"" - [ ‘.‘:." - o v . b ,'”' MY
N 7 At the 2006 Annual Shareholders Meetrng, DPL's shareholders approved The DPL inc *2006 Equrty and '
o ; Performance Incentrve Flan; Under the EPIP, the Board, adopted a Long-Term lncentrve Plan:( LTIP) under whrch e
L DPL will award a targeted number .of performance shares.of comimon stock to executlves Awards under.thé_ LTIP. -7
s ¢ will be, awarded based on a Total Shareholder Return Ftelatrve to Peers performance N¢, performance sharéswill, e
. '.' WAt be earned. in a performance perrod if:the three- -year Total Shareholder Return Relatrve to Peers is below the} thresh—
"f}f ) otd of the 40th percentile.» Further “the LTIP awards will be capped at 200% of the target number of performance '
' shares if the Total Shareholder Return Relative 1o Peers is at or above the threshold of the: 90th percentrle The )
“Total Shareholder Fteturrr Ftefatrve to Peers is considered a performance condition under FASl123Ff The reqursrte . -
performance perrod for each tranche of the Performiance Shares is; r R { o
< i r + n - ‘ - vt ’ )
ETENS Tr_anche 1. ; s+ JanUary 1, 2004 0 Deceriber, ar, 006 | -
o O JTranche 2 R January-1,'2005 to December’ a1, 20077| .-,
A “Tranche.3 «' o L _ January1 2006 1o Decernber 31, 2008
‘\"‘ ‘. - - ,—E-:,'f“- : . ;' h . i _" . * ) ' l. - ' . P
SR ; R R S e : R : . o S
' The schedule of norr—vested performancé share activity for the twelve months ended Decembeér 31, 2006 follows: o
f o 4 T W ’ . T S o oF
" b U Numberof |  Weighted-Average T
: $ in millions ey - . Performance Shares ~ | Grant Date Fair Value -
‘ R v..Non vested at Januaryrt 2006 ° ' : $'7 - .
S . Grantedin2006 - T 1. - 244423 | b $ 63 _
g “Vested in2006; . i i n. ) (44,045) lF P SRt T
Lo Forfeited in 2006 ‘ - . (89.655) $ (24)
AT Non-vested at December731,-2006 0110723 |fa- . $ 27 .
by ) . — e — - - -
iy v £ i S e e s 3 . I "
. : ) b ‘“’f s " tablg continues on page 76
I ' . et - SRR o
. |
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tablé continued from page 7l5

‘

: A L
; 5

dat e " December 31, 2006

t

: Performance Shares: !
" Outstanding at’ beglnnlng of year
!

Tt
f
|

Granted : v e . 244423
Exercised ~ - ¢ : \ p ! .
" Forfeited b - . © (g9658) |
. Outstanding at.end of penod - - ey . -« ... 154,768 | -
Exercisable at'end of perrod * o e . 44,045 |
B . B ‘ P S

Performance shares do nat have an, exeruse price. . { .
 As of December 31, 2006 there was $1.9;million of total. unrecognlzed compensatlon cost related to

}
K

- NON- ~vested performance shares granted under the LTIP. We.expect. to recognlze $1.5 mrlllon of this cost in 2007

and $0.4 million in 2008 A forfeiture rate of 20%- was estimated in. calculatlng the compensation expense. -~ ;1
Shares issued upon achievement- of the required performance condrtron Wl|| be issued from treasury | stock i
. DPL_oelreves it has suffrcrent treasury stock to sattsfy outstandlng performance shares I i

e

. l
P - i

!

-The following management assurnptlons were Used in the Monte Carlo srrnulatlon calculated by an actuarlal
consultant to estlmate the faif value of the performance shares: v

' f

-

!
[

v AN

lDlv_ldend yield rate ‘
- Risk-free interest rate i

S q :. ;-»‘ C - I

. - I 3
 Volatilty " _- " LU T M7.9% - 20.3%
. Expected life (years) i : T 30
. . o o : 3.7%

" 4.6% - 4.7%

)

|

On October 2, 20086, Paul M. Barbas (Presrdent and-Chief Executive Ofﬂcer) was ‘granted 19 000 shares of.DPL |

i
1

it :
i

Inc. Restricted Stock (Flestrrcted Shares), granted under the 2006 Equity. ar|td Performance Incentive Plan. y
" The Restricted Shares are'to be reglstered if Mr. Barbas' name, receive d|V|dends as declared and paid on.all -
DPL common stock a}nd will vest in two tranches. A total of 3,000 Restrlcted Shares shall become non- forfertable
on December 31, 2009 i Mr: Barbas remains’in the continudus emptoy of the Company until such date. The
# remaining 10,000 Restrlcted Shares will become non-forfeitable on Decemoer 31 2011 if. Mr. Barbas remains a

T P

76 .

Company employee. ; R B AL A R A !
.. ' . Co J : e L PR
e e t or 1. . <41 Numberof [ .Welghted;Average ]
$ in millions i 1 . 'Perlormance Shares Grant Date Fair Value
Non-vested at Januaryil, '200_6'— B ) , i i | R T $._ —
Granted in 2006 * ' ey 19,000, $ 05
s Vested in 2006+ - - o s =
“Forféited in 2006 o ' ' - ; s =
- Non- vested at.December 31, 2006 : b 19,000 : ,s_ ,0.5
. ; . ) i ) December 31 2006
+ Restricted-Shares: _ f o 'tﬂ | » o - ;
- Qutstanding at beglnnlng of year . : e ‘ 5
- Granted b o o - 19,000
Exercised - N VI - ’ ll <
Forfeited i H : ' N oL
, Outstanding at end of period L 19,000
.. Exercisable at end of period ’ Pt =
“ | Py ’ . - £ [
: : i
1

: Restricted shares ‘dor not have an exercise price.

As of December 31 2006 there was $0.5 million of total unrecognized compensatlon cost related to
’ non-vested restrlcted shares granted under the EPIP. We expect to recogmze $O 1 lTII||I0n of this cost -annually

over the next five years
l

DPL Inc. '
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' : Restncted shares will be issued from treasury stock. DPL believes it has sufficient treasury stock to \ . e

F R satlsfy outstandlng restricted.shares. 4 SRS - Ctew e Lo =T
OV _,1 ' " For. the quarter ended December 31,,2006,total compensatlon expense was $1 7 mrllron wath an assocra[ed e " ' :.
T T tax benefrt of $0 7 million. Compensatron expense for the year ended ‘December, 31; 20061 was $5.8. mnlhon RS cL "
ol - forall sharé- based compensatron (stock optrons RSUs, restrlcted shares and performance shares) and.the’ tax. LR

IR ~ benefit assocuated with these’ expensesiwas $2:1 miflion." s * - Lo 4 L S L .o f

e

I S For the year ended December 31, 2006; operating income; was: $O 7 mrllron higher uncl:ter SFAS 123R than—F
.. under SFAS 123, white the |mpact to net'income was $0:5 million due to a decrease in the tax benefit of $0 2.

- r - miflien *There was. 'no‘impact on basic or, drluted garnings'per share.  ~ ~ o o aes 1—
R - R r ST ) R R - e e . 1‘ ' . l
Y - i .a:; A e o . o . . S T e ‘ '?,’ .
-': v i b, ! . - .. - h. - . e .én . i :\
Sl e b - : ) I EREETC 8
L '.ulO Ownershlplof Facrlltle PRI e TP I P P S B SR
Sf ..‘ i 1 - N . it . -.ij" . ’ " + . -.'[ * G -13; U -_'"‘._; '_ C g ';lﬂ
“ . v . " . i .
- _-l . We and- other ‘Ohio| utrlmes have undivided ownershrp mterests in;seven. electnc generatmg facilities and NUMENoUS |« =~
P 15 .
Yo, W transmrssron tacilities. Certain: expenses prlmanly fuel costs for the” generatrng unlts are allocated to: the owners |, - -
s SN T based on, thelr . energy usage: The. remaining expenses, as well as. investments in luel mventory plant matenals LT TR,
.and operatung supplres and’ capltal additions;-are’allocated to the. .OWners.in accordance wrth their, respectrve i o
3 A ,;ownershlp :nterests As of December 31 2006 we had $359. mllllon of construction-in. progress at such facﬂmes L
tols ~QOur share. of the operatrng cost of such facilitiés is included in the Consolldated Statemént.of Results® ofeai” ; _ o
b »_ Operatlons and its share of the investment in the facrlltles is included in the Consolrdated Balance Sheets i
b o - sl Oun undnvtded ownershlp mterest in such facilities at- December 31, 2008, i as follows LL oy 1_!1 o . _-
o e R ol i T boart '%‘ A DI
Lo 1 b T 1 DP&L Share = Loy o YL i ¥ DP&L!Investmient A
v } ‘ o T - 4. Production <« <t s <GrossPlantin Service - .%o
. - . ;__ N - Ownership (%) .  Capacity (MW) .- . ‘a1 - (S in mllllons) . N
- l i Productlon Units: | \ - S B o -L A '
bl T Béekjord Unite |- T L 500 210 el ‘
T " Conesvilg Unit 4! ¥ _ 165 gt o :
R "% Eadt-Bend Station- - * T A N4 LB | 71 T RPN
5, PR +© Kitlen. Station « |- Y P BT.0 t 428 | .- Tl T
. o '[ . Miami Fort Units 788 .- - ., - 3.0 [ - 360- [, " 4 ’"_-‘
et il S SwartStation., . ! " 350 |, .839 | o .. ; ;
- i T Zimmer Statlon C 28.1 | T -365. o ; L
ot 5. . tagt e ow b S Y .'741‘ _:... ' - .
. - Transmrssron (at varylng percentages) . . . f I : ; !
v :" ’ - - 1 . N . . t y ,': )
A T r . B r' L. - I P f " “~ ‘{ o l 4 -+ - |
g r; . t oo e - . e l oV ‘4 . _l
40T 11 D|scontmued Operatlonsa- g ) i . ,
u;._ “- , ... N ~ e r. T = ...'_, }I \ . \ ~’¢~ -‘J co- )
"~ Lo 'uf ) e K i . ' ) - For me -years ended December31 . .
o v S inmilions . \ - , 2006 . . 2005 _20@4*{ e
R L ' 1 - _ -~ . ! B
et Investment income .- ' $ . i=. o $ 41 3- ", $ 178.5 R
coo ¢ - Investrent expenses- i e e ; o {(1.3) s ©.5) . i (236)| o
) B — = &+
s . .- Income from: drscontllnued operatrons - oo {(1.3) . 31 8. Te1649 e T
. .r" . '-. i R o . R . N . L .
<0 17 Gain rafied from salef “w i 189 ‘ 53‘1 SR
5 I Broker, tees and'other expenses . i s = T (B 5) . : -l - =0
oL Loss recorded - : T (56) | - R LN
:{ : -'E * Net galn on sale : : 18.9 . 410 S PR
: | ' ' - . '
g . Earnrngs before income: taxes * 17.6 728 |- 1549 v
- ~ Income tax expense . ; - " {3.6) . (19.9) |~ (59 1)
' ! Earnirigs from discontinued operations, net $ 140 . 845297 . 958 | .7
e . e e L ] " . :i ) ] : = .
1. to . R . ! " Il : s
X, ’ . 1 "DPL‘I'r;c‘:_:'??I' T
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On February 13, 2005, DPL's subjsidiaries, MVE
and MVIC, entered into an agreement to sell their
_ respective interests in forty-six pfivate equity funds’
1o Alplinvest/Lexington 2005, LLé a joint venture of
Alpinvest Partners and Lexmgton Partners, Inc. Sales
proceeds and any related gains or losses were recog- -
nized as the sale of each fund cl_osed Among other
_ closing conditions, each fund required the transaction - -
to be approved by the respective general partner of
each fund. During 2005, MVE and MVIC completed the
sale of their interests in forty-thrée and a portion of one
of those private equity funds resulting in a $46.6 mil-
lion pre-tax gain ($53.1 million less $6.5 million profes-
sional fees) from discontinued operations and provided
approximately $796 million in nc:at proceeds, including
approximately $52 million-in net d|slr|but|0ns from
funds while held for.sale. As part of this’ pre-tax gain,
" we realized $30 million that was previously recorded'as
an unrealized gain in other conlﬁprehensive income.
During 2005, MVE entered'lnto alternative clos- -
ing arrangements with AIp!nvest/Lexnngton 2005; LLC
for funds where legal title to said funds could not be
transferred until a later time. Pursuant to these arrange-
ments, MVE transferred the ecbnomic aspects of the
- remaining private equity funds; con5|st|ng of two funds
and a portion of one fund, to AIpInvesu’Lexmgton 2005, '
,LLC without a change in ownership of the interests. The
terrns of the alternative arrangements do not meet the
criteria for recording a sale. DPL is obllgated to remit
to AIpInvestJLexangton 2005, LLC any distributions MVE
recewes from these funds, and Alpinvest/Lexington
: 2005 LLC is obligated to prowde funds to DPL to
-* pay any contribution rictice, capltal call or other pay-
~ment notice or bill for which r\{IVE receives notice with
respect to such funds. The alternative arrangements
resulted in a 2005 deferred gain of $27.1 million until
such terms of a sale can be cl':omp|eted (contingent
upon receipt of general partner approvals of the trans-
fer) and in 2005 provided approximately $72 million in
net proceeds on these funds. We recorded an impair-
ment loss of $5.6 million in the second quarter of 2005
1o write down assets transferred pursuant to the alter-"

native arrangements to estirrﬁated fair value. Ownership

of these funds will transfer after the general partners of
each of the separate funds eonsent to the transfer.

On March 31, 2006, MVE completed the sale of the

78 DPLInc.

- arrangement resulting’in the recognition of $13.2 million.

i

remaining portion of one private equity fund, for which '
MVE had previously ‘entered into an aliernative closing

of the deferred gain. On August 31, 2006, MVE com-
pleted the sale of a portion of one of the two remaining i
private equity funds, resulting in recognition of $5.7 ! 1
million of the deferred gain. The sale of the residual ‘;
portion of this private eqwty fund was completed dur- :
ing the first quarter of 2007, resulting in the recognition’ ;
of approximately $8.2 million of the deferred gain. The , |
transfer of the one remaining fund is expected tobe -
completed in 2008.. }
DPL did not have afy-income from discontinued , |
“operations in 2006 due to the sale of the portfolio, but '
there were $1.3 milion in legal fees.directly relating !
to the ongoing litigation related to the asset portfolio. -+ |
DPL’s income from dlsconiinued operations (pre-tax) i

t

* for the year ended December 31, 2005 of $31.8 million ;

is comprised of. $41.3 million'of investment income less
$9.5 million of associated management fees and other
expenses. Income.from discontinued operations (pre- f
tax) for the year ended December 31, 2004 of $154.9
miltion is comprised of $178.5 million of investment
income. less $23 6 miflion of associated management
fees and other expenses
For the year "ended December 31, 2006, DPL rec-
ognized $18.9 ml||th of the gain deferred in 2005 frolrn.
the sale of the portfolio. For the year ended December,
31, 2005, DPL recognized a $41.0 million pre-tax gain.
($53.1 miflion less $6.5 million of professional fees and
$5.6 million umpalrment loss), deferred gains of $27. 1
million on transferred funds.from discontinued opera- |
tions, and provided approximately $868.4 million in net
proceeds, including approximately $52 million in net '
distributions from funds held for sale. DPL will continu'e
to incur minor am0unts of fees in the near term.
In 2006 and 2005, DPL has separately dlsclosed’
the earnings from ,d|scont|nued operations; net of . ;
!

i
‘
l

income taxes, which in prior periods were reported
with elements of continued operations. Also in 2006’ ‘
and 2005, we have separately disclosed the mvest:ng
portions of the cash flows atiributable to its. dtscomm-,
ued operations (there was no impact on the operating
or investing partions of the cash flows), which in Q i

prior periods were reported on a combined basis as
a single amount. :
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RP Financial Instruments

The fair value of frnancral instruments is based on current, publrc '‘market prices,. dlscounted celash flows using eurs | '
rent rates for-similar i issites with-similar. terms and rernarmng matuntres or.independent, party valuatrons which are

belleved to approxrmate market. The basis on-which the’ cost.of.a security sold or-the amount reclassrfled out of. ’ R

“accumulated other, comprehensrve income was determined: by.specific- identification. The tab'le below presents.the
farr value unrealized garns and losses, and cost.of ihese instruments. .at December'31, :2006'and.2005.

