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In the Matter of the Application of The )
Dayton Power and Light Company for )
Authority to Execute and Deliver Long-Term )
Loan Agreements to Borrow up to a )
Maximum of $100 Million from the Chio Air )
Quality Development Authority or other )
Authorized Agency }

APPLICATION

To the Honorable Publi¢ Utilities Commisston of Ohio:

The Dayton Power and Light Company ("DP&L”), a public utility as defined by the Ohio
Revised Code, respectfully requests and represents the following:

1. DP&L proposes, with the necessary consent and authority of this Commission, to
borrow new funds from the Ohio Air Quality Development Authority, any statutory successor
thereto or other authorized issuer of tax exempt bonds (the “Authority”) from time to time in one
or more series, for a term or terms not to exceed 40 years. The principal amount of the loans
would be equal to the aggregate principal amount of tax exempt revenue bonds issued by the
Authority (the “Authority’s Bonds™). DP&L proposes to enter into one or more loan agreements
with the Authority (“Loan Agreements”) to evidence and secure its obligations to repay such

loans.

2. DP&L will generally use the proceeds from the loans to finance or reimburse the
costs of acquiring and constructing certain solid waste disposal facilities and related facilities
associated with the environmental control equipment at generating stations owned, in whole or

part, by DP&L.

3. DP&L.’s abligations under each Loan Agreement will be to repay all the principal
of, the premium, if any, and the interest on, the Authority’s Bonds as and when any and all
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payments are due. The Authority’s Bonds will be special obligations payable solely out of
revenues derived from the payments by DP&L under the respective Loan Agreements.

4, The Authority’s Bonds will be issued pursuant to one or more indentures of trust
(the “Indentures”) entered into or to be entered into between the Authority and a trustee to be

determined, which Indentures establish the terms of each series of the Authority’s Bonds.

5. DP&L proposes that it may, in its discretion, issue first mortgage bonds, procure
one or more lettets of credit, or purchase bond insurance to secure DP&L’s cbligations under
each individual Loan Agreement. Alternatively, the Loan Agreements may be unsecured. Each
Loan Agreement would stand alone, allowing DP&L the option of securing or not securing its
obligations. First mortgage bonds issued by DP&L in combination with the Authority’s Bonds
would grant bondholders (or, in some instances, the bond insurance company, if bond insurance
is purchased) a security interest in certain assets of DP&L. The first mortgage bonds would
mirror the terms of the Authority’s Bonds with respect to the principal and the interest rate.

6. DP&L expects to negotiate and conclude terms and conditions in the Loan
Agreements and the Indentures that not only allow the use of credit enhancements, but that also
allow for the selection of fixed or variable interest rates for a variety of interest rate periods,
thercby providing DP&L with increased flexibility to manage its portfolio of tax exempt debt
obligations. Such flexibility will allow DP&L to manage its overall interest expense, consistent

with its capital and cash flow requirements and capital market conditions,

7. In order to further enhance the flexibility of DP&L to manage interest rates,
DP&L requests authority to enter into certain interest rate management arrangements such as
“swaps,” “caps,” “collars,” “floors,” “options,” and “forwards,” “futures” or “forward starting
swaps.” Such interest rate management techniques are commonly used in today’s capiial
markets, and DP&L would only enter into such arrangements solely to hedge and manage

interest rate risk and not for speculative purposes.

3. Ti is expected that bond counsel will render its opinion that, under existing laws,
including regulations and official rulings by the Internal Revenue Service, interest on the
Authority’s Bonds will be excluded from gross income of the recipient thereof for federal

income tax purposes, except for interest on any bond held by a substantial user or a related
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person as those terms are used in Section 147(a) of the Internal Revenue Code of 1986, as
amended. Therefore, DP&L expects the interest rate on the Authority’s Bonds will be less than
the interest rate DP&L would be able to obtain on taxable bonds that DP&L could issue with

similar terms and conditions in the capital markets.'