LY

A S L T ot X
; LAt December;t. L ! - !
. 2006 . 2005 »
] | Gross Unrealized i Gross Unrealized
. . Losses o i losses '
™ A less more less more .
' . than 12  than 12 than12  than12
$ in millions. *  Fairvatue. Gains months months Cost , FairValue Gains months  months - Cost .
¢ DPUincs ' s o | : lf NS
Assets, | . o l
] i 5 ¥ s
Public Securities” ‘ . ‘ ] ) :
Available-for-sale . ‘ ] P T LY P
Securlties $ .. 399 5 65(8(0.7) $(3.1)| 8 38.2(-'% 248| % 35| % (O.-.?)_ $(29) % - ?4.4
Hold‘td-maturity . E " } {70
Debt securities @ 4~ - - - - 79| - -[*02) - 27| -8
Derivatives” “a.2| . 302 . - - - - o EE T R e =
Totalassets  |§- 43.1] $ 87[$(0.7) $(381)|s 382 3 327] $ 35| $(0.4)] $(29)]s 325
“Liabllities ~ SO i Sl i e e e 1 It R
Long-term debt () .$1,798.5 | $1,777.7| 0 $1.717.5) e - '$ 1,678.0"
- Capitalization 1 ' | '
Unallocated shares , .
" in'ESOP- ‘$ 1011 - - =l §- 441 - § 1004 N -, i $ 493
. , - R0 S TT b AT
DP&L - . - fee ;
Assets * e L e 4
‘ .- " : T2 : 4| PR
Fublic Secunlres P - o N T ..;_. R 7
Availabie-for-salg T . R ) MR i
Securiies! " {§ 1095 $411(8(0.7) 531y $ 722 s.'1qo.4 $367 $(0 2) $(29)| 3 ‘668
Hold-to-maturity’ ~ + SR R : e P SRS A
' -1Debt securities @ R T TR IEEREY A" 1 I P (0R-y 1 - i' 8'1_
' Derivatives | 3.2 3.2 - - .- ;= C2 e e [ade o
Total assets-=. | $ .112.7|. $44.3(:$(0.7)[-$(3.1) | § +.72.2| ~$~ 108.3[1$36.7|-5(0.4) & (2.9’ ~. 749
Liabilities - | e L R A R B L
L.ong-térm demlb)' ls. ssa'; o $ '786.1] % 685.2 s e T $ '686.8
L. 1% TS
(a} Maturities range from 2006 to 2035. i '
(b) Includes curremmalunrles . N .
g TS

N i p . ¥ . . . N . . . . L . A A
In the normat course of busrness..we enter into various financial instruments, including derivative financial

. |nstruments These mstruments consist of forward contracts that are used to reduce our exposure to Changes in
t energy and commodrty prices. These financial instruments are desrgnated at’ lncept|on as hrghly effectlve s
" cash flow hedges and are measured for effectiveness both at- |ncept|on and onan ongorng basrs with galns or
“losses deferredlrn Accumulated Other Comprehersivé’ Income: untir the underlyrng hedged’ transactlon is realnzed

canceled or otherwrse termlnated ‘The forward contracts generally mature within twelve months "
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" 13 Earnings per Share; , Lo . S

- shares held by DP&Ls Master Trust Plan for deferred compensation and by the ESOP. - -

i
i
0

[}

: i

Basic earnings per share (EﬁS) are based on the weighted-average number cf DPL common shares outstandmg |
during the year. Dlluted earnings per share are based on the weighted-average number of.DPL common and ' i
common equivalent shares outstanding during the year, exdept in periods where the inclusion of such common | {'
equwaient shares is antl-drlutrve Excluded from cutstanding shares for this weughted average computation are ' |
_For the years 2006, 2005' and 2004, respectively, approximately 0.4 m||||on 05 mrlhon and 28.0 mtllrcn 1
warrants and stock options were excluded from the computation of diluted’ garnings per share because they were
antl—dllutwe These warrants and stock options could be dilutive in the future. -
The following |Ilustrates the reconciliation of the numerators and denominators of the basic and diluted earn-

ings per share compulatrens for income after discontinued Operatlons and ‘cumulative effect of accounttng change:
§

: ¥

1 | 1 . I
' ! . . , P . . l

- § inmillions o i ' 2006 ' 2005 |- A 2004 vl
" except per share amounts j income® Shares Per Shere Income'®  Shares' Per Share income!®)  Shares- Per Share
Basic EPS ' ‘ ls 139.6| 1123 | $ 1.24 $174.4 | 121.0 $1.44 §217.31 12011 & 1.$1:‘
: " ’ - N : : - i
Effect of Dilutive Securities: :
Stock Incentive Units - _ _ 1.3 | - 12l - _ , 12
Warrants . ‘ 7.1 _ + 6.1 06
" Stock options, performance , . . i - ‘ T, :
and restricted shares . 1.2 o - 08| : 0.2 /
. : ’ K . ' . . ] Do f I
Diluted EPS - ' - 1$139.6| 1218 | $ 1.15 $174.4 | 120.1|. $ 1.35 $2173] 122 $1.78

g
(a) Income after discontinued operations and cumulative effecr of accounting change.

-

b ’ ' ' t

' L ’ .l

14 Assets Held. for Sale . , ; r | ;
In connection with DPLEs (srgnmcant subS|d|ary of DPL) decision to sell the Greenville Station and Darby Statlcn
electric peaking generatrcn facmtres DPL concluded that an impairment charge for the Greenwlle Station and
Darby Station assets was requrred Greenville Station consists of four natura! gas peakrng units with a net book
value.of approximately $66 mlllron Darby Station consists of six natural gas peakrng units with a net book value of
approximately $156 million, DPLE plans to seI! the Greenville Station and Darby Station assets for $49 million
and $102 million, respectwe!y. in two separate transactions. These sales are expected to take place during the
first half of 2007, l r

During the fourth quarter of 2006, DPL recorded a $71. 0 million |mpa|rment charge to record the fair market
write-down of the assets and other associated costs related to the sale. C e g D

These assets are no Ioniger being deprecrated The assets and |labI|ItIeS held for sale in the Conschdated 1
Balance Sheet are as follows: : ' ) !

i |
¢

$ in millions i l
Current Assets: | , i é
Inventories _ i . ) ’ . .8 D2
.. , 1

Praperty -’; b - . o . o T : !
Property, plant and equment l oo ) ' ! ‘ $ 2835
Less: Accumulated deprecranon and amortization b {132.3)
Net Property, pfant and equipment ) ' i T 1512

. : " : ‘ . — .

Current Liabilities:- . .o :
Accounts payable and accrued expenses ) X $ 02

| . . . . |

' . 1

DPL Inc.
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Contractual'Obligations ‘and’ Commercial Commitmehts ' |
We enter |nto vanous contractual obllgatlons and other commermai commitments that may aﬁect the Ilqutdlty
of Our operations. AtTDecember 31 2006, these mctude b .t-. !
Contractual leigatlons | -
L . - o g Paymen: Year cetl b :
$ in millions oot EE ‘Total * Less than 1 Yéar * 2-3Years "+  .4°5Years ~ “More than 5 Years
. N . ™~ . - e T o, -
DPL. - A, | EN. _ o o
= Long-term debt }- ©O$1,7748 | 4+ Xi§ 2250 - § 2750 $ 207.4 $+977.4
Interest payments ;'- - -1,1018 | - .- 98.8 171.2. ~ 1440 | - i BB7.8
Pension and postrehrement payments 235.6 220 452 46.5 " 1219
Capital leases ~ | = 29 | . 0.9 1.4 0.6 ST
Operating leases: |- s 07 0.3 03 0.1 -
Coal contracts @ Ceaoe 554.6 324.4 118.4 11)1.8 -
‘Limestone'contracts"‘! il w R8T 1707 - 7mes |t 108 |t 3BT
Other contractual obligations 391.7 328.5 53.7 . 95 , -
~ Total contractual obligations -~ - $4,1208, $1,001.6 $ 6747 $620.7 |+ $1,8238
N . e ' ] .
DP&L R . ‘I’l:- H - . N al o -
Longtermdebt | Tl 7 77832 s -8 = $ -0 - '$ 7832
Interest ‘payments ! " - 5719 39.1. 1 783 .. 783 . 3762
Pension and postretirement payments - 2356 22,0 45.2 465 [. .} 1219
‘Capital leases , i : 2.9 0.9 1.4 0.6 : -
Operatlng_leases i SRR 0.7 03| . 03 01 . ' -
Coal contracts Y 554.6 '324.4 1184 111.8 ' -
Limestone contracts | A 58.7 Ra - 95 10.8 36.7
Other contractual obligations . 3915 328.4° 53.6 9:5 R
Total contractua! obligations - © $2599.1 $ 716.8 $°306.7 =% 257.6.| "~ 181,318

. current rnaturltles and unamortized debi discounts. Dunng-

g .

i

15 Contractual Obligations, Commercial Commitments-and Contingencfies I

t-“;-"_“'

. ‘ |
(a} DP&L-operaJted units

Long—terrn debt'
CPLs long- term debtjas of December 31, 2006, consnsts
of DP&Ls first mortgage bonde tax-exempt poIIutlon
contrl tJondsl DPL unsecured notes and' includes: -
2006, DP&L entered. into $100 m|II|on of long-term tax-
exempt debt, | : P

: DP&Ls Iong-term debt as of December31 2006
consists of first mortgage bonds, 1ax- exempt pollutlon :

“control bonds and mc'ludes an unamortized debt discount.

See Note'8 of Notes to Consolldated Financial.

Statements. SRR T .
interest payments cooT -
Interest payments assocuated with the Long -term debt
descnbed above. . | - . .

Pension and postretrrement payments:
As of December 31, 2006, DP&L had ‘estimated future -

L

benetut payments as outlined in'Note 5 of Notes 16 i

_Consolldated Frnancral Statements These estimated- future

benefit payments are pro1ected through 2015

-

' supp|y ||mestone for its generatlng tacnlrtles *

. terms: and exptratlon dates. - !‘ i

Caprtat teases . A L '
. As of December 31, 2006 DP&L had two capltal leases

that explre in November 2007 and September 2010

Operat‘mg Ieases
As of Dacember 31, 2006 DPL and DP&L had several

P "

F »
operatlng leases with various terms and explratlon H

per year related to right of way agreements: that are*:
assumed to have no definite_expiration dates. - -

4 ¥ W

Coal contracts: " - =~ - o e
- DPAL has entered into various tong -term coal contracts

to supply portions of its coal. requ:rements for.its generat-

ing plants. Contract prices are subject to periodic .
ad]ustments and have features that limit price escalation
|n any glven year. ,

. - < ' . ? .

: Ltmestone contracts: . 3 LT

. DP&L has erntered into vanoue Ilmestone contracts 0

A LT S

Other contractual obhgatrons . f

LS T

-'-‘ ‘?}, - ’.

 Asof December a1, 2008, DPL and DP&L had vanous

1
other contractual obllganons tncludlng non cancelable

* gontratts fo purchaee goods ‘and- services wrth vanous

-

L "
i ' ). . B L "“.r

L.

. DPLInc.

. B

" Hates. Not included in this total is approxlmately $88,000 ',

gt
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-We enter into various commercral Commttments whtch may affect the Itqutdtty of our operattons« L I

At December 31, 2006 these |mclude

Credit facilities: ‘ e
In Novernber 2006, DP&L rep!aced its previous.$100 million revolvmg credit agreernent with a $220 m|Il|on flve year .
facility that explres on November 21, 2011, At December 31, 2006 there Wwere no borrowmgs outstand:ng under this
credit agreement. DP&L has the ability to increase the size of the facility by an additional $50 million at any time.

Guarantees:

)
t
1
I
DPAL owns a 4.9% equity ownershtp interest in an electric generation company As'ot December 31 2006, DP&L coutd
be responsible for the repayment of 4.9%, or $21.8 million, of a $445 million debt obligation that matures in 2026.
In two separate transacttons in November and. December 2006, DPL agreed 1o be a guarantor of the obligations of,
its wholly-owned subsrdrary, DPL Energy, LLC (DPLE) regarding the pending sale of,the Darby Electric Peaking Station '
* to American Electric Power and’the sale of the Greenville Electric Peaking Station to Buckeye Electric Power, Inc. In both |
cases, DPL has agreed to guarantee the obitgatrons of DPLE over a multrple year period as follows:

'
- - . -

1 N
i
P ‘r . = T st

bee et

.- [ -
Tl u

o !

4 . T

2007 " 2008 2008 - 2010,

% in millions - .
Darby $ 30.6 '$ 23.0 $15.3 $7.7
‘Greenville : ‘$ 148 ‘$11.1 $ 7.4 - $37

{
|
!
i
!
]

“Contingencies ‘
Rl fra -

in the normal course of business, we are subject to
various lawsuits, actions, proc:eedings, claims and
.other matiers asserted under Iaws and regulations.
'We believe the amounts prowded in our consoclidated
financial statements as prescnbed by GAAP, are ade-
quate in light of the probable and estimable contingen-
cies. (See Note 1 of Notes to Consottdated Fmancral
Statements.) However, there clan be no assurances
-that the actual amounts required, to satisfy alleged
iabilitie from various legal proceedings, claims, tax
_examinations and other matters discussed below, and
to comply with applicable laws and regulations, will

- not exceed the amounts reflected in our Consolidated

Financial Statements. Ae'such‘, costs, if any, that may
be incurred in excess of those amounts provided as of

December 31, 2006, cannot be reasonably détermined.

Environmental Matters‘ ! T

DPL, DP&L and our subsidiaries' facilities and opera-
tions are-subject to'a wide range of environmental’
regulations and law. In the normal course of business,
we have investigatory and remedial activities underway
at these facilities'to comoty.' or to determine compli-
ance, with such regutattons We have been identi-
fied, either by a government agency or by a private
party seeking contribution to snte clean-up costs, as a
potenttatly responsrble party (PRP) at two srtes pursu-
ant to state and fedéral laws. We record hablhtles for
probable estimated loss in accordance with Statement
of Financial Accounting Standards No. 5 (SFAS 5),
“Accountlng for Contlngenctes To the extent a proba-
ble loss can only be esttmated by reference to a range
of equally probable outcomesl and no amount within
the range appearstobe a better estimate than any

DPL Inc.
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other, ?."”QE‘”L.“':e.?EEr”? for the low end-of the'range.
Because of uncertainties related to these matters,
accruals are based on the best information available-
at the time. We Feva‘luate the potential liability related to
probable losses quarterly and may revise its estimates!
Such revisions in the estimates of the potential Iiabilities
could have a material effect on our results of opera-
tions and flnanmat position. ‘

Legal Matters j

- - <

Former Executive Litigation
On August 24, 2004 DPL, and its subsidiaries |
DP&L and MVE filed a Comptaint {and subsequently,
amended complamts) against Mr. Forster, Ms. . '
Muhlenkamp and Mr Koziar (the Defendants) in- the ,
Court of Common Ple_as of Montgomery County, Ohio |
asserting legal ¢laims against them relating to the  _ 1
termination of the Valley Partners Agreements, chal- !-
tenging the valrdlty of the purported amendments to
the deferréd compensatton plans and to the employ-
ment and consulttng agreements with the Defendants,
and the propriety of the distributions from the plans

to the Defendants, and alleging that the Defendants
breached their fiduciary duties and breached their !
consulting and employment contracts. DPL, DP&L and
MVE seek, among other things, damages in excess of |
$25,000, disgorgement of all amounts improperly with-
drawn by the.Defendants from the plans and a court,
order declaring that DPL,-DP&L and MVE have no fur-!

contracts due to those breaches. _

The Defendants have filed their answers {and sub-
sequently, amended answers) denying liability and ftled
counterclaims (and subsequently, amended counter-:

!
ctaims) against DPL DP&L, MVE, various compensa- ‘:
i
|

* ther obltgattons‘under the consulting and emptoymenti
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Hoo tion plans {the Plans), and current and former employ- On May 28, 2004, the U.S..Attorney’s Office for

‘ ees and current and former members of our Board of the Southern District of Ohio, as%jsted by the Federal
‘ v - Directors: These’ counterclalms as amended, allege Bureau of Investigation, notified us that it has initiated
R v generally that DPL, DP&L MVE, the Plans and the'indi- an inguiry,involving the subject matters covered by
. } vidual defendants breached.the terms of the.employ- our internal investigation. Although the.U.S. Attorney’s
‘ ‘ . ment and consultlng contracts of the Defendants, and office and the FBI have not taker:\ any significant action
: ! “the terms ofs the Pians. They further allege theories of in furtherance of their investigation during 2006, we
SR breach of-fiduciary duty, breach of contract, promissory stand ready to cooperate, with th'eir investigation. )
T S ~estoppel, tortious mterference conversion, replevin . On June 24, 2004, the Internal Revenue Service
' ~-and violations-of ERISA under which they seek distribu- _ (IRS) began an audit of tax ye_ars 1998 through 2003
. tion of deferred compensation balances, conversion of and issued a series of data requests to us including
3 .- stock incentive units.rexercise of options and payment - issues raised in the Memorandum The staff of the, IRS
' ; . of amounts allegedly|owed under the contracts and the 'requested that we provrde certann documents, |nclud-
! - Plans. Defendants”counterclaims also demand pay- +ing but not limited to matters concerning executlvel
v ) ment of attorneys' fees . . director deferred compensatron plans, Mmanagement’
* b . - OnMarch 15, 2005 Mr. Forster and Ms _— -stock incentive plans and MVE financial statements. «
R ) - Muhtenkamp filed a Iawsurt in New York state court - On September 1; 2005, the IRShissued an audit report
b ! .against'the purchasers of the private equity invest- for tax years 1998 through 2003 that showed proposed
“ 1t ments in the financial asset portfolio and against out- -,  changes to our federal income tax liabiiity for each
. T ‘ side counsel to DPL ahd DP&L. concerning purported - ., of those years. The.proposed changes resulted ina
' E entltlements in connectron with the ‘purchase of those . total tax- defucrency penalties ancli -interest of approxi-\
' mvestments DPL; DP&L and MVE are not defendants mately $23.9 millich as of December 31, 2005 On,
o in that case; however, the three.of us are parties to _ November 4, 2005 we filed a wrrtten protest to.one
1 . {’ T ovan rndemnlfrcatron agreement with respect'to the of the proposed changes. On Aprr! 3, 2006, the RS
o purchaser defendants On August 18, 2005, the Ohio conceded the,proposed changes that we tlled a wnt-
: court issued-a prelrmlnary |n1unctron against Mr. Forster ten protest to and issued a revrsed audit report for
) . ‘and Ms. Muhlenkamp that precludes them’from pursu- . tax years 1998 through 2003 The revrsed audit report
d : ing certain key issues raised by Mr. Forster and Ms. resulted in a total tax defrcrency, penaltles and |nterest '
T Muhlenkamp in their New York Iawsuit_ that-are identical of approximately $1.2 million: Werhad previously. made
f - 10 the issues raised in the pending Ohio lawsuit in the a deposit with the IRS of approximately $1.3 million that
| e ‘New. York court or any other forum other than the ‘©hio e, requésted.on April 14, 2006 be applied ! to, offset '
< b litigation. In addrtlon the New York court has stayed the $1 2 million;tax deficiency, penaltres and intgrest
. the New York lmgatron pending the outcome of the for tax years 1998 through 2003. |The Joint Commrttee
' Ohio litigation. "Mr. Forster and-Ms. Muhlenkamp have on Taxatlon completed its review of the revised audit
; ..appealed the prel:mrnary_rmunctron and the appeal is . -report. for tax.years;1998 through12003 and sentus a
; pending at the Ohio Supreme couft. - -~ L letter dated June 16, 2006 statrnd that |t took no excep-
The trial commencement date'for this case isiset tion to the revised audit report.-- i :
for April 30, 2007. - A ] RS
.= ¢ Cumulatively throligh Decériber 31, 2006, we .- ’”SUfance Recovery Claim. o .
& ' | - have accrued for accountrng purposes, obligations of On January 13, 2006, we fr!ed a olarm agarnst one
R ’approxrmately $56 mrll:on to reflect claims regardlng --of our.insurers, Associated Electrlo & Gas Insurance -
, ' ; - ideferred compensatron estimated MVE mcentrves andl Services’ (AEGIS), under a frducrary iability policy
! (- orlegal fees that.Defendants assert are payablé’per 0 recoup legal fees assocrated wrth ourlitigation
E ‘contracts. We disputel Defendants’ entitlement‘to"ény agalnst three. former executives. An arbitration of this
of those sums and, as noted above, ‘are.pursuing litiga- matter was held on August 4, 2006 The arbitration-
o - tion against them contesting all such claims. " 4 ‘panet ruled on or about September 12 2006 that the
**On.or about Junei24 2004,ithe SEC com- I AEGIS policy does not- requrre an|advance of defense
: _ menced-a farmai |nvest|gat|on into the issues raised expenses to us: ‘Rather, the arbitration panel stated that
. 1 by the Memorandum (see Note 17 of the Notes'to the we are required to file 4 written uh:dertakrng as a.condi-
- s.-Consolidated. Financial Statements) Although the SEC  w tion. precedent.to repay expenses,finally established
! - 4 . hasnot taken’ any srgn||frcant action in furtherance . not'to be insured. We'have fi|ed'a‘-written undertaking
. ‘ of their rnvestrgatron duiing 2008, we stand ready to with-AEGIS and will continue to-pursue resolution of the
- "7 cooperate with their |nvest|gat|on Trent - claim through mediation and: arbitration-in 2007, -

"‘ - 'y - ' S
‘ . 0 I '
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State Income Tax Audit

On February 13, 2006; we reoerved correspondence
from the Ohio Departrnent of Taxatron {ODT) notify-
ing’'us that ODT has completed their examination
"and review of our Ohio Corporatlon Franchise Tax
* Returns for tax years 2002 thri)ugh 2004 and that the
final proposed audit ad|ustmeints result in a balance
due of $90.8 million before rnt'erest and penalties. We
have reviewed the proposed audlt adjustments and
‘are vigorously contestlng the ODT findings and notice
of assessment through all administrative and judicial

" means available. On March 2;9. 2006, we filed peti-
tions for reassessment with the ODT to protest each:
assessment as well ae request corrected assessments

' for each tax year. On Octobet‘12 2006, we signed
a Memorandum of Understan'drng with the QDT that
stated if the ODT's positions are ultimately sustained

- in judicial proceedings, the total additional tax liability

that we would be subject to for tax years 2002 through

" 2004 would be no more than $50.7 million before inter-
est as opposed to the $90.8 million stated in the ODT’s
correspondence of. February 113, 2006. We believe we
have recorded adequate tax reserves related to the .
‘proposed adjustments; however, we cannot predict

. the outcome, which could be material to our results of
operations and cash flows. :

‘ We are also under audit review by various state
agencies for tax years 2002 through 2004. We 'have
also filed an appeal to the Ohlo Board of Tax Appeals
for tax years 1998 through 2001 Dependsng upon the

i outcorne of these audrts andithe ‘appeal, we may be’

. required to increase our tax provrsnon if actual amounts

- ultimately deterrnrned exceed recorded reserves. We
believe we have adequate reserves in each tax juris-
diction but cannot predict the outcome of thesé audits.

: - : t
Labor Relations Unas‘serted Claim

_ In September 2006, DP&L became aware of an

unasserted claim under the Farr Labor Standards Act
concerning the caloulatlon o{ overtime ratés for its
unionized workforce. By agreernent of Local #175 and
DP&L., we jcintly submltted the claim to a neutral third
party who ruled infavor of DIP&Ls position. As a result
of this decision, Local #175 has decided not to pursue
any clairn-against DP&L. . ' '
i
-4 .
Pending before the t‘J S. Suplreme Courtis a proceed-
ing, Environmental Defense v. Duke Energy that does
not involve DP&L as’a party,but may have a significant
- effect on the outcome of Iitig:ation described below .
that involves allegations of viiolations'of the CAA. A
key issue in that Iitigation th?t may be dispositive with

" DPL Inc.
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On March 13, 2000, Dayton Ventures, inc. and Dayton
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respect to other pending cases is what-test to apply tor
measuring whether modifications to electric: generatlng
Units should trrgger application of New Source Review!
(NSR) standards under the CAA. In general terms, the}
dispute is whether to measure pre- and post- modrftca-
tiorr emissions based on the rate of emissions per hour
of operation or based cn total emigsions over time. N
The latter test, |f aoplied, could trigger NSR require- !
ments for equipment replacements that result in-a plant
running more o'fter{ because it is more economical or
dependable, evenif the emissions raie per hour of
operation does'not change. A ruling is expected in the
first or second quarter of 2007. DP&L cannot predrot
the outcome of<the Duke Energy case: Moreover, in
each of the caaes identified below; there may be case-
specific facts.and-allegations that may cause a judge
to find that the U.S. Supreme Court's ruling is based'on
different facts andaltegations and is.therefore not conf—
strolling in the case before the judge. |
in September 2004 the Sierra Club filed.a Iaw-
suit against DP&L and the other owners of the Stuart (
Generating Sta_tron in the United States District Court
tor the Southerfn_District of Ohio for alleged violations
of the CAA, ino'ludjng issues that may-be decided by
the Supreme Court in the Duke Energy. case and.other
issues relating ‘to,alleged violations of opacity limita- i
tions. DP&L, oln behalf of all co-owners, is leading the'
defense of this| matter. A sizable amount of discovery

. has taken place and expert reports are scheduled to

‘be filed at various-times from May through September,

2007: Dlsposrtlve motions are to be filed in January l
'2008 No trial date has been set yet: -,

[

16 Certain;Relationships and
Related Transactions ce

Ventures, LLC, affiliates of Kohlberg Kravis.Hoberts;&!

. Co..LLC (KKRY), purchased a combination of trust pre:-

ferred securitiés issued by a trust established by DI"L
DPL voting preferred shares and warrants to purchase
DPL's common shares for an aggregate of $550 mrl
lion. The trust preferred securities were redeemed: at
par in 2001 wrth proceeds of a new issuance of trust
preferred securrtres and DPLs Senior Notes. The 6.6
million-Series B voting preferred shares had voting
power not exoeeding 4.9% of the total outstanding Ivot—
ing power of our voting securities and-were. purchased
by Daytoanentures LLC for an aggregate purchase
price of $68: thousand .The warrants t0 purchase
approxrmatety 31.6 million common shares-{represent

b
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ing approxrmately 19 9% of the.common shares then
outstandlng) have a term-of 12 years, an exercise
-price.of 821 per share and-were purchased by Dayton
“Ventures,'LLC for.an aggregate purchase price of $50
-million. In connection with the March 13, 2000 transac-
tion, DPL and KKR-also enteréd into an agreement
runder'whic'h‘ we patd.KKH an annual management,

< consulting and financial services fee of $1.0 million.

: The agreement also stated that we would provide KKR
- with an opportunity. to provrde investment banking ser-
¢ vices on such: terms as the. partles may agree and at

- such time as any such services may be required. We

. also agreed to rermburse KKFl and.their affiliates for all
: reasonable expenses |ncurred if connection with the

services provided under this a_greement including trav-
el expenses and expenses ofits counsel. We and KKR

- terminated this agreement on Ja_nuary 12, 2005. During

December 2004 through January 2005, KKR initiated
a series.of agreements to transfer all of the warrants to

-an unaffiliated third party This fransferee subsequently

transferred a large pprtron of the warrants to multiple
-unrelated third parties..In January.2005, as part of
one of these transfers KKR sold back to us all of the

. putstanding Series B voting preferred shares at par of

$0 01 per share for $66 thousand. :
Under- the Securltyholders and Registration Rights

+ Agreement among DIPL Inc., DPL Capital Trust |,
~+Dayton Ventures, LLC and Dayton Ventures, inc:, KKR

had the right to designate one person for election to,
‘and one person to attend as a nan-voting observer at
all meetings of, the DPL and DP&L Boards of Directors
for as long as<Dayton Ventures, LLC and its affiliates
continue to, benettcrally own at least 12.64.million of

. our-common shares, |ncludtng shares issuable upon

exercise of warrants, ScottM Stuart a darector dur-

- ing flscal 2003, and George R. Roberts#a non-voling
. observer, were the KKR des:gnees in 2003 pursuant
-.to this agreement. Mr. Stuart resigned from the Board

and Mr.;Roberts ceased to be a non-voting observer of
the Board as of April 2004. As a result of the transfer of
warrants.from KKR to ]an unaffiliated third party during

. Decembert2004 through January 2005, KKR no longer
- owned any warrants or. common, stock. Accordingly,
1KKR no, |onger_had the right to appoint one member

and one observer to both DPL and DP&L Boards of
Directors and the Schrityholders and Registration

. Rights Agreement was amended to delete these, and

other, rights. , - P oo ‘
_ In 1996, DPL entered into a consulting contract

_pursuant to which Peter H. Forster agreed to {i) serve,

in a non-employee capacnty, as Chairman of the Board
of Directors of DPL, DP&L and‘MVE, and as Chairman

of the Executive Comrmttee of our Board of Directors
|

|

and (i) prowde adwsow and strategrc planmng con-
‘sultlng services. That contract became the subject of
litigation after Mr. Farster resugned on May 16,-2004.
(See Note 15 of;Notes to. Consolrdated Financial - .
Statements.) - . EEPRARE B Sl

In June’ 2001 DPLs sub5|d|anes MVE ‘of.which A
Mr. Forsier was Chairman, Mlarnl Valley Development
.. Company (MVDC) and Miami Valley Insurance
- . Company (MVIC) each entered |nto a management
services agreement (the MSAs) with Valley Partners;
~Inc: (Val!ey) for the provision of| ongorng oversight. and
management of each subsrdlarys fmancral asset hold-

ings following a change of control of DPL or sale of the K

financial assets portfolio-to an u'natf:llated third party
Valley was a Florida corporatton the sole stockholders
directors and officers of which \Jvere Mr. Forster and }
Ms. Muhlenkamp:s - | - I -

In October 2001, we entered into an Admlnlstratwe
Services Agreement (the ASA) \;«lth Valley and the ll"ldl-
vidual trustees of certatn master trusts. whtch hold-the
assets of various executive and 'director compensatron
plans. The ASA engaged_,ValIeytpto provide’adminis=
trative and recordl{e‘eping:_functions on behall of,the“'I
master trusts upon a change of control of DPL, as well
as the.provision of investment advice in. exchange for
an administration feg in addmonlto the annual’ manage—
ment fee payable to Valley . '

In October 2001, DPL" and'DP&L also entered
into a Trustee Fee Agreement (the TFA) with Rlchard
Chernesky, Fllchard Broock and Fredenck Caspar
attorneys at Chernesky, Heymanl& Kress. PL L: Upon a

change of control-of DPL or DP&L, Messrs. Chérnesky, :

Broock and Caspajr;"woulct become_the sole trustees
of the master trusts for an annual fee of $500,000 and
" would: succeed to all of the. dutres of.our Compensauon
Committee under the cornpensatron plans funded
through:the master trusts., - = - |~

" The MSAs, ASA and TFA: (Vatley Partners

Agreements) were terminated by ‘an agreement execut- ‘

ed in January 2004, but effective as ofiDecern_ber 15,

1 2003. The financﬂal assets were-not sold or transferred '
prior to such termrnatton and theréfore the agreements
never became’ etfectrve and-no ccmpensatron was. ever
paid under them. Coptes -of the: Valley Partners Agree—
ments were filed as. exhlbtts to our 2003 Form 10-K.

On April 26, 2004, DPL; entered into a New. Trustee .
. Fee Agreement (New TFA) W|th Messrs Chernesky '

Broock and Caspar that would- have become effec-
tive upon a change of control of DPL or DP&L. If the
New TFA became effective, it prowded that Messrs.
Chernesky, Broock and Caspar would serve as the sole
trustees of the master trusts in exdhange for an annual-
fee of $250,000 during the New TFA’s term. A copy of *

‘

-
R .
' !

- N
.« 4 e . R

DPLInc. B85

Jhr

-

<« -

.




o

; |
the New TFA was filed as an exlhlblt to our 2003 Form
10 K. On October 14, 2004, at the request of DPL and
DP&L, Messrs. Chernesky, Broock and Caspar submit-
ted their. resignations to,us andlDP_&L. .

On February 2 and 3, 2004|. Mr. Koziar sent let-
ters to Mr. Forster and Ms. Muhlenkamp purperting to
amend their-consulting and employment agreements
to provide change of control pr'otections regarding
their MVE paymenits. ln'addmon on February 2, 2004,
Mr. Koziar sent Mr. Forster a leEter purportrng to amend
“his consulting agreement to prowde additional terms
and to increase his compensalllon However, none *
of those purported amendmenlts had been approved
by oUr Compensation Committee. Mr. Forster and-

* ‘Ms. Muhlenkamp resigned and Mr.- Koziar retired on
May 16, 2004, : ]

We have initiated legal prc}ceedings asserting

« ‘breach of fiduciary duty and breach of contract by
Messrs. Forster and Koziar and Ms. Muhlenkamp, and

- challenging the propriety and/or validity of certain con-
tract terminations, purported emendments and agree-
‘ments. {See'Note 15 of Notes to Consolidated Financial
“Statements.) o [

Audit Committee Inyestlgatlon and
Related Matters

On March 10, 2004,-DPL's and DP&L's Corporate
Controller, sent a merr:rorandulm {the Memorandum)
to the Chairman of the Audit Committee of our Board

_ of Directors {the Audit Committee). The Memaorandum
expressed the Corporate Controller's “concerns,

' perspectives and viewpoints| regarding financial
reporting and governance |ssues within the Company.