9. The terms of each offering of the Authority’s Bonds will be negotiated by DP&L
with one or more underwriters. After approval of the terms by DP&L and the Authority, DP&L
proposes to arrange for the sale of each series of the Authority’s Bonds to the underwriters
(assuming multiple underwriters) pursuant to one or more bond purchase agreements between
the Authority and the underwriters, and pursuant to one or more letters of representation from

DP&L to the Authority and the underwriters.

10.  Subject to the limitations described below, DP&L proposes that the Commission
issues its order authorizing DP&L to execute and deliver the Loan Agreements and any
reimbursement or insurance agreements and related agreements and documents prior to the time
DP&L and the underwriters reach agreement with respect to the terms of any particular series of
the Authority’s Bonds. DP&L will agree to an offering price no higher than 101-1/2% nor less
than 98% of the principal amount of the Authority’s Bonds, plus accrued interest, at an interest
rate that may be either fixed or subject to adjustment at varying periods, but in either case not to
be in excess of 8.5% per annum at the initial issuance, and, with respect to a rate that is subject to
adjustment at varying periods, in no event will such inicrest rate exceed 13% per annum. If the
particular series of the Authority’s Bonds bears interest at a rate that is subject to adjustment, the
same would also include a feature that would allow the interest rate to become fixed under
certain circumstances. DP&L also proposes to agree to underwriting discounts and commissions
not in excess of 1.25% of the principal amount of the Authority’s Bonds. DP&L proposes the

Commission include such limits in its order.

11. Tt is anticipated that the underwriters would offer the Authority’s Bonds to

purchasers pursuant to one or more Official Statements. DP&L expects that the sale of the

! In any event, the interest rate for each series of the Authority’s Bonds will be determined by the capital markets,
based, among other factors, on DP&L’s credit rating, the interest mode (fixed or variable) and period sclected,
whether DP&IL.’s payment obligations are supported with any credit facility (such as bond insurance or a letter of
credit from a highly rated financial institution), and general market conditions.



Authority’s Bonds and the possible issuance and delivery of DP&L’s first mortgage bonds will

be exempt from registration under the Securities Act of 1933, as amended.

12.  Each transaction described herein is and shall remain consistent with the
Commissions’ Order in Case No. 99-1687-EL-ETP approving DP&L’s Transition Plan.

13.  Although DP&L expecis that the applicable interest rate on the Authority’s Bonds
will be less than the interest rate DP&L would be able to obtain on taxable bonds with similar
terms and conditions, the effect of such interest rates on revenue requirements can be determined
only in rate proceedings in which all factors relating to DP&L’s revenue requirements are taken

into account according to law.

14.  DP&L proposes to account for the expenses and discounts or “premimns, if any, of
the Authority’s Bonds as ‘prescribed in the Federal Energy Regulatory Commission Uniform

System of Accounts as currently in effect.

15. A balance sheet of DP&L showing its assets and liabilities as of June 30, 2007,
and an income statement of DP&L for the three (3) months and the six (6) months ended June
30, 2007 (unaudited), are attached and marked Exhibit A.

WHEREFORE, The Dayton Power and Light Company (“DP&L”) requests that this

Commission issue an order finding that:

(1) DP&L is a public utility as defined in Section 4905.02, Ohio Revised Code, and
as such is subject to the jurisdiction of this Commission.

2) The Application is filed under provisions of Section 4905.41, Ohio Revised
Code.

3) DP&L proposes to borrow from the Ohio Air Quality Development Authority,
any statutory successor thereto or other authorized issuer of tax exempt bonds
(the “Authority”) for a term or terms not to exceed 40 years, the proceeds of a
maximum of $100 million aggregated principal amount of the revemue bonds
which may be issued in one or more series by the Authority (the “Authority’s
Bonds™). DP&L proposes to enter into one or more loan agreements with the
Authority (“Loan Agreements”) to evidence and secure its obligation to repay
such loans.