On March 15, 2004 our Audrt Committee

retained the law firm of Taft, Stemnrus & Hollister LLP

+ (TS&H) to represent the Audiﬁl Committee in an

. independent review of each of the matters raised
by the Memorandum, TS&H subsequently retained an

' accounting firm as a forensrc accountant:to assist

! in this review. On Aprrl 27, 2004 TS&H submitted-a
written report of its findings tro the men’rbers of the
Audit Committee (the Report). A copy of the Report
was filed as an exhibit to ‘our 2003 Form 10-K. While
TS&H stated that it did not Jncover and no person had
indicated to il any. uncorrected material inaccuracies
in our books and" records it drd however, recommend
further follow-up by the Aud|t Committee and improve-

17 Other Matters

DPL Inc.

i
|

* the Report and the Supplement. At a meetrng held on

} 1
ments relating to disclosures, communication, access ! :
to information, internal controls and the cufture of |
the Company in certain areas. Based upon informa- |
tion received after issuing the Report, TS&H revised . |
its analysis and prepared a supplement to the Report,! I
dated May 25, 2004 (the Supplement). A copy of
the Supplement \ was filed as an exhibit to’our 2003 !
Form 10-K. Poe oy

Our Audit Committee considered the Report and * |
Supplement at a' meetlng held on May 16, 2004. After
its review and consrderatron the Audit Commitiee
recommended that the full Board of Directors accept

¢

i

May 16, 2004, oor Board of Directors accepted the
Repart and Supplement, including the findings and
recommendations set forth therein. Mr. Forster and M:a
Muhlenkamp resrgned and Mr. Koziar retired on May
16, 2004, and subsequently DPL and DP&L have bee
involved in Irtrgatron with them (see Note 15 of Notes '
to Consolrdated Flnancral Statements). In addition, i |
2004 correctwejactlon was taken with regard-to |nternel
controls,-process issues and tone at the top as identi- ;

fied in.the Repart.

———— T et — )

On May 20, 2004, the staff of the SEC notified DPL '
that it was conducting an inquiry covering our exempt
status under the Public Utility Holding Company Act
of 1935 (the ’35 Act). The staff of the SEC requested
DPL provide certarn documents and information on a
voluntary basrs Cn October 8, 2004, DPL received '

a notice from the SEC that a question existed as to !
whether such exemption from the Public Wlility Holding
Company Act was detrimental to the public interest or
the interests of investors or consumers, On Novemb‘eg
5, 2004, DPL flled a good faith application seeking an
order of exemptron from the SEC. In light of the repeal

Governmental and Regulatory Induiries . ll
I
!

_-of the '35 Act, 'effecnve February 8, 2006; and based,

upon the. information previously provided to the staff of
the SEC, this rnqurry is moot. -

On May 28 2004 the U.S. Attorney's Office for
the Southern. Dlstrlct of Chio, assisted by the Federall
Bureau of Investrgatron notified DPL and DP&L that |t
had initiated 'an inguiry involving matters connected to
our internal mvestrgatlon We are cooperating with thrs
investigation. i C ‘

On or about June 24, 2004, the SEC commenced
a formal rnvestlgatron into the issues raised by the ! '
Memorandum. DPL and DP&L are cooperatrng wnh‘
the rnvestrgatlon C 4. '
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Report.of Independentrﬁegistereq,Public,Accountihg-'Eirm SN e e A
The Board of Directors "o T
DPL Inc.: ' .

We have audrted the accompanymg consolidated balance sheets of DPL:Ine. and: subsidiaries.(the Company)
- as.of December-31 2006 and 2005, and the related consolrdated staternent-of results of operatrons shareholders
. equity, and cash flows. for each.of the years in the three- year pertod ended.December 31, 2006 In connection
*+ with' our audits:of the consolrdated financial- statements we have audited the consolidated ftnanC|a| statement
' schedule, 'Schedule || - Valuation and Qualifying Accounts »for each of the years in the three -year period.ended
T . December31 2006. These consolrdated financial, .statements; and‘the financial. statement schedule arethe 1w
responsibility of the Companys management Our responsibility is to express an oplnron on these consolldated .
financial statements based on our audits. T - L P A T .
C«, o7 oWe. conducted our audits in-accordance with the standards of the Public Company Accountrng Oversrght e ':
#y»Board (Un|ted States) tThose standards require that we plan and perform.the audtt to obtain: reasonable assurance
w1 about’ whether thie: flnanmal statemnents are free of. material misstatement.”An audit includés examtnlng on atest. .
" basis, evidence supportrng the ‘amounts and disclosures in the.financial statements. An audrtt also includes-" 1 .
.assessing the accour}trng prlnC|p1es used and significant-estimates made by management, as well-as evaluatrng
the.overall financial statement: presentation. We-believe that.our.audits provide a- reasonable basrs for our oprnlon '
In our oprnron the consolidated financial statements referred to above present falrly in aII matenal respects
~.the financial position of the-Company as of December'31, 2006 and 2005, and-the consoltdatled results of: thetr
© - operations. and their cash flows for each of the years in.the three—year period ended December 31, 2006, in (.. -
. conformity with Unrted States generally accepted accountrng principles. Also; in our oprnron the related financial |
_statement schedules \Irvhen considered in relation to the basic consolidated financial statements taken-as a: whole
o present fairfy.in-ali maltenals respects: ihe information set forth therein. TR f' I B PSR
% «,1°As discussed.in I\ltote 1-to the consolidated financial-statements, effective- January1 2008, ‘the: Company -
-adopted FASB Statement of Financial Accounting Standard No. 123-(Revised), Share-Based: Payrnent Also dls—
-cussed in Note 1 to the consolidated financial ‘statements effective December-31, 2006 the Company. adopted
: FASB Statement of Frnancral Accounting Standard No. 158; Employers’ Accountrng for Defined Benefit Pension. and'
- Other Postretirement P.'ans an amendment of FASB Statements No. 87,88, 106 and- 132(R). - ] Lol
) i *We also have: audtted' irraccordance with the standards of the Public: Company: Accountt'ng Oversrght‘
C o Board: (United States) the.effectiveness of the Companys internal.controls.over financial. reporhng as of December
31, 2008, based on criteria-established in Internal. Control, - Integrated Framework.issued by. the Committee’ = ;
of Sponsoring Organizations of the Treadway Commission (COSO) and our report dated. February 22,2007 - ..
" expressed an unqualified opinion on management's assessment of . and the effective operatlon of, |nternal control
_cover financial reporting. , ¢ : . S TR O IR
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Report of Indepe‘ndenti Registered Public Accounting Firm on Internal Controls - . - ]

+ . f}

The Board of Directors
DPL Inc.:

We have.audited rnanagemerkn's assessment, included in the Management's Report on Internal Control Over . ;
Financial Reporting appearing under Item 9A, that DPL Inc. and subsidiaries {the Company} maintained effective
internal control over fmanmahreportmg as of December 31, 2006, based on cmena established in Internal Control -
Integrated Framework lssued by the Committee of Sponsoring Orgamzatlons of the Treadway Commission (COSO)
“ The Company’s management is responsible for maintaining effective |nternal control over financial reporting- ‘
and for. its assessment of thegeffectweness of internal conirol over funanmal reportmg Our responsibility is to
express an opinion on management's assessment and an opinion on the effectlveness of.the Companys internal
control over financial reportlng based on our audit. D . )
- We conducted our-audit i |n accordance with the standards of the Public Company Accounting Oversnght Board
{United States): Those standards require that we ‘plan and perform the audit to obtain reasonable assurance about
. .whether effective internal control over financial reporting was maintained |n'all material respects. Our.audit lncluded :
. obtaining an understanding of ifternat control over financial reporting, evaluating management's assessment, ’
" testing and evaluating the design and operating effectiveness of internal control, and perferming such other: proce- :
dures as we considered necessary in the c:rcumstances We believe that our audit prowdes a reasonable basis ;
for gur gpinion. - ! ! T . {
.~ A company’s internal control over fmancual reporting is a process desngned to prowde reasonable assurance
regarding the rehablllty of flnanmal reporting and the preparation of. flnanCIaI statements for external purposes |
_+in accordance with generally'laccepted accounting principles. A companys mternal controi over financial repornng
includes those policies and ;?rocedures that (1) pertain io the malntenance of records that,-in reasonable _detail
‘ accurately and fairly reflect tne transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally-accepted accc'aunting principles, and that receipts and expenditures of the company are:being
+ made only in accordance wnth authorizations of management and directors of the company; and (3) provide ¢
reasonable assurance regardlng prevention or timely detection of unauthonzed acquisition, use or disposition of the
company's assets that could|have a material effect on the financial statements : . {
_ Because of.its. |nherent |||m|tat|ons internal-control over financial reportung may not prevent-or detect mlsstate~
v ments. Also, pr0|ectlons of any evaluation of effectiveness to future periods are subject to the risk that controls - l -
may become madequate because of changes in conditions, or that the degree of compllance with the policies or{ °
procedures may deteriorate. < [ . ST
i In our opmton managements assessment that the Company maintained eﬁectlve internal control over
financial reporting as of Decémber 31, 2008, is fairly stated, in all material Irespects. based on criteria established
-in Internal Control - Inlegrated Framework issued by the Committee of Spolnsdring Organizations of the Treadway’
Commission (COSOQ). Also, |n our opinion, the Company maintained, in alt material respects, effective internal
controls over financial reportlng as of December 31, 2006, based on criteria established in Internal Controf -
Inregrated Framework |ssued by the Committee of Sponsoring Organrzanolns of the Treadway Commlsswn (COSO)
We also have audtted in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of the Company as of December 31, 2006 and 2005, and the * !
related consolidated statements of results of operations, shareholders’ equny, and cash flows for each of the ' 1
. years in the three- -year penod ended Decemnber 31, 2006, and our report dated Febryary 22, 2007, expressed an
unquahfled opinion on those/consolidated financiat statements. , _ !

KPMG LLP %

)
‘ b )
/s| KPMG LLP . r - ‘ ,
: i _
i
Kansas City, Missouri t
. ' ]

February 22, 2007 , -

|
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The Board of Directors and Shareholder of o -

- " schedules are the responsrbrlrty of DP&L's management Our aesponsibility is to express an opinion on these 1A

- — - -
iy

! | : .

Report of Indepéndent Registered Public Accounting Firm ¢ - et

*The Dayton Power and Light Company: ' ‘ e
We have audlted the accompanymg consolidated balancelsheets of The: Dayton Power andi tr_nght Company
{DP&L) and subsrdlanes ‘as of December 31, 2006 and 2005 and the retated .consolidated- statements of:results of -
-operations, shareholders equity, and cash flows for gach.of the years in.the three-year perrod ended December '

+ 31, 2008. In connect:on wuth our audits of the consolidated fmanmal statements,.we have audlted the COI"ISO|I- - A '_ .,
dated financial statement schedule *Schedule II.- Valuatton and Qualifying Accounts”for each of the years'in the : 4
- three-year- penod ended December 31:2006. These consolidated financial statements: and the financial statement .

e

-

consolidated tlnanmal statements based:-on our audits. i . .
L We conducted our audlts |n accordance with the standards of. the Publlc Company.Accounting. Oversrght

- Board+(United States) Those-standards require that we plan, and perform the audit to obtain;reasonable: assurance

1»4

i
- about whether the ftnancsal statements-arefree of material misstatement. An audit includes examrnlng on'a test .

basis, evidence supporttng e amounts and disclosures:in the financial statements An audit.also includes- assess- )
wring'the. accounttng principles used and: significant estimates made by management as we||‘as evatuatrng the - . = .7 .
.overallfinancial statement presentation. We believe'that ouwr audtts pravide a reasonable basis for our opmton A
in our optmon the consolidated financial statements referred to above present fairly, in all material,respects, - N |
the financial posmon of DP&L as of December 31, 2006 and 2005;and the cansolidated results of their- operattons .
and their cash flows for each of the years in the three—year period ended December-31, 2008, in- conformity . « -
with United States generally accepted accounttng principles. Also, in our. oprnton the related financial’ statement - < -7
-schedules when con5|dered inrelation to the- baS|c consolidated financial statements taken ‘as a whole, present
. fairly in all material r’espects the information-set forth therein, - - - L ,’ o .
. -As dlscussed m Note 1"to the consolidated financial statements, effective January 1, 2006 the.Company - S
adopted FASB Statement of Fihancial Accountlng Standard No..123 (Revised), Share- Based Payment; :Also dis- -
“cussed.in Note 1 torthe consohdated frnancral statements effective December. 31, 2006 the Company adopted
"FASB Statement. of- Frnanc:al Accountmg Standard No:158, Employers' Accounting for Defined Benefit Pension and
Other PostrenrementPIans an: arnendment of FASB Statements No: 87, 88; 106 and 132(R).. . e .
~We also’have a]udrted -in accordance with: the standards of the Public Company Accountmg Overslght ! R
Board (Unlted Statels) the: eh‘ectlveness of:the Companys internal controls over fimancial* reportlng as of Decernber
31, 2006, based on criteria established in Internai Control - Integratéd Framework issued by the Commlttee
of Sponsorrng Orge{nlzatrons of the Treadway Commission (COS0), and our report dated February 22 2007

< expressed an unquahfned opinion on managements assessment of, and the effective operatlon of, |nternal control

2

over financial reporttng . - . . . . o , o
E - . ) R cL. . ‘T.

S/ KPMG LLP
KPMG LLP '

! A N T, o . . : " . -
H .

Kansas City, Missouri c . o _ . o
RN f LN et . . - .- . sy R .-
3

February 22,2007 | e

+
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Report of Independent Registered-Public Accounting-Firm on Internal Controls™ - |
. S H P |

The Board of Directors and Slhareholder of T - S
‘. The Dayton Power and Ligh‘t Company: ' qe S Wity .

—_ e ==

We have audited man'agemer!tt's assessment, inctuded in the Management's Report on Internal Control Over-
Financial Fteport:ng appeanng under Item SA, that The Dayton Power and Light Company (DP&L) and subsrdlanes
maintained effective internal control over financial reporting as of December 31, 2006, based on criteria estabtrsheld
in-Internat Controf.- tnt‘egrated Framework issued by the Committee of Sponsorung Organizations of the Treadway ;
Commission (COSO): DP&I.‘sI management is responsible for maintaining’ effective internal control over financial l
* reporting and for its assessment of the effectiveness of internal contro! over frnancrat reporting. Our responsrbrllty |s
- to express an opinion . on managements assessment. and an opinion on the ‘effectivenass of DP&Ls internal control
over financial reporting based on our audit. : e R
"We conducted our audit in accordance with the standards of the Publlc Company.Accounting: OverS|ght Board
{United States). Those’ standa!rds require that we.plan and perform the audit to obtarn reasonable assurance about:
whether effective internal. control over financial reporting was maintained in all rnaterral respects. Our audit included
. obtaining an understanding ot internal control over financial reporting, evaluatrng management’s assessment, |, |
testing and evaluating.the design and operating effectiveness of internal control and performing such other- proce-]
dures as we considered necessaryin the crrcumstances We believe that our audlt provides a reasonable-basis ' !
for our opinion. : . - R N \ i .
' A company's internal control over frnancral reporting is"a process desrgned to provide reasonable assurance'’
regarding the rellabrlrty of flnancral reporting and the preparation of fmanctaltstatements for external purposes in
‘accordance with generally accepted accounting principles. A company's internal control over financial reporting '
includes those polrcres and procedures that (1) pertain to the maintenance of records that, in reasonable detail, :
accurately and fairly reflect the transactions and dlsposrtrons of the assets of the' company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparatlon oflflnanc:al statements in'accordance
with generally accepted accountrng principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of: management and directors of the company;-and (3) provide
reasonable assurance regardrng prevention or timely detection of unauthonzed acquisition, use or dlsposmon of '
the company’s assets that could have a material effect on the financial- statements oo . . Coa

Because.of its inherent Ilmltattons internal control over financial reportlng may not-prevent or detect misstate-
ments. Also, pro;ectlons of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compllance with the policies or
procedures may deterigrate. . : T : .

In our gpinion, managements assessment that DP&L maintained effective internal controf over. frnancrat report ]
ing as of December 31, 20086, |s fairly stated, in all material respects, based on criteria established in /nternal
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
{COS0). Also, in our opinion, DP&L maintained, in all material respects, eftect:ve internal contrals over financial |
reporting as of December 31, %006 based on criteria established in Internal Controt Integrated Framework |ssued
by the Committee of Sponsonng Organizations of the Treadway Commission (COSO}).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the cons‘olldated balance sheets of DP&L as of December 31, 2006 and 2005, and the
related consolidated statements of results of operations, shareholders’ equny and cash flows for each of the
years in the three-year period ended December 31, 2006, and our report dated February 22, 2007, expressed an |
ungualified opinion on those consolldated financial statements. i

|

|

s/ KPMG LLP I
KPMG LLP ,
I

!

|

!