(4) The loans are for the purpose of assisting DP&L in financing environmental
control equipment, including solid waste disposal facilities.
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(3)

(6)

(7

(8)

®)

DP&L’s obligations under the Loan Agreements will be to provide the Authority
with sufficient revenues to enable it to pay all of the principal of, premium, if
any, and interest on, the Authority’s Bonds. The Authority’s Bonds will be
special obligations payable solely out of revenues derived from the payments by
DP&L under the Loan Agreements.

The Authority’s Bonds will be issued pursuant to one or more indentures of trust
(“Indentures™) to be entered into between the Authority and a trustee to be
determined, which Indentures will establish the terms of each series of the
Authority’s Bonds.

DP&L will negotiate and conclude terms and conditions in the Loan Agreements
and the Indentures that will allow, but not obligate, the use of credit
enhancements to improve the credit rating of one or more series of bonds and to
permit the selection of fixed or variable interest rates for a variety of interest rate
periods, thereby providing DP&L with greater flexibility to effectively manage
its portfolio of taxable and tax exempt debt obligations. Such flexibility will
allow DP&L to manage its overall interest expense, consistent with its capital and
cash flow requirements and capital market conditions.

DP&L may improve the credit rating of the Authority’s Bonds by securing its
payment obligations under the Loan Agreements with first mortgage bonds,
letters of credit and/or bond insurance. The use of first mortgage honds would
allow bondholders (or the bond insurance company, if used in combination with
bond insurance) a security interest in certain assets of DP&L. The first mortgage
bonds would generally mirror the terms of the Authority’s Bonds with respect to
the principal and the interest rate.

If letters of credit are obtained, DP&L will enter into one or more reimbursement
agreements with one or more qualified financial institutions. Such
reimbursement agreements would require DP&L to reimburse the financial
institutions for all drawings made under the Letters of Credit and to pay annual
fees not in excess of 1.5% of the amount available under the Letter of Credit.

DP&L may also secure its payment obligations under the Loan Agreements by
purchasing one or more bond insurance policies from one or more insurance
creditworthy companies. In such event, the Authority’s Bonds would be rated in
a higher category by credit rating agencies than would be the case without such
bond insurance and therefore such bonds would be expected to have a lower
interest rate. DP&L will not obtain such a bond insurance policy unless the
present value of the estimated debt service savings resulting from such lower
interest rate is expected to exceed the amount of the premium payable by DP&L
to obtain such policy.

To facilitate the issmance of this order prior to the time DP&L agrees with
underwriters on the terms of the Authority’s Bonds, it is appropriate and
reasonable for this Commission to authorize DP&L to execute and deliver one or
more Loan Agreements with the Authority to borrow the proceeds from the sale
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(10)

(11)

(12)

(13)

(14)

of the Authority’s Bonds at a public offering price no higher than 101-1/2% nor
less than 98% of the principal amount of the Authority’s Bonds, plus accrued
interest, if any, at an interest rate to be determined as set forth in the Application
and incorporated herein by reference, and to agree to underwriting discounts and

commissions not in excess of 1.25% of the principal amount of the Authority’s
Bonds.

The maximum amount of the loans is just and reasonable, and the probable
expense and other terms thereof, within the limits described above, to be
determined pursuant to arm's length negotiation between DP&L and
underwriters, are just and reasonable.

The interest rate on each series of the Authority’s Bonds, which is generally
exempt from federal income tax to the bondholders, will be less than the interest
rate DP&L would be able to obtain on taxable bonds with similar terms and
conditions. The effect of such interest rates on revenue requirements can be
determined only in rate proceedings in which all factors relating to DP&L’
revenue requlrements are taken into account according to law.

The flexibility of DP&L to manage interest rates and interest rate nisk will be
further enhanced if DP&L is authorized to enter into certain interest rate
management arrangements such as “swaps,” “caps,” “collars,” “floors,”
“options,” and “forwards,” “futures” or “forward starting swaps.” Such interest
rate management techniques are commonly used in today’s capital markets, and
DP&L requests authority to enter into such arrangements solely to hedge and

manage interest rate risk and not for speculative purposes.

DP&L proposes to account for the expenses and discounts or premiums, if any,
of the Authority’s Bonds as prescribed in the Federal Energy Regulatory
Commission Uniform System of Accounts as currently in effect.

The cash proceeds from the issuance of the Authority’s Bonds are reasonably
required and the money to be procured therefrom is necessary for DP&L’s lawful
capital purposes, and the Commission is satisfied that consent and authority
should be granted accordingly.

FURTHER, The DP&L requests that this Commission issue the following order:

1.

DP&L is hereby authorized to borrow from the Authority in one or more series

for a term or terms not to exceed 40 years the proceeds of a maximum of $100 million aggregate

principal account of the Authority’s Bonds, and in connection therewith, to execute and deliver

one or more Loan Agreements between DP&L and the Authority.



2, DP&L is hereby authorized, upon DP&L’s discretion, to issue and deliver first
mortgage bonds corresponding to the Authority’s Bonds with respect to the principal amounts

and interest rates.

3. DP&L is hereby authorized, upon DP&L’s discretion, to (i) obtain one or more
bond insurance policies for the Authority’s Bonds or any series thereof and to execute and
deliver one or more insurance agrecments with such bond insurers, (ii) obtain letters of credit
from one or more qualified financial institutions for the Authority’s Bonds or any series thereof
and to execute and deliver one or more reimbursement agreements with such financial
institutions, or (iii} allow the Authority’s Bonds or any series thereof to be issued without the

benefit of either letters of credit or bond insurance policies.

4. The Authority’s Bonds shall be sold at an offering price no higher than 101-1/2%
nor less than 98% of the principal amount of the Authority’s Bonds, plus accrued interest, if any,
at an interest rate and for interest periods to be determined as set forth in the Application and
incorporated herein by reference, but such interest rate shall not to be in excess of 8.5% per
annum at the initial issuance, and, with respect to a rate that is subject to adjustment at varying
periods, in no event will such interest rate exceed 13% per annum, and underwriting discounts

and commissions shall not exceed 1.25% of the principal amount of the Authority’s Bonds.

5. DP&L is also authorized to enter into certain interest rate management

¥ i

arrangements such as “swaps,” “caps,” “collars,” “floors,” “options,” and “forwards,” “futures”

or “forward starting swaps” solely to hedge and manage interest rate risk and not for speculative

purposes.

6. When the Authority’s Bonds are issued and sold, DP&L shall report to this
Commission the terms and full particulars regarding the sale of the Authority’s Bonds, including,
but without limitation, the maturity, the principal amount, the interest rate, the amount of the
discounts and commissions to the underwriters in dollars and as a percent of the principal
amount of the Authority’s Bonds, and the cost of funds loaned to DP&L.

7. DP&L is hereby authorized to account for the expenses and discounts or
premiums, if any, of the Authority’s Bonds as prescribed in the Federal Energy Regulatory

Commission Uniform System of Accounts as currently in effect.
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8. Nothing in this order shall be construed to imply any guaranty or obligation as to
the indebtedness to be incurred by DP&L, or the interest thereon, on the part of the State of
Ohio.

Respectfully submitted this 26th day of July 2007.

Timothy G. Rice, Esq.
1065 Woodman Drive
Dayton, Ohio 45432
DP&L’s Attorneys

THE DAYTON POWER AND LIGHT COMPANY

o CJf K F

h K, Boni III reasurer

STATE OF OHIO )
COUNTY OF MONTGOMERY ) ss:

Personally appeared before me Joseph R. Boni Il who being first duly swom, say that he
is theTreasurer of The Dayton Power and Light Company, thai he did sign the foregoing
Application, and that the statements contained therein are true as he verily believes.