Kansas City, Missouri

February 22, 2007
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DPL Inc —Selected Quarterly Information (Unaudlted) R T S

A R R rroTy E RSP O
1 For the three months ended ke ,..; L < .
. March 31, June 30, September 30, | . December 31, |
$ in millions - 2006 2005 2006 - 2005 2006 2005@ | . 2006 | 2005,
Revenilies R $341.1| $307.1, $309.0| $ 2034| $3925| $357.4|. $350.9(-853270 - i
Operating Income o 103.2 819 55.9 62.3| 98.5 | '99.@5 . 234 953
Earnings from o 7 F ' . U PV DR PO A
continuing operations * - 51.3 “36.14 22.6 167 - -474 |« , 257 [ ; -’ 43 g
Earnings fiom discontinuedi . ]
operations, ;| net of taxes . 7.6 376 - 5..? .34, 020 oy 300 BT -9.9, . -
Cumulative effect of accounting . . , oo ' ] e .
change, net of taxes = T R ol Ry I S (32) R
Netincomé . : $ 589! s 737| § 226 $ 213 $ 508( $ 259| .8 -73|.8 5297 |
it et vt et E P - .“ o
Basic earnings per.share of . f - o 5| . _' ,; |
_commonstock: ... . - ’ 1 R I | G ¥
Continuing operations | | § 043/ $ 030 $-020 $ 014175044 § ‘_0.21}‘ 25§ 00478 038 b
Discontinled operatlons , 0.06 031 T-|. 004 ~0.03]. "':"‘—l. o003, 009 :
Cumulative effect of accounting change: - - - . N P2 R R (A 0)) . |
- Total basic earnings per. - : o L . Co
1 common share | ¢ - % 049, 3 061 $ 020 $.018| § 047 $ 021 '$ 007 $ 044 | .
. } : EERREE N R f ORI B 2
Diluted earnlngs per share of ' - __— R P & N e b g
=vi, common-stock: - . - " ' - N S T
Continuing operations ! ST $ 040 $.028) $ 018 5 013 $ 040 $ 020 $ 0041 3 036 *
Discontinued operations S 0.06 0.30 C - 004" 003 S L 0.02f 008|
Cumulative eﬁect of accountmg change -1 . - ] IR T SR T C= 7 {0.03)
Total dlluted‘earmngs per . e N D R L T
" ~eommon share o $ 046| $ 058 $ 018, $ :017(-.$ 043| $.020| $ .006| $ 041
Dividen;d_s paidlper sha‘re . .. % 025 % 024 $ 025 \$'f"0.24‘ $'025 '8 01214 s 025 3 024
Common stock market price . ’ A 1 - L J T, ‘
- High | . $ 2758 $2677 $ 2.7.82 $ 27 67 S 27. 93‘ 3 28 12 $28.72 $ 28.01
- Low ! $2511 $2427 $ 26.25 -$2408 $I2674 $2670 32716 $2455

= T — -
(a) Earnings from can:mumg operanans in the Second and third quattars of 2005 rncfude charges of $2.1 miflion"and 359 1 million,
respecrlvefy for the early redempnon of debt. e "hi ,

[ »!

b} Earnmgs from conum{mg operations in the fourth quarter of 2006 included a $44.2 milion (871 .u‘mﬂron pre tax) rmpalrman! charge
resulting from DPLs decision 1o seft two of its peaking stations. See Note 14 of the Nores to the Consolidated Fmanc:af Statements..
: : l.
' i . |
|- _ : - '

T

DP&L - Selected Quarterly Information (Unaudited) : b .
. ‘ : :
1 . For the three moniths ended . f
R March 31, Jure 30, *. September ! - December 31,
$inmillions j 2006 2005 2006 2005 2006 2005 2006 2005 .
Revenues : $339.1 | $3051| $3067| $2014| $3903| $ 3555] $349.1 | $3249 "
Cperating Income ' 115.5 91.4 72.7 76.0 1071 112.1 107.2 103.1

Income before income taxes
and cumulative effect of : |

accounting chang‘e 110.2 879 69.5 65.1 | 103.0 100.8 101.9 -99.3
Income before cumulative effect Vel - . .
of accounting change | 66.9 | 533 44.0 359 64.0 63.1 67.5 62.7
Net Income - ‘ : 66.9 53.3 430! 359 64.0 631 67.5 59.5
Earnings on comon stock 66.7 53.1: 43.8 357 63.8 62.9 673, 592
Cash dividends paid' .8 -|smo|$ -|% -|s$ -|8% | -| swoo|$ 750

| o
F

Ll
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Item 9 Changes in and Disagreements
with Accountants on Accountmg and
Financial Dlsclosure l

3

None.- "

- L

. '

R e
'
v
1

. fuscal period that has matenaily affected oris . -

over reportlng . ; |

. over financialireporting as of December 31, 2006. |-

ltem 9a Contr’ol'ls and |Procedures

Disclosure Controls and Procedures '
Our Chief Executive Oﬁ‘|cer (CEO) and Chief Financial

= Officer (CFO) are responsnble for establishing and

; [
' maintaining our dlSCIOSure controls and procedures

These controls and procedures were desugned to

< ensure that material mformatron relating to us and our .
- ‘subsidiaries are cdrnmunicated to the CEQ and CFQ.

1
We evaluated these. dlsclosure controls and proce-

dures as. of the end of the perlod covered by this report

with the part|0|pat|on of our CEQ and CFO. Based on
this evaluation, our CEO and CFO cong¢luded that our
disclosure controls and procedures are effective: (i) to

]
. ensure that information requrred to be d|sc|osed by us

DPL Ing. |

,.in the reporis that we f|1e or submit under the Exchange
Act is recorded, processed, sprnrnar[zed and reported,
“* within the time periods specified in the SEC's rules and

forrns and, (||) to ensure that lnformatlon requwed to be
dlsclosed by us in the; reports|that we submit under the
Exchange Act is accumulated and communicated 10
;our management including our prmcupal executwe and

: m.prrnmpal financial oﬁucers or. persons performlng simi- -

lar functions, as appropnate to allow. tlmely de0|5|ons
regarding reqwred dlsclosure

There was no change in our internal control over
financial reporting during the most recently completed

A

1 " - . -

. Over Financial Reporting s {

- adequate |nternal control over financial report:ng.

' 13a-15(f). Under the supervision and with the partici-

© -as of. December31 20086.

R TP R ‘u

Pi“

reasonably Ilkely to materially affect, internal oontrol

3 .
The followmg report is our report on internal:control

A ! I |

Management’s Report on Internal Control S

We are responsnble for establlshmg and mamtalnmg

as such term |s defined in Exchange ActRule =
" pation of management including the CEO and CFO
rwe conducted anevaluation’of the effectlveness
of our internal control over financial reportlng based
onthe framework in Internal Controf - Integrated
Framework |ssued by the Commitiee of Sponsc)nng t
Organizations of the Treadway Commission. ‘Based on
-an evaluation under the framework in Infernal Controfi-
integrated Framework we concluded thatour. .}

t

internal controlgover financial repomng was: effectlve,

Our assessment of the eﬁectrveness of our |nternal
control over flnanmal reportmg as of December 3,
2006, has been audited by KPMG LLP, the 1ndepen-
dent registered’ public accounting firm that audited ,
the financial statements contained herein, as stated |n

their report which is mcluded herein. i
| r
- ]

i |
ltem 9b Other ilnformation

.y vK

None. Pl : o
, i o .
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Part lll

item 10 Directors and Executive Officers -
of DPL Inc. :

i
The rnformatron requrred to be furnished pursuant to

this item with: respeclt to Directors of DPL Inc. will be

“set forth under captioned "Election of Directors" in DPL

Inc.'s proxy statement {the Proxy Statement) to be tur-
nished to shareholders in connection with the solicita-
tion of prOX|es by our Board of Directors for use at the
. ~2007 Annual Meetrng of Shareholders to be held on

- April 27, 2007 and i |s rncorporated herein by reference.

_ The mformatron requrred to be furnished pursuant
to this item for.DPL Inc with respect to the |dent|f|-

T rcatron of the Audit Lommrttee “the Audit Committee

“._

financial expert and the registrant’s code of ethics will
be set forth under the caption "Corporate Governance”
"in the Proxy Statement and is rncorporated herein by

. reference.

\ 1

ltem 11 Exécutive Compensation

-

. ot A . .
_The information requwed to be furnished pursuant to
“this item for DPL Inc. .wrll be set forth under the captron
“Executive Compensatlon in the Proxy Statement and

“is incorporated: herern by reference.
: |

.

Attem12 SecuntytiOwnershlp of Certaln _

.Beneficial Owners and Management and
Related Shareholder Matters

'
Vet

The information requir;ed to be furnished pursuant -
to this item for DPL Inc. will be set forth under

t.he baptions“‘%ecurity] Ownérship of Certain Beneficial
Owners,” “Security Ownership of Management” and
“Equity Compensatron Plan Information”,in the Proxy
Statement and rs mcorporated herein by referance.

ltem 13 Certain Relationships and
Related Transactilons

The information required to be furnished pursuant to
this item for DPL Inc. will be set forth under-the caption
“Certain Relationships and' Related Transactions”

in the Proxy Statement and is incorporated herein by
reference.

{tem 14 Principal Accountant Fees
and Services ‘

“ BE i "

The information requrred to be furnished pursuant to

. this item for DPL Inc. will be setlforth under the caption

"Audit and Non-Audit Fees” in'thé Proxy Statement and’
is mcorporated herern by reference. ©
A4 1t

DP&L Accr::unrant Fees and Servrces

et
The followrng table presents the aggregaterfees billed
for professional services rendered to us by:KPMG LLP
and PrrcewaterhouseCoopers LL'P for 2006 and 2005

_ Other than as set forth below, no professional services

were rendered or fees billed by. KPMG- LLP durrng ;
2006 and 2005 o 1 : "

. S N ims

"KPMG LLP Fees Invoiced 2006  Fees Invoiced 2005
AuditFees " , . $1,762,728 | . $2511,912
Audit-Related Fees @ ., 147,030 |.. { "55712
Tax Fees @) Tk . 2435
All Other Feas - t S R
JTota! .. $1908,758 | . $2570,059
Pﬁcewalerhousobéop;rb LLp - # N I !
Audit Fees () $' . - $ 96350 |
Audit-Related Fees @ - 14,400,
TaxFeesé'(ar .r. Lo I'_ N Y
All Other,Fees & | ¢ 4,500 | e -
Total ©$. 1,500 $.+.110,750,

" —

{1) Audit fess relaie to professrona.' services rendered for the audit '
of our annual financial s!atemenrs and the rewews of our quarrerry
financial sraremen!s : '!

R
L]

{2) Audit-related fees refate to servrces rendered to us r‘or assurance

1 .
énd related services. . ?ﬁ | ‘ ! e
{3) Tax fees relate to serwces rendered ro Us for tax comprrance
tax planning and advrce b -

{4) Other services performed rncfude certarn advisory servrces in
connection with accounting research and do not include any feas for’
financial m!ormatron systems o‘esrgn and rmpfemenfauon

- t.

L

1
'

)

t

|
.
!

' L
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“lter 15.-Exhibits‘and Financial Statement Schedules -

»

L

J

1

.-!

S

L

(a) The-following documents are fited as part of this report: *

e ¥
LR '

L3

- .BPL Inc.

e
e ——— e e e o

P b

- »
mmm = = m =l e Al e e e

. - P
. o A ot :
. . T - it ” i . v v T
1 Flnanclal Statements s ) : o Page No
DPL Inc. - Consolldated Statements of Results of Operatlons : l o
*for each of the three years |n the period ended December. 31, 2006 P 3 45
i DPL Inc. —Consolldated Statements of Cash Flows ' , h o '
for each ‘of the threé years in the period ended December 31, 2006 b : 46_:
;; DPL Inic. - Consolidated Balance Sheets at December 31, 2006 and 2005 f P a7
"' DPL Inc. —Consohdated Statements of Shargholders’ Equity- - i . " e ) ,i3 .
for each of-the three years in the period ended December 31,:2006 Lo . 48f
DP&L - Consolidatedi Statements of Results of Operatlons ' s L ';‘ : h ::
.+ for each of the three years in the penod ended December 31 2006 - ' \ .49,
" DP&L Consolldated‘ Statements of Cash Flows | . a
for each of the three years in the period: ended December 31 2006 ¢ 50
‘DP&L - Consohdated Balance Sheets at Decermber 31, 2006 and 2005 | St:
DP&L Consohdated Staten‘:ents of. Sharehoiders Equuty ' | O o
for each of the three years in lthe period ended December 31, 2006 | l 52'
- Noles to Consohdated Fmancual Statements ] v g 5:%
. ‘DPL Inc. - Heport of Independent Fteglstered PL!b|IC Accountmg Firm ’ o . .87|
' DPL’-Inc..— Hepor_t of ,Independ_ent Reglstered Public Accountmg Firm on Ir{lterhal Controls ' L 88
;'-.'DF.'att:"— Report of Iﬁndeeendent‘Ftegistered Public Aceounting Firm i 89
v DP&L Report of Independent Reglstered Public Accountlng Firm on Internal Controls . . _ .- 9(:)
. A— - . : u- Crem 2oL
. A PR
| ;' sy R . “i
2. Financial. Statement Schedule ' I o :
“For each of the three,years in the period ended Decernber 31, 2006: } [« . . f
Schedule - Valuation and Ouallfylng Accounts " : . ‘ ) _ 104
) . : , ~ i i (o . Yo ii'i
The rnformatlon requwed to tlae submltted in Schedules 1, 1, IV and. V is orr‘utted as not '-'l
applicable or not required under rules of Regulation' S-X. & . ‘f i . RSN B
i i N . . {‘ . 1 e . _‘J 6"
- ] ' R 4
L - . .
| I : S E!
- .
1
-




3. Exhibits

i
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DPL and DP&L exhrbrts are mcorporated by reference as descnbed unless otherW|se flled as set forth herein.

.The exhrbrts frled as part of DPL’s and DP&L’s Annual Report on. Form 10:K, respectrvely, are:

EXthIl ]
DPL Inc. DP&L: Number  Exhibit Location (-
v v _2(5) L _Copy of Asset Purchase Agreement dated Exhrbrt 2 to Report cn
- December 14, 1999, between The Dayton Power Form 1'0 -Q for the quarter
,' and Light Company, indiana Energy, Inc., and ended September 30, 2000
| Number-3CHK, Inc. {File.N©. 1:9052) .
v 3(a) Copy of Amended Artrcles ot Incorporatron of DPL Inc.. Exhibitts to Report on
\ dated September 25, 2001 ’ _ Form 10 K/A for the year
. ended December 31, 2001
. .(Frle No 1-2385)
v 3(b) . Regulations of DPL Inc. . Extiibit|3(b) to Form 8-K
y ' — filed on May 3, 2004
) _ ‘ L {Fite No 1-9052)
v 3(c) l " Copy of Amended Artlcles of Incorporatron of " Exhibit L_.’:,:(b) to Report on
. |, The Dayton Power and Lrght Company . . Form 10-K/A for the year
dated January 4, 1991 . S ended December.31, 1991
‘ (File No.1-2385) S
y v L 3(d) ‘ Regulations of The Dayton Power and Light Company =~ Exhibit ;S(a) to Report on
: - C Form 8K filedon .-
- R o April 30, 2004
‘ ' (File No.1-2385) . ,
v v 4(a) ; . Copy of) Composite lndenture dated as of Exhibit [4(8) 10 Report. on
, October 1, 1935, between DP&L ‘and The Bank of, Form 10 K for the year
' New York, Trustee with’ all amendmente through the .+ ended IDecember ‘31,1985
JL Twenty Nrnth Supplemental Indenture _ - (File No.1-2385) -
v v 4(b) | Copy of Forty-First Supplemental Indenture dated Exhibit '4(:'11) to Report on - h
: -y as of February1 1999, between DP&L and The Bank Form 10- K for the year
: ' of New York, Trustee e ended December 31,1998
‘ Y. . . esteen, .-- . (File No 1-2385)
v v  4c)  Copy of Forty-Second Supplemental'Indenture™ - Exhibit 4(r) to Report on
' dated as of September 1, 2003, between DP&L and Form 10 K for the year
‘ The Bank of New York, Trustee o ended December 3, 2003
' . . . e e (File No 1-2385}
v v - '4d) i+ Copy of Forty-Third Supplemental Indenture dated’ Exhibit 4 4 to Report on
’ , asof Augustt 2005, between DP&L and The Bank Form & K filed on '
... of New York, Trustee . August 24, 2005
. . (Fite No.1 -2385)
v v .4(e) - Copy of Rights Agreement between DPL Inc. and |, Exhibit 4 to Report on
' 1 Equiserve Trust Company, N.A. Form 8 K dated
Septernlber 25, 2001
e ' Peor T (File No:149052) !
v - 4(f) Copy of Securities Purchase Agreerent dated Exhibit 99(b) to

as of February 1, 2000 by and among DPL Inc. and
DPL Capital Trust |, Dayton Ventures LLC and
Dayton Ventures Inc. and certain exhibits thereto