Sworn to and subscribed before me this 26th day of July 2007.
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THE DAYTON POWER AND LIGHT COMPANY

CONDENSED CONSOLIDATED STATEMENT OF RESULTS OF OPERATIONS

Three Months Endad Six Monthe Ended
% in millicns June 31, June 30,
2007 2006 2007 2008
Revenues $ 3.2 $ 3067 $ 787 $ 6458
Cast of revenues:
Fuel 62.3 76.2 151.8 160.1
Purchased power 83.8 38.4 136.5 64.0
Total cost of revenues 146.1 114.6 288.3 2241
Gross margin 195.1 192.1 4304 421.7
Operating axpenses:
Operation and maintenance 72.4 59.6 131.8 1138
Depreciation and amortization 3314 325 63.8 63.8
General taxes 27.4 2586 55.0 53.1
Amortization of regulatory assets 25 1.7 54 28
Total operating expenses 1354 119.4 256.0 2335
Operating income 59.7 727 174.4 1882
Other Income / (expense), net
Investment income 4.7 1.3 6.2 3.2
Other income (deductions) {0.2) 0.8 0.5 0.3
Net gain on settliement of executive litigation 35.3 - 36.3 -
Interest expense {4.8) (5.3 {10.2) {12.0)
Total other income / (expense), nat 35.0 {3.2) 3.9 (8.5)
Eamings Before Income Tax 94.7 89.5 206.3 178.7
Income tax expense 35.6 255 774 68.8
Net Income $ 591 $ 440 $ 1289 $ 109
Preferred dividends 0.2 0.2 0.4 0.4
Earnings on common stock $ 589 § 438 $ 1285 $ 1105

See Notes fo Condensed Consoiidated Financial Statements.
These interim statements are unaudited.




THE DAYTON POWER AND LIGHT COMPANY
CONDENSED CONSOLIDATED BALANCE SHEET

At At
June 30, Dacember 31,
$ in millions 2007 2006
ASSETS
Current assots:
Cash and cash equivalenis $ 4.4 $ 46.1
Restricted funds held in trust - 10.1
Accounts receivable, less provision for uncollectible
accounts of $1.6 and $1.4, respectively 245.0 205.6
Inventonies, at average cost 5.4 83.0
Taxes applicable to subsequent years 236 48.0
Other current assets 142 382
Total current assets 3826 4310
Propearty:
Property, plant and aquipment 46161 44508
Less: Accurnulated depreciation and amorization (2,112.9) {2,079.0)
Net property 2,503.2 23716
Other noncurrent assels:
Regulatory assets 1404 148.6
Qther assels 107.9 139.1
Total other noncurrent assets 248.3 287.7
Total Assets $ 31344 $§ 30903

Sae Notes fo Condansed Consolidated Financial Statements.
These interim statements are unaudifed.



THE DAYTON POWER AND LIGHT COMPANY

CONDENSED CONSOLIDATED BALANCE SHEET

At A
June 30, Dacember 31,
$ in millions 2007 2006
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liahilities:
Current portion - long-term debt $ 08 $ 09
Accounts payable 2057 166.2
Accrued taxes 103.1 159.6
Accrued interast 13.0 1286
Shortterm dabi 105.0 -
Other current liabilities 2.3 354
Total curment liabilities 456.9 374.7
Noncurrent llabliiles:
Long-term debd 784.9 785.2
Deferred taxes 3726 3602
Unamortized invesiment tax credit 42.2 438
Other deferred credils 2220 272.5
Tolal noncurrant liabilities 1.421.7 1,461.5
Cumulative preferred stock not subject to mandatory redemption 229 2290
Commitments and contingencies (Note 9) - -
Common shareholders' equity:
Common stock, at par value of $0.01 per share: 04 0.4
Other pald-in capital 783.2 783.7
Accumulated other comprehensive incoms 13.5 15.1
Retained eamings 438.5 432.0
Total commen shareholders' equity 1,232.8 1,231.2
Total Liabilities and Sharehoklers' Equlty $ 3713441 $ 30903
——— ...~

Sea Notes to Condensed Consolidated Financiel Stalements.
These inferim statemants ara unaudited.