.Schedule TO-I dated
"February 4, 2000

(File No'.t -90562)
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DPLinc. DPAL Number  Exfiibit Location (1) e e }
Voo - 4(g);§ 7Amendment to Securities Purchase Agreement. dated . Exhibit 4(g) to Report on !
- ' 3 1
: as[of February 24, 2000 among DPL Inc., DPL Capltal Form 10-K for the year
Trust |, Dayton Ventures LLC_and'Dayton Venturés, ‘Inc. - ended December 31.'200? _
{ Lo (File-No.1-9052) X
v - . 4th) Copy of Warrant Form initially |ssued as cf f ' Exhibit 4(h) to Ftepcrt on ;
o . February1 2000 . Ty | “+ Form 10-K for the year’
!' b ' i "',_ "~ ended December 31, 2005
L ‘ B, (File No.1-9052) !
v '4(i) .‘_ . Securrtyholders and Registration Rights Agreement Exhibit 4(i}.to Report on }
: o 5 ) dated as of February 1, 2000 among DPL Inc : > Form jd—K for the year™ . |.
. . ' DPL Capital Trust |, Dayton Véntures LLC and i ended December 31, 2005
) . Dayton Ventures, Inc. . .l (File No.1-9052) . I'
v 4G " Amendment to Securityholders and Reglstratlon; ' Exhibit 4(j) to Report on
' . nghts Agreement, dated August 24, 2001 among | Form 10-K for the year
- .DPL Inc., DPL Capital Trust |, Dayton Ventures LLC . ended December 31, 2005
‘P t and Dayton Ventures, Inc. _ ‘I ! (File No.1-8052)
v H ‘a(k) Amendment to Secuntyholders and Reglstratson i Exhibit 4(k) to Report on i
o } Ftlghts Agreement dated December 6, 2004 among' "' Form10-K for the year |
‘ : -DI;"L Inc., DPL Capital Trust I,-Dayton Ventures LLC ended December 31, 2005
* ‘and Dayton Ventures Inc. b _; {File No.1-9052) -
v 4{0) , o Amendment to Securltyhotders and Reglstratlon[ Exhibit 4(j) t¢ Report on ,;'
o R nghts Agreement, dated January 12, 2005 among * Form 10-K for the year
, : DI;’L Inc., DPL Capital Trust |, Dayton Ventures LLC ended December 31, 2005
_ , . and Dayton Ventures, Inc, o Lo {Fite No.1-9052) !
v v 4(m)‘ Copy of Credit Agreement dated as of June 1, 2004 " Exhibit 4(ee) to Report on
' - between The Dayton Power and nght Company, : Form 10-K for the year !
P KeyBank National Assbciation (as adminlstratwe agent ended December 31, 2003
] "7 and lead arranger) and the Iendrng institutions ©  * (File No.1-2385) .
o g named therein, . :: . T Oy : a . -t
v v 4(n) | Copy of Credit Agreement dated as of May 31, 2005 " Exhibit 10.1 to Form 8-K '
- . i
‘ 1 between The Dayton Power and Light Company, ", filed on June 28, 2005
i KeyBank Nahonal Assocratlon (as adm|n|strat|ve agent " (File No! 1-9_052) i
g and lead arrangeryand the Iendrng institutions ' , o . . '
b L named therein - - - - . [
v 4(0), Offlcers Certificate of DPL' Inc. establishrng $175 m|I||on Exhibit-4.1 to Form 8-K,
: Senior Note due 2008, dated March 25, 2004 filed on March 29, 2004 -
R o . | - (File No:1-9052) - i
v i(p){ Exchange and Ftegrstratron nghts Agreernent dated Exhibit_4.2 to Form 8K,
* Ty March 25, 2004 between DPL Inc. and the purchasers “ . filed on March 29, 2004
' . | o ) - i . ..{File No.1-9052) |
v’ 4q): Indenture dated as of Mafch 1, 2000 between DPLl Inc.” * Exhibit 4(b) to Reglstratlon
. - j ) and Bank One Trust Company, Nationat Assocnatlon Statement No 333—3?972
Y i 34(r) ; ) Oﬁrcers Certificate-of DPL Inc. establlshrng exchange Exhibit 4(c) to Reg|etratlon )
P n?tes dated March1 2000 ‘ ' Statern_e_nt No. 333—37_972‘
| | B I :
- l - H . - : { 1 {
| ' o
! t
f | . - j
| |
DPLInc. . i o
I i 1




. Exhibit

. e L} i

‘DPL Inc. DP&L  Number, Exhibit ‘ Location (1) - - ]
v “4(s} - Exchange and Registration Rights-Agreement, Exhibit 4(a) 1o Reglstratron T
- . v dated as of August 24, 2001 between DPL Inc., : Statement No. 333- 74568 g
-, . Morgan Stanley & Co., tncorporated, Bank One _
1+ Capital Markets, Inc., Fleet Securities, Inc and | ! T
’ 1 NatCity Investments Ing.. : L { L ’,",'-,f',_-
v 4t) | Otfrcers Certificate of DPL Inc: establrshrng exchange . Exhibit 4(c} to Reglstratron T
X notes, dated August 31, 2001 . Statement No. 333; 74568 ! :
v Fag) | Indenture dated as of August 31, 20}01‘ between Exhibit rlt(a) to Regrstratlon v ‘\
’ | DPL Inc. and The Bank of New York, .Trustee, Statement No: 333 74630 E
v 4(\/): i“ First Supplemental Indenture dated as of " Exhibit 4(b) to Reglstratlon A
’ . b August 31, 2001 relating to the subordinated debentures” Statement No. 333+ 74630° - T
o I R ‘between DPL Inc. and The Bank of New York ' e b ,, X
v .jﬁ(w)‘_i _' Amended and Festatéd’ Trust Agreement dated as of Exhibit 4(c) to Ftegrstrat:on . .';‘5- L
. 1 " August 31, 2001 relatrng to DPL Capi TrUStI[, the - Statement No. 333-74630 B
o Capital Securities and the Common Secuntles among ] . ) - i
ﬁl -DPL Inc., the deposrtor The Bank of New York, as o Nl L
b v | property trustee, The Bank of New York (Delaware) . } L '{ e
~ v 51(>;<) “H 7 Forty Fourth Supplemental Indenture to the First " 4 Exhibit 4.2 to Form. 8 K -‘_
' o "+ and Refunding Mortgage, dated as of : filed on'September 19, 2006 e
i : September 1, 2006 between the Bank of New York, as - (File No. 1 -2385) 1 [
: trustee and:The Daytcn Powertand Light Company P W '-; L
v 4(y)  Exchange and Registratiori Rights Agreemént dated 7 Exhibit 4(d) to Registration | ',t_ ks
. . asof August 24, 2001 among DPL:Inc., DPL Capntal Staternent No. 333-74630 e
- Trust | and Morgan Stanley & Co., lncorporated - e A
v TV 10() Copy of Directors' Deferred Stock Compensattcn Plan ’ ‘EXthIt 10(a) to: Heport on i
) B ' amended December 31, 2000 Form 10 K for the'year * - S
' : ended December 31 2000 w"‘_;
f . ) “(File No 1-9052) - LT
v v 10(b')"tv‘ Copy-of Directors’ 1991 Améndéd Deferred e Exh|b|t'|10(b) to Fteport on . " ) E
3 |+ Compensation Plan as amended through Y ~ Form 10 K for the year z
. 7" December 31, 2000 ' ended December 3132000 -t
o . (File No.1-9052) * "+ e
"ftt(- 'fv"_f . -10(-(:'):* Amendment No:1 to Dlrectors 1991 Amended Exhibit- 10(c) to Report on
o o ! Deferred Compensation Plan as. amended through *"Form 10 K'for the year . :
. ' December 31, 2000 and dated as of December.7, 2004 ended lDecember 31, 2005
P | ' S N . .' Lo (Ftle No .1-9052),
v Vo 10(d)j* Copy of Management Stock Incentlve Plan amended - Exhlblt |10(c) to Repcrt on . s ;
- ki December31 2000 Form10 Kfor the year S
, . " ended. December 31,2005
. 1. o (Flle No 1-9082) " -
v iV 1O(e)1'* . Amendment No.1 to Management Stock Incentive " Exhibit 10(e) to Report on - ¥
B PR Plan amended December 31, 2000 and dated as of ~ Form 10 K for the year wol'
' f December 7: 2004 * 5 Ce ﬁ-.‘ : ended December 31 2005 A
el (FlleNo19052) '
I ; .
r . g
t . o ST
: o P ' DPL Inc ‘o7 o
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DP&L Number
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Exhlbll

v
i
1
1
i
i

.

tocation (1}

., g v 10(f)* -

Copy of Keys Employees Deferred Compensatlon i

" Exhibit}10(d) to Report on |

. ' L Plan amended Décember, 31, 2000 _‘ l Form 10-K for the year | |
: o © .1 Y+ ended December 31, 2000
g SR 2 |y w7 (File No.1-9052) o
v, v 10(@)* Amendment No.1 to Key Employees Deferred I , * Exhibit 10{g) to Report on
o ] ‘ Compensatlon Plan amended:December 31, 2000 L v+ tForm 10-K for the year |
. o and dated as of December 7,2004 .. . i - ended December 31, 2005
g b e iy (FleNo.1-9052) ~ |
R ~10(hj)* Copy of Supplemental Executive Retirement Plan - Exhibit IIJ(e) to Report on
" - l amended Februaryl 2000 o { I Form 10-K for the year |
P L o ' ' | ended December 31, 2003
ST e . - b
{; LT , (File No.1-2385) .; |
LAV A 10(|j' . A,mendment No.1to Supplemental Exe0utlve lL e Exhibit'10(i) 'to Report on )
, ! ' ; Retlrement Plan amended February 1, 2000 and YT Formi 10 K far the year ] -
) : : .dated as of December 7 2004 . ,. "'._‘ ~ ended December 31, 2005
o - ;_ e ; o ; L (File No.1-9052) 4 1
v v 10(4F  Copy of:Stock.Option Plan - S { SR Exh|b|t10(f) to Report on!
; S L : L |- . * Form 10-K for,the year ]
. P B R Lo ended December 31, 2000
- L - ! , R (File-No. 1-9052) 1
2 v 10(k!)* 2003 Long—Term Incentlve Plan of DPL Inc dated ' . Exh_ibit 10(aa) to Report o:n o
- ,I - as-of January 20 2003 . _' | r. Form 10-K for the year N
T ; - L ended December 31, 2003
- ; f I : o I! ' (File.No.1:9052) .
V‘ . IO(I-)i?" - Summary of Exeoutlve L|fe Insurance Plan . ' | ) Exhibit 10(1) to'Report on
B i L : L | o Form 10K for the year 1
¢ e | . ‘ b ended December 31, 2005
L 1 , l ! (File No.1-8052) = ||
'( o= lq(m)* ' Summary of Executwe Medlcal Insurance Plan b Exhibit 10(rn3 to Report on‘ )
L, ! : ST LA - 1 Form 10-K for the year
. ' ' [ -ended December 31, 2005
L. S e (File No.1-9052) !
V¥ _.¥ 0y, DPLIné. Executive Incentive Compensation Plan’.i " . Exhibit.10.1 to Form 8-K/A
ﬁ 1 X s e e ' I\ - filed on March 2, 2006
o e g, o ST (File No.1-9052) . ‘.
v . " 1)  DPLInc. Executive Incentive Compensation Plahand  Exhibit 10.3 to Form 8.K | |
5t g i Schedule A:as amended September 5,.2006™ {* filed-on September 8,.2006:
B AORREER S e SR P (File No.1-9052),
v v 10(p)* " DPL Inc. 2006 Equity and Performance Incentive Plan Exhibit 10.2 to Form 8~K//5l\
P i - R oo | filed on Maréh 2, 2006 1
. S T el v d . | . "(File.No.1-9052), !
v v 10 Form of the Long-Term Incentive Plan - N .'j_ ~ " " Exhibit 10.3to Form 8-K/A
o - I L Performance Shares Agreement ] filed on‘March 2, 2006
- o . B . | 1. (FleNo.1-9052) |
v v IO(r)Z* DPL Inc Severance Pay and Change of Control Plan ‘Exhibit 10.4 to Form 8-K/A Y,
| : | L filed on March 2, 2006
l ; i (File No.1-9052) _ !
i I . )
| v 1
. I ' {
OPL (ng. " i
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Exhibit

Location {1}

DPLInc. DP&L  Number Exhibit
v v 110(s)" DPL-Inc. Supplemental Executive Defined Contnbutron Exhibit 10.5 to Form 8-K/A
PR ' . . Retirement Plan _ - filed on March 2, 2006
' ' (File No.1-9052)
v 1 ofty DPL Inc. 2006 Deferred Compensatlon Plan Exhibit; 10.2 to Form 8-K
' For Executives filed on.September 25, 2006
. . (File No.1-9052)
-V 16(u‘)‘  DPL Inc. Pension Restoration Plan Exhibit 10.3 to Form 8-K .
- & w3 X fileq:_on September 25; 2006
- : . : (File No. 1-9052)
v v 10(vj' _"' Letter Agreemen't'\detedv as of Seetember 20, 2004 . Exhlbrts 10.2 and 10310
= * and Management Stock-Option Agreement, as Report on Form 8-K filed
amended, dated as.of October 5; 2004, between. «.... on October 8, 2004
. .« DPLInc. and Robert D. Biggs (File No. 1-9052)
v v 10(\1\.')"” "Amended and Restated' Employment Agreement Exhibiﬁ 10.1 to Reporton
: : Dated as of August 31;:2005 effective as of . Form-BI—'K fledon =
+ January- 1, 2005 between DPL Inc., The Dayton Power~ =~ September 2, 2005
- .. and Light Company and Robert D. Biggs -.: : < (File No.1-9052) »
v ‘v’ 100g* * Management Stock Option Agreement dated Exhibit 10.2 to Report on
‘ - * as of August 31, 2005 between DPL Inc. and - Form 8-K filed on
i. RobertD. Brggs » L, September 2,2005 -
v o LT ' .-« {File No 1-9052)
v . Vv 10 (y)’ Employment agreement'dated as of January 3, 2003, Exhrbrt_ 10{j) to Report-on
! - between DPL Inc., The Dayton Power and Light Farm 10-K for the year
" r Company and James V..Mahoney - ended December 31, 2003
(File No.1-9052)
"4 v 10(2)"'; Change of Control Agreement dated as of s Exhibit 10(o} to Report.on .
: . +- January 3, 2003, between.DPL Inc., The Dayton Form 10-K for the year
' Power and Light Company.and James V. Mahoney .- ended|{December 31, 2003
-~ -+ . and Management Stock Qpion Agreement’ (File No.1-8052)
' . dated January 3,,2003 between DPL Inc. and - ' '
; ’ Jamee V. Mahoney ' e .
v Vo (aa) : Employment agreement’ dated as of . Exhibitito.t to Form 8-K
v December 21,2004 between DPL Inc., The Dayton ... - filed on December 28, 2004
) . Power and Light Company, and James V. Mahoney {File No.1-28052}) .
v v - - 10(bb)" - Participation -Agreement~;and,Waiver among: . Exhibit 10.1 to Form 8-K
' DPL Inc., The Dayton Power and-Light Company . * filed on March 10, 2006
+ andJames V. Mehoriey, dated March 7, 2006 {File N0.1-9052) -
v v 10(c&)-*.3' Employment'Agreement dated as of May 18, 2006 Exhlbrt 10.1 to Form.8-K
b among. DPL Inc.,-The Dayton Power and Light “filed on May 24, 2006
: ' ¥ Company and James V. Mahoney; (File Np 1-9052)
v v 10(df:i)' Amendment of Employment Agreement dated as of” Exhibit 10.5 to

.

.|\

"~ July 31, 2006 between James V. .Mahoney, DPL Inc.
" and The Dayton Power and Light Company

Report‘ on Form 10-Q
filed Aligust 1, 2006
(File No.1-9052)

DPL Inc.
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Location.{1) Yyt

DPL Inc. DP&L Ndmber-‘ Exhibit . ' i . i X
v v 10(ee)‘ Employment agreement dated as’of o E ‘ Exhibit 10.2 to Form 8-K .
J December 14, 2004 betweén DPL Inc., The Dayton - . fited on December 28, 2004 i
{i Power and Light Company and John J. Gillen ; ' (File No.1-9052) o
v v 10(ff)f Management Stock Option Agreement dated ' f i Exhibit 10{u) to Report.on :
If as lot December 29, 2004 between DPL Inc: and| - " Form 10-K for the year !
¢ John J. Gillen : { ended December 31, 2005
' } | 3 : " . (File No.1-9052) !
‘v v 10(gg)” Particip_atiOn Agreement and Waiver dated _' ) Exhibit 10.2 to Form.8-K 4 i
. 1 June 29, 2006 between DPL Inc., The Dayton | . filed on July 3, 2006
“ | Powerand Light Company and John J. Gilen : ! (File No:1-9052) o
T v v 10(hhi)* Errliployment agreement dated- ‘as of ; ) ' Exhibit 10(k) to Report on 1
. September-17, 2003, between DPL Inc. and ¢y Form 10-K for the year
> 'Steven Wolff .o o Coe P ended December 31, 2003
; | . L ! i - -{File No.1-9052)
v v 10(ii)‘ ' Change of Control Agreement dated as of : t -+ Exhibit 10(dd) to Report on
: September 10, 2004, between DPL Inc., “The Dayton . Form 8-K filed
I Power and Light Company and W. Steven Wolff ! ’ ‘ ' September 23, 2004
. Lo : e , f (File No 1- 9052)
v v 1 10( J)’;' Part|C|patlon Agreement and Waiver among - " Exhibit 10.7 to Form 8- K \
: - i DPL Inc., The Dayton Power and nght Company filed on March 2, 2006
1 and W. Steven Wolff, dated February 24, 2006 ; ‘ (File No.1-9052)
v v 10(kk)" Employment Agreement dated as of . F. ., « . Exhibit 10l) to Report'on
‘ ’ ! Delcember 17, 2003 between BPL Ino and 4 . Form10-K for the year
. 4! Patr|C|a K Swanke . : ; . ! * ended December 31, 2003
P ; (File No.1-9052) !
v v 10(II);' Change of Control Agreement dated as of July 1; 2004' Exhibit 10(s) to Report on’
- . T between DPL Inc., The Daytén Power and: Light :- Form 10-K for the year
: Company and Patricia.K. Swanke and Managemlent ended December 3, 2004
! Stock Option Agreement dated as of January 1, 2001° (File'No.1-9052) - i
! between DPL Inc. and Patricia K-Swarnke - : ; ‘ :
! ) e C
v v 10(mm)” Pa:rticipation Agreement and Waiver among : ! i .. Exhibit10.6 to Form.8-K ,
v DF;L Inc., The Dayton Power and!Light Company and filed on March 2, 2006 |
| Palricia K. Swanke, dated February 2872006 ( -~ . (File N0.1-9052) ol
v v 10(nn') Employment Agreement andKChalnge of Coritrol | ' . Exhibit 10{ee) to Report on
' Agreement dated as of September 17, 2004. between + Form 8-K filed on o
| DPL inc., The Dayton Power and Light Company i - September 23, 2004 _
: and Gary Stephenson o : # ' {File No.1-9052) 1
v . v '10(0d)* Emptoyment agreement dated as of June 9, 2003 l * Exhibit 10{gg) to Fteport on
. S as}amended by attached letier dated October 18 2004 Form 10-K for the year
; between DPL Inc., The Dayton Power and Ltght* o ended December_ 31, 2003
i Company ‘and M|gg|e E. Cramblrt i : . (File No.1-9052) . !
v v 10(pp)* Change of Contral Agreement dated as of “ .@' " Exhibit 10(bb) to Report on

“100  DPL Inc.

De'cember 15, 2000 between DPL Inc., The Daylon!"
Power and Light Company and Arthur G. Meyer .

(Fite No.1-9052) !

Form 10-K for the year -,
ended December 31, 2005

1
l
i
'
1
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Exhibit

1 :
Location {1

“+5

Number - Exhibit ;
v v 1'O(qq)* Management Stock Option Agreement dated as.of * - .. Exhibit 10('cc)i to Report on
January 1, 2001 between DPL Inc. and Arthur G. Meyer. For'm 10-K for 'the‘year
’ o ) . ended December 31, 2005
o (Frle No:1 9052)
A 4 10(rr)" . Participation Agreement and Walver among oL Extybrt 10.2 to Form 8-K
. OPL Inc., The Dayton Power and Light Company. and ... filed on March 10, 2006
Arthur G. Meyer, dated March 6, 2006 (Filé No.1-8052)
v 1(5(35)’ Participation Agreement dated September B, 2006 Exh:brt 10.2to0 Form 8-K.
1 between DPL Inc., The Dayton Power and Lrght f|Ied on September 82006
< Company and Paul,M. Barbas . (Flle No.1-8052)
v ./ 1d(tt)' Participation Agreement dated June 30, 2006 Exhibit 10.1 to Form 8-K
between DPL Inc., The Dayton Power and Light filedl on July 3,:2006 -
Company and Frederick J. Boyle - (Frte No.1 9052) ’
v 10(uu)*” Letter Agreement between DPL Inc, * ' " Exhibit 10.1 to Form 8-K
h and Glenn E. Harder dated June 20, 2006 frledton June 20, 2006
' _ . (File No.1-9052)
v 10{w)  Purchase and Sale Agreement dated as of Exhrblt 10.1 to Form 8-K
February 13, 2005 between MVE, Inc., Miami Valley -filed on February 18, 2005
) Insurance Company.and AIpInvest/Lexrngton 2005, LLC. - (Flle No 1‘9052).
v 10(ww) Asset Purchase Agreement dated as of Filed, herewith as
* December 21, 2006 between DPL Energy, LLC and Exhibit 10(ww)-
‘Buckeye Power Inc. e
v - 10(xx) Asset Purchase Agreement dated:as of Fi!ed;herewith as.- . _ «
November 28, 2006 between DPL.Energy, LLC and Exhibit 10000, 3. -
Columbus Southern Power Company
v 10(§/y) Revolving Credit Agreemenit, dated as of : Exhib‘it 10.1 to Form 8-K '
' November 21, 2006 between KeyBank N.A. JPMorgan filed on November 28, 2006 "
Chase, N.A., Fifth Third Bank and The Dayton Power (File I\Lto. 1-2385)™ _ -
and Light Company . : :
v v 10(22) Form of the Long-Term Incentive Plan - Filed'!;werewith as
Performance Shares Agreement as amended Exhibit 10(zz)
February 20, 2007 - | ’ _
v v 18 Copy of preferability letter relating to change Exhibit 10.1 to Form 8-K "_ T
in accounting for unbilled revenues from filed on February 18, 2005
. Price Waterhouse LLP {File Nlo. 1-9052)
v 21 | List of Subsidiaries of DPL Inc. Filed h'erewith as Exhibit 21:
23(a') Consent of KPMG LLP Filed hereW|th as
Exhlbtt 23(a) .
v v 31 (aj Certification of Chief Executive Officer pursuant to Filed hereW|th as
“Section 302 of the Sarbanes-Oxley Act of 2002 Exhibit: 31(a)
v v 31(b} Certification of Chief Financial Officer pursuant to Filed herewith as

Section-302 of the Sarbanes-Oxley Act of 2002

Exhibit 31(b)
1

+ . . -
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DPL Inc. DP&L  Number . | Exhibit _ "1 Location " :
LN 4 " 32(a)* ! Certrfrcatron of Chief.Executivé Officer pursuant to ! { Filed herewith as -, |
- BENERE. Sectron 906 of the Sarbanes-Oxley Act of 2002 I -} - Exhibit 32(a) - 4
v " " 'n/“‘_ ‘”'-32(p)" l Certrflcatron of Chief Financial Oﬁlcer pursuantto | 3 Filed herewith as -
T { Sectian 906 of ifie Sarbanes-Oxley Act of 2002 | Exhibit 32(b)
N ] i
:v v 99(a) . Report of Taft, Stetttnlus & Hollister LLP " i “‘1' " Exhibit 99(a) to Report on
) ' SRR ( daled Aprrt 26y 2004 - o r . Form 10-K for the year
‘ A ! ended December 31, 2003
‘L X l . ) IR Lo {File No.1-9052)
Y ‘v ¢ 89(b) ; Supp!ement to the Aprll 26, 2004 Report of - i ' " Exhibit 99(b) to Report on
: to . Taft, Stettrnlus & Hollrster LLP dated May 15, 2004 N Form 10-K for the year :
i e e g e o : . . ended December 31, 2003 i
_ T . o 1", (File No.1-9052) '
v e - 99(c), ] Complalnt filed in Montgomery County Court of ‘ : Exhibit 99(d) to Report
o ’ [ Common Pleas, Montgomery County, Ohio ~DPL Inc.,;.  on Form 10-K for the year
. ' {. The Dayton Power and nght Company- and * : .. ended December 31, 2003
) 1 MVEllnc v. Peter-H. Forster,'Caroline E. Muhlenkar'np! * '(File No.1-8052)
L " | and Stephen F. Koziar, Ur. b f
: . -} | PR a . R I r
'Management contract or comt.::ensatory plan. Ty 'l -
(1) Exhibits re!erencmg Frfe No 1- 9052'have been fn'ed by DPL Inc. and those referencrng File No. 1 2385 have besn ‘
tited by The Dayton Power. and Light Company X " . ot
: L ‘.'"' SR PR |
Pursuant to paragraph (b) (4) (iii) (A) of Item 601 of Hegulatlon S- K we havelnot flled as an exhibit to this ;
Form 10-K certain mstruments with. respect to Iong tern;t debt;it the total amount of securities authorized !
thereunder does not exceed 10% of the total assets of us and our subsndranes on a consolidated basis, |
but we hereby agres to furnish! to the SEC on request any such instruments. oo ‘ :
f | o b R
| - i X w 1 : ! - i
? 4 ? ' : f 1
- ! . \ i b i Al
f te St ' i

. ! ’ . !
1 ¢ I . b l . i . ! 1‘
) £ ' , i
. | HE

M f e .
" o . ] ¢ P e
- I
' " ' ' b ’
1‘.!‘ . e e j- ' .! .t‘ ; 4
- i S : o
' | T S T .
' S0 {
l‘u u ; N 'l . - ' $ , - - . )
f ' \ .
. | e |
, , - t.
' i ) B ' o
+ i [
’- a ! ' : ) |
T ' | '

I ! ‘ . N
: ‘ togT f
f ] | | ‘ i

162 DPL Inc.- 3 ;L f
‘ .
L - i ot [




N

3

-

) Sighé{tu'res

PO

{
Pursuant to the requrrements of’ Sectron 13 or 15(d) of the Securities Exchange Act of 1934,
DPL Inc. and The Dayton Power and Light Company has duly caused this report to be srgned

T A

on thelr behalf by thé undersigned, thereunto duty authonzed

-

February 22, 2007

February 22, 2007

ERCY P}

'
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Pursuant to the requrrements of the Securities Exchange Act of 1934 this. report has been srgned

< mprmem e v
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.
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. et
L

By:

By:

.

. DPL Inc. ‘.
/s/ Paui M. Barbas

-
(32}

Paul M Barbas

Premdent and Chlef Executlve Offlcer

{principal execlutwe officer)
.

o~

/s/ Paul M. Barbas_ ’

" The Dayton Power and.Light ¢ompariy

-wPdul.M..Barbas . ..
President and Chief Executive Officer

{principal executive officer)
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below by the follownng persons on behalf of DPL Inc. and The Dayton Power and Light COmpany and
rn the capacmes and on the dates |ndrcated ' '

" /s/R.D. Biggs -

" (R.D. Biggs)

fs{ P. R. Bishop

Snt,

- {P. R. Bishop)

/s/ 8. S. Graham

'-(B. S. Graharh)- N

s et r-.a-rv-a

fs/E Green ‘

(E. Green) '

" Js/ G. E. Harder

(G. E. Harder) -

fs! WA Hillenbrand,

(W-A. Hillenbrand)

/s/L. L. Lyles"

{L. L. Lyles)

s/ P. M. Barbas

{
.
1
1
{
\
i
!

(P. M. Barbas)

"/Sf N. J. Sifferlen

(N. J. Sifferlen)

s/ J. J. Gillen. -

{J. J. Gillen})

/s/ F-J. Boyle

. (F. J. Boyle)

4.

1 - .
Director

Direetor

Director

.

Director

. - LTI Y [ETUI

TEa

“Director and Non-Executive Chairman

Director and Vice-Chairman

Director

*" Director, President and Chief Executive Officer

" (principal executive officer)

Director

3

Senior Vice President and Chief Financial Officer
(prlnupal flnanmai and prlnC|pai accountlng offlcer)

Corporate Controller and Chief Accountung Offrcer

R February 22 2007

' ’1-'...

Pl ’,,_ .
1

February 22, 2002 ‘
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February 22; 2007 <

LRSS Lo

February 22, 2007

:

February 22, 2007

" February 22, 2007

i ‘
|
February 22, 2007
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February 22, 2007

l

February 22,2007

*February 22, 2007
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February 22, 2007
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Scheddile il Valuation and Qualifying Accounts

| P
DPL Inc. o

)
Fer the years ended December 31, 2004-2006
§ in thousands

e A o —

N f
Descri blion l

Balance a}

. -Additions

Deductions ()

Balance at{
End of Period {

2006 .
Deducted from accounts recei\.;able'—
Provision for uncollectible agcounts

2005: ?
Deducted from accounts recen.;ab[e -
Provision for uncollectible accounts

2004: : |
Deducted from accounts receivable ~
Provision for uncollectible accounts

Beginning of Period

'$ 1,048 |

$ 1,085

$ 6,003

. |
$ '4,81135

o
‘

$ 3582

$ 4,449

$ 3623

$ 8289

" $ 1,085

3

(1) Amounts written off, net of recoveries of accounts praviously written off. -

!
i

The Dayton Power and Light Company

Far the years ended December 31, 2004 2006

$inthousands , . .

I

Description . |

Balance at

Beginning of Period

N

Additions

Deductions{" -

Batance at
End of Pericd

' 2006: o
Deducted from accounts recewable -
Provision for uncallectible ac;counts

, 2005:. '
Deducted from accounts recelvable -
Pr0\n5|on for uncollectibte aclcoums

2004: : )
Deducted from accounts receivable -
Provision for uncollectible accounts

$ 1,044

$ 1,085

$ 3617

+

$ 4,449

$ 3623

$ 3417

$ 1,085 .

$ 1,430

(1} Amounts written off, net 'g! recoveries of accounts praviously written off,

104 DPL Inc.
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State of Incorporation'
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Exhibit 21 Subsidiaries of DPLInc. s Slvuoeioe e et .
DPL inc. had the following subsidiaries on [_)eéember 31, 2006: ! - ‘ "
4 . Toagr 3{

The Dayton Power and Light Company .. ;-. .. . . =« .,

i
i
Mlaml Valley Insurance Company Low I T . . i
i
I

DPL Energy, LLC ' ST -
MVE, Inc. T T B :

- 'Ohio s

ar

‘Ohio__ o

"Vermont

Ohio o

DPL Fmance Company‘ ne.” - o " _ - , |l ('Déféﬁare - . 'i
DPL Enérgy Resources, Inc.” . | ! A | L T Ohm
. , '
f):“ l' "i' R [T :~ 7 vor —-"' . ‘."i‘,"?i N -‘- 5“'
! . A oalt - | 1. gt - ?‘
Subsndlarles of 'Il'he Dayton Power and nght Company ) R "4:, T -
= iy . “ i 1
| I i
i e .
The Dayton Power and Light Company had the follownng submdnanes on December 31, 2006: . v W
. 4 '
. i ) ' . to o e ! State of Incorporation < .
DPL. Finance Company, Inc. | Delaware I
; . . ce i : . .
F. L :
} - ! 1
I ' - I
4 ';
4 ' ' - - ‘
' S
' '1 N i
' | " - :
' . i
- ity

v 4
4 Lo :
. '
i
s
1 .
'
I
) .
t -
: e
- .
' 1,
: f
P :
* .
f . .
En . ‘*'"
-l :
= ’
»® -
L .-
= —
'
m
v . e T
- ‘
e !
T Y et
)
I
s N
H te
b t
v
1, .
i .
1.

4 DPLinc. 105 T
S T e




w S . Co r]

- ‘ - R l | g

B e . R A i 1 Voo ! L

! Exhrbrt 23a Consent of Independent Reglstered Pubhc AccountmgaFrrm— PR i“{

f . .- l! " ‘ " u '.! ; . —', A ~; 1 N l

. ;The Board of Durectors - . Ko ‘;l -E o ! " . Rl S e ’:
»DPLInc o B L R J !} S f
S ST Sl T U T A (T
< We consent to the mcorporatrpn by reference in the Regrstratron Statement1(No '333- 44370) on Form S 3, and' 1

t Fteg:strahon Statement (No. 333- 39982) on Form §-8 and Regrstratlon Statement {No. 333- 139348) on WY psa |

¥

-j . +iForm S- 8 of DPL Inc and Subsrdtanes (thé Company) of our reports dated February 22 2007, with respect to.. }

| .
) .8 the consolidated bataﬁnce sheets of the Company asof. December 31 2006] and 2005, and the related consohdate
i statements of results of operatrons shareholders" equrty. and cash flows for each of the, years. in the three year !
i penod ended December 31, 2006 andall related financial statement schedule;s managements assessment
- + of the ‘effectiveness of rnternal.oontrol over. frnancral reportrng as of December,st 2006 and the. eﬁectrveness of| ) o
e ; internal control over frnanmal reportsng as of December a1, 2006 whlch reports appear in the December 31 2006 .7
E ann ual report on.Form 10-K of the Company Our report refers to 2 change |n the method of accoun1t|ng forﬁl . J
27 Lot
. share—based payments and pensron and other postretrreme?t beneﬂt oblrgatrons in 2006 u v ;
. . ; 1 S : .
2P I S ‘.' jx. B I I P ik r,L - f P T
. H .. o .t i B . I
A I v - ca N }
JE . i - N2
- Isf KPMG LLP ‘ ) . T ] ; o Da ot maeroand |
e i KPMG LLP T ..:- " ALy s B ssiiemen « ampagh s 'T,h.u-vn f:”.'“ T e wa i . ]... .- Tie AT ’ B . Il:
K L Kansas Crty, Mrssouri , . . l ’ . ol
T - " > - N A . N L} .
] 4 - ‘ X n : |
,February 22 2007‘ N . ! L - -
- t - N
e R S S ! l { 3 M
e ' . [ . - " .
AEE N o 3 - . it | #
- f. R . * - ;‘ .- i ] ‘ . ;
- - o ! _ i - g
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Exhibit 31a_Certifications .:,‘; SR

| Paul M. Barbas, certifythat: . o Lo, T S
A

1 . . .

. | have: revnewed 'll"llS annual: report on:Form 10-K ‘of DPL Inc:and The:Dayton Power.and L‘tlght Company;.-

2. Based on my know!edge. this report'does not contatn.any.untroe statement ot a matertal fact or omit to*
state a material fact necessary to make the statements made, in light-of thecircumstances under which such -
statements were rnade not'misleading with respect ‘to the pertod covered by thIS report y‘ LIRINEN :

3. Based on my knowledge the financial statements ‘and other frnancual mformatlon moluded in thls report;
fairly present in all- material respects the’ financial condttlon ‘results of operatlons and’ cash flows of the regtstrant
as of, and for, the pertods presented in this- report v, A T l’ NI

-3 ) |~=

. 4. The reglstrants other certtfytng offrcer(s) and | are responS|bIe for establishing and malntatnrng dtsclosure o

- controls-and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control over
financial reportrng '(as defined.in Exchange Act Rules 13a—15(f) and 15d 15(f)) for the regrstrant and: have

(a) Designed such disclosure controls and procedures or caused such disclosure. controls and procedures to
be-designed under our superwsmn to ensure that: ‘material information relating to the regtstrant mcludtng

its consottdated subad:anestus méade known to.us by others within those entities, parucutarly during the period
in which lhtS report is betng prepared ) S T t - 1

(b} DeSIgned such internal control over f|nanC|aI reporttng -or:caused such lnternal controlt cver ftnanmal
reporting 10 be designed under our supervision,.to provide reasonable assurance. regarding the rellabtltty of
financial reporting and the preparation of financial statements for- -external purposes in accprdance with
generally accepted accounting principles; E et t .

(c) Evaluated the effectiveness of the registrant’s.disclosure controls-and procedures and presented in this
report our conclusions about the effectiveness of the disclosure.controls and procedures as of the end of the

period covered by thts report based on such evaluation; and - C e e i

'(d) Disclosed in th|s report any change in the regtstrants internal control over.financial- reporttng that occurred :
“during the registrant's most recent fiscal quarter (the registrant's fourth fiscaliquarter in the|case-of an -

-annual report) that has materially affected, or is reasonably likely to rnatenally affect, the regtstrants internal
control over f|nan0|a| reporting; and : Co . 4 Sy

1

5. The. regtstrants other certifying officer(s) and | have disclosed, based on ourmost recent evaluation of:1 . .

internal control over financial reportmg to the registrant’s auditors and the audtt commttteetof the registrant‘s

3

board of directors (or persons performmg the equivailent functtons) REE

{a) All significant deficiencies and material weaknesses in:the design or. operation of 'intern‘LaI control-over
|

financial reporting whtch are reasonably likely-to adversely affect the regtstrants ablllty to record, process,

summarize and report financial information; and . AN .

(b} Any fraud, whether or not material, that involves management or other employees who have a significant
role in the reglstrants internal control over financial reporting. : | :

) | ) :
Date: February 22, 2007 s i 1o \

/s/ Paul M. Barbas ' o

Paul M. Barbas ' ' |
President and Chief Executive Officer ] '

[ .
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+Exhibit 31b Certaflcatlo : S R y
t _ -

i

1, John J. Gillen, ce'rtif)'r that;

]

I !
- | have reviewed th|s annual report on Form 10-K of' DPL Inc. and The Dayton Power and Ltght Company, |

2. Based on my know1edge thrs report, does nat contain any. untrue- statement of a material fact or omit to
- state a material, fact necessary to make the statements made, in Iught of the cnrcumstances under which such

|
statements were made not misleading with respect to the period covered by this report o i
1

3. Based onmy. knowledge the financial statements and other financial mforrt"tatlon included-in this report,
1 - fairly present in all matenal respects the financial condttlon results of. operat|ons and cash flows of the’ reglstrant

as of, and for, the penods presented in this report: L _-‘ -L e e '
¢

. 4 The regrstrants other certn‘ytng officer(s)-and |.are- responslble for establushung and maintaining disclosure t
* controls-and. procedures (as defined in Exchange Act Rules 13a- 15(e}-and. 15d =15(e}))and internal control over
financial. reportung (as defined in Exchange Act Rules 133 15(?) and 15d]15(f)) for the registrant and have: 1

i i
disclosure controls and-procedures to i

t

(a) Deslgned such dlsclos]ure controls and. procedures or caused such

be.designed. under our; supervusron to ensure that-material information relatlng 10 the registrant, including
- its’ consolidated’ subsldtanes is made known to-us.by otfiers within those entitles partlcularly during the penod

in which this report is belng prepared; . ;
(b) Designed- such tnternal control over-financial reportlng -or:cause sucth mternal control cver financial - !
reporting to be deslgned under our: supervision,.to. prowde reasonable assurance regarding the reliabitity of |
financial reportingjand. the preparatlon of frnancual statements for external pu_rposes in-accordance with |

generatly accepted accountlng principles; : : LR k

t
{¢) Evaluated. the effectwelness of the registrant's disclosure controls.and procedures and presented in this
report our conclusmns about the effectiveness of the disclosure controls and ‘procedures, as of the end of the
period covered: by this report based on such evaluatlon and - ; T :

{d) D|sc|osed in tnls report any change in the’ reglstrants internal’ ccntrol over flnanmal reporting that occurred
during the registrant’s most.recent fiscal quarter (the registrant's fourth f;scal quarter in the case of an

annual report) that has materially affected, or. isreasonably likely to materlally affect, the reg:strants internal
control over tlnanmal reporting; and . : N : !

' v

|
5. The registrant’s other certrfylng offtcer(s) and | have disclosed, based on our most recent evaluation of ‘
rinternal contral’ over financial. reporting, to the registrant’s. uditors and the audit committee of the reglstrants
board of dlrectors (or persons performing the equwaient functlons) '

[ A (e
]
N

t 1

P .
(a) All sngnlfrcant 1def|C|en'C|es and material weakriesses in:the design or operation of internal control over
financial reporting which are reasonably likely to.adversely affect the registrant’s ability to record, process, |

summarize and report financial mtormatlon and . . i . 1

(b) Any fraud, whether ort not rnatenat that-involves management or other employees who have a S|gn|f|cant
role in the reglstrants internal control over flnanC|a| reportlng b . 1

I -

Al

: i _ |

Date: February 22, 2007 | ]. l - el
.. i . N

s/ John J. Gillen :

~ John J. Gillen |
Senior Vice President and Chief Financial Officer .

—— - ——r
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. The foregorng certrfrgate is being furnished solely pursuant to 18 U.5.C. Section 1350 and is not berng fited

.
s
| + ‘

EXthlt 32a Certiflcatlon Pursuant to 18 U.S.C. Section 1350 as. Adopted

. Pursuant to Section 906 of the Sarbanes- -Oxley Actof 2002 .~ ... i'
[ .

DPL Inc and The Dayton Power and Light Company : L l e

The undersrgned ofﬂcers of.DPL Inc. and The Dayton Power and Light Company (the "Issuers”) hereby cert;fres

pursuant 1o 18 u.s. C Sectlon 1380, as adopted pursuant to Secnon 906 of the Sarbanes- Oxley Act of 2002

that the. lssuers Annual Report on Form_10-K for the period ended December 31, 2006, WhICh this certificate,
accompanies, fuIIy comphes with the requirements of Section 13(a) or, 15(d) of the Securmes Exchange Act
o0f 1934 and that the informatlon contained therein fairly presents in aII material respects, the financial conditicn
and results of operatnons of. the Issuers as of the dates and for the periods expressed thereln g

A S|gned ong:nal of thls wrltten statement required by Sectlon 906 of the. Sarbanes Oxley Act of 2002 or
other document authentlcatlng acknowledglng or otherwise adopting the signature that appears in typed form

lWIthII‘I the electromc version of this statement requwed by Section 906 of the Sarbanes Oxley Act of 2002, has

been provrded to. the1 Issuer and wiil be retained by the Issuers and furnished:to the Secuntles and Exchange
Commlssnon or |ts staff upon request “at :

H \
! i

Signed: | !

- P | i T : -
/s/ Paul M. Barbas , - :
Paul M. Barbas ' L
President and: Ch:ef Executwe Officer '

* i

Date: Februar{'/ 22, 2007 - ’ o
- l

as part of the Issuers Annual Report or as a separate disclosure document.

DPL Inc. 109
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- 'Exhrblt 32b - Certification Pursuant to 18 U.S.C. Section 1350 as Adopted
Pursuant to Sectron 906 of the Sarbanes-OxIey Act. of 2002 \,iv

DPL Inc. and The Daytton P0\fver and Light Company

The undersrgned ofhcel.‘rs of DE’L Ihc: and The' Dayton Power and Light Company {the “Issuers y hereby certlf:es 14
pursuant to 18 U.S. C Sectuon 1350 as adopted pursuant to Section 906 of the Sarbanes-OxIey Act of 2002 W
‘that the Issuers Annual Report on Form 10 K-for the perlod ended Decemb
) accompames fully conthIes with the requrrements of Sectron 13(a) or 15(d)
. 1 of 1934 and-that the lnformatlon contained thereln faIrIy presents in all material respects the financial condltlcn

.l
i

AR

YR W
¥

t

+
'v

4

e
- and resuils of operatlons of thle Issuers as of thé dates and for the periods expressed thérein.
- A 5|gned original’ of this written staternent requu'ed ‘by Sectlon 906 of the Sarbanes Oxley Act of 2002 or -

., bther document authentlcatmg acknowledgmg or otheiwise adoptlng the srgnature that appears in typed form _

’1‘1 -
»

qr 't-

. T

e

%....

urf') AR

VAt
FEE-AR

+

of the Securities Exchange Act

Tt

ry

1 ‘l
i

S

er 31 2006 whrch this certlflcate '

Sk

i
wrthln the: electr0n|c vers|on of this statément reqmred by Sectlon 906 of the Sarbanes Oxley Act ef 2002 has

|
been provided to the' Issuer and will be retained by the Issuers and- furmshel-d to the Securltles and Exchange

Commmsuon or its staﬁ upon request.

13
b .
Signed: -~

/s/ John-J. Gillen

|

f

i
: |
“John J. Gilien i
*, Senior Vice President
‘ l

Date: February 22.;2607

.

'

I

|
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Qorporate Informati ¢|m _ o p
l

‘Shareholder Information - www dpllnc com

Shareholder information is available at www.dpline.com, mcludrng

access to financal conference calls and presentations, Securities

and Exchange Commission {SEC) trlrngs and historical stock

‘and dividend data. Interested partres may also receive automated

e-mail alerts to DPL news releases and SEC filings. .
b

Online Shareholder Account Management -~

wWwWw. compulershare com , |

Shareholders may manage thelr DPL! Inc. common stock
account online at www. computershare com, Computershare is
the transfer agent for DPL commion "stock. Services available |
onling include reinvesting drvrdends ’enrolllng in glectronic
dividend deposit, changing an address selling shares, and
downloadrng forms. .

Transfer Agent Contact Informatlon i . -
l

By Mail: . -
Computershare Investor Services
P.O. Box 43078

Providence, Rl 02940- 3078

" By Overnight Delivery:

. Computershare Investor Services
250 Royall Street .
Canton, MA 02021 Z | :

Phone: ,800-736-3001 |
Fax;  781-575-3605 ‘
E-mail: shareholders@cornputershare com
www.computershare.com

Trustee ' F .
DP&L First Mortgage Bonds i
The Bank of New York :
Corporate Trust Administration
101 Barclay Street

New York, New York 10286
Also interest paying agent i .

Securlties Listing \
The New York Stock Exchange is the only national
securities exchange on which DPL Inc. common stock
is listed. The trading syrnbol is DPL|

"

2006 Dividends \ ]
Ex-Dividend Date - Record Date ! - Payable Date Amount
2/10/06 . 214/06 3/1/06 $ 025
5/11/06 - 5/15/06 6/1/06 $ 025
8/1.1/06 8/15/06 9/1/06 $ 025
11/13/06 11/15/06 1211/06 $ 025 t.
1 : . $ 1.00

{ v
Federal income Tax Status of 2006 Dividend Payments
- Dividends paid in 2006 on common and preferred stock are
fully taxable as dividend rncome .
. Il

. Dayton, Ohro 45432 .

" www. dpling.com
1

+

I

{

|

1.

}

- Dividend Reinvestment
DPL offers shareholders a simple and cost-effective way

to invest in the Company throughits dividend rernveslment

" program. Shareholders may eleci to have their cash drvrdends
automatrcatly rernvested in OPL common stock. In addrtron

_ shareholders have the option of making cash contrrbutrons

- of at least $25 and up to $1,000 each quarter. This program

is offered to exrslrng shareholders ¢nly. To enroll, contact
Computershare Investor Services at 800-736-3001, vasrt

WWW. computershare com, or call DPL Shareholder Services

at 800-322-9244.

¥

Dividend Dlrecl Deposit l '
Shareholders who are not reinvesting their dividends in
DPL may choose to have their. dividend payments deposrted
directly |nto a savrngs or checking account. This free servrce
ensures that payments will be available an the payment
- date, elrmrnatrng potential for mail delays and lost checks.
To enrofl, contact Computershare Investor Services at . i
800-736-3001 visit www.computershare.com, or call DPL
Shareholder Services at 800-322-9244. .
t
Annual Maetrng ) !
The Annual Meetlng of Sharetiolders will be held at the
Schuster Center One West Second Street, Dayton, Ohro
45402, on Frrday April 27, 2007 at 10:00 a.m. Eastern Trme
. t
Form 10-K Report - = - ) St
DPL Inc. reports details concerning its operalrons and other :
maiters annually to the Securities and Exchange Comrnrss:on
on Form 10K, which i is avaitable at www.dplinc.com ]
and will be supplled upon request. Please direct mqunr'es o
DPL Shareholc{er Services. '

Certlllcatlons b
The Company has filed as exhibits to its Annual Report:
on Form 10 K for the fiscal year ended Dec. 31, 2006, the

- cerlrlrcatlons of its President and Chigf Executive Olfrcer and
its Senior Vrce1Presrdent and Chief Financial Officer requrred
by Rule 13a—l4(a)]15d 14(a) of the Securities Exchange Act
of 1934. The Company submitted to the New York Stock
Exchange durrng 2006 the Annual CEQ Certification requrred
by Section 303A.12 of the New York Stock Exchange Lrsted
Company Manual |
DPLInc. | |
1065 Woodman Drive

8937-224- 6000'

DPL Shareholder Services
937-259-7,150, |
800-322-9244
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Officers

Paul M. Barbas
President and

Chiet Executive Officer
DPL Inc. and DP&L

Joseph R. Bonilll
Treasurer
DPL Inc. and DP&L

Frederick J. Boyle
Controller and

[Chief Accounting Officer
DPL tnc. and DP&L

Miggie E. Cramblit
Vice President,
General Counsel and
Corporate Secretary
DPL Inc. and DP&L

jJohn J. Gillen

Senior Vice President and
Chief Financial Officer
DPL inc. and DP&L

Arthur G. Meyer
Vice President
"DPL Inc. and DP&L

,Gary G. Stephenson
Vice Prasident
rCommercial Operations,
DPL Inc. and DP&L

Patricia K. Swanke
Vice President, Operations
DPL Inc. and DP&L

' W. Steven Wolff
President, Power Production
DPL Inc. and DP&L

Board of Directors

Glenn E. Harder

Non-Executive Chairman

DPL Inc. and DP&L

President, GEH Advisory Services
Former Executive Vice President and
Chief Financiai Cfficer

Carolina Power and Light

Raleigh, North Carolina

Paul M. Barbas
President and Chief Executive Officer
DPL Inc. and DP&L

Dayten, Ohio

AL
Robert D. Biggs

Farmer Executive Chairman
DPL Inc. and DP&L

Retired Managing Partner
PricewaterhouseCoopers

Chairman and Chief Executive Officer
H-P Products, Inc.
Louigville, Ohio

Barbara $. Graham
Former Senior Vice President
Pepco Holdings

Washington, D.C.

Ernie Green

President and Chief Executive Officer
Ernie Green Industries

Daytor, Ohio

W August Hlllt;anbrand
Non-Executive Vice-Chairman
DPL Inc. ang DP&L

Principal :

Hillenbrand Capital Partners
Retired President and

Chief Executive Officer
Hillenbrand Industries
Batesville, Ingdiana

Retired General, .S, Air Force
Former Comrmander of ithe

Air Force Materiel Command
Dayton, Chic

Dr. Ned J. Sifferlen
President Emeritus

Sinctair Community College
Dayton, Chio i
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