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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Unaudited Consolidated Statements of Incon
(In Thousands

UTILITY OPERATING REVENUES

UTILITY OPERATING EXPENSES:
Operatior
Fue
Other operating expen:
Power purchasi
Maintenanc
Depreciation and amortizati
Taxes othe than income taxi
Income taxe- ne
Total utility operating expens
UTILITY OPERATING INCOME

OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constroi
Other- ne!

Income tax benef- ne
Total otheincome and (deduction- ne

INTEREST AND OTHER CHARGES:
Interest on lon-term dek
Other intere:
Allowance for borrowed fundssed during constructit
Amortization of redemption premiums and expenséeb
Preferred dividends of subsidi
Total interest and other char¢- ne:
NET INCOME
Other comprehensive inco
TOTAL COMPREHENSIVE INCOME

Three Months Ended

Six Months Ended,

June 30 June 30

2007 2006 2007 2006
$ 258,43C $ 250,907 $ 521,067 $ 506,52¢
61,917 73,779 121,959 140,372
40,885 40,618 81,065 80,487
8,882 8,141 24,302 19,623
21,978 28,391 42,223 56,122
35,431 33,703 70,320 67,394
10,846 9,671 20,986 19,782
27,133 19,316 55,710 41,363
207,072 213,619 416,565 425,143
51,358 37,288 104,502 81,380
1,418 1,104 2,244 1,842
(67) 203 (283 (1,277
6,443 8,439 12,957 19,007
7,794 9,746 14,918 19,572
28,185 27,806 55,767 55,527
497 798 1,422 1,575
(1,178 (733 (1,918 (1,309
800 778 1,583 1,581
804 804 1,607 1,607
29,108 29,453 58,461 58,981
30,044 17,581 60,959 41,971
- 778 - 1,456
$ 30,044 $ 18,35¢ $ 60,959 $ 43,427

See notes to unaudited consolidated financial reeés.



IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Unaudited Consolidated Balance Sheets
(In Thousands)

June 30, December 31,
ASSETS 2007 2006
UTILITY PLANT:
Utility plant in service $ 3,604,229 $ 3,578,525
Less accumulated depreciation 1,524,292 1,485,459
Utility plant in service ne' 2,079,937 2,093,06¢
Construction work in progress 217,256 152,801
Spare parts inventory 1,510 1,587
Property held for future use 591 591
Utility plant- ne: 2,299,294 2,248,04¢
OTHER ASSETS:
Nonutility property - at cost, less accumulatepmciation 705 709
Other investments 10,059 10,141
Other asse- ne! 10,764 10,850
CURRENT ASSETS:
Cash and cash equivalents 21,692 8,645
Restricted cash 95,640 31,720
Accounts receivable and unbilled revenue (lessvaince
for doubtful accounts of $2,061 and $1,802peesvely) 68,548 67,875
Fuel - at average cost 25,758 30,589
Materials and supplies - at average cost 53,352 53,045
Net income tax refunds receivable 2,552 5,800
Deferred tax asset - current 2,978 -
Regulatory assets 1,159 4,508
Prepayments and other current assets 22,058 8,065
Total current aets 293,737 210,247
DEFERRED DEBITS:
Regulatory assets 313,166 320,413
Miscellaneous 21,603 18,410
Total deferred deb 334,76¢ 338,823
TOTAL $ 2,938,56¢ $ 2,807,96¢
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder's deficit:
Premium on 4% cumulative preferred stock $ 649 $ 649
Paid in capital 4,249 3,479
Accumulated deficit (23,611) (54,808)
Accumulated other comprehensive loss - (2)
Totd common shareholder's def (18,713 (50,682
Cumulative preferred stock of subsidiary 59,135 59,135
Long-term debt 1,646,542 1,481,516
Total capitalizatic 1,686,964 1,489,96¢
CURRENT LIABILITIES:
Line of credit and current portion of long-termbd 80,000 155,000
Accounts payable and accrued expenses 73,543 74,472
Accrued real estate and personal property taxes 19,191 15,908
Accrued income taxes 762 -
Accrued interest 25,986 26,096
Customer deposits 15,249 14,446
Other current liabilities 11,638 10,049
Total current liabilitie 226,36¢ 295,971
DEFERRED CREDITS AND OTHER LONG -TERM LIABILITIES:
Accumulated deferred income taxes - net 393,462 425,638
Non-current income tax liability 24,063 -
Asset retirement obligations 443,345 431,993
Unamortized investment tax credit 18,911 20,216
Accrued pension and other postretirement benefits 135,127 132,453
Miscellaneous 10,323 11,725
Total eferred credits and other Ic-term liabilities 1,025,231 1,022,02%
COMMITMENTS AND CONTINGENCIES (Note 9)
TOTAL $ 2,938,564 $ 2,807,965

See notes to unaudited consolidated financial reités.



IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Unaudited Consolidated Statements of Cash Floy

(In Thousands

Six Months Ended

June 30
2007 2006
CASH FLOWS FROM OPERATIONS:
Net income $ 60,95¢ $41,971
Adjustments to reconcile net income to net
provided by operating activitie
Depreciation and amortizati 69,186 66,857
Amortization of regulatory ass 3,359 2,126
Deferred income taxes and investment tax ceajitstment- ne: (5,978 19,757
Gains o sales and exchange of environmental emissiongatioe (655 (4,690
Gain on sales of ass+ nel 3) 116
Noncash dividend incor - (410
Preferred dividends of subsidi 1,607 1,607
Allowance for equity funds used cng constructio (2,200 (1,821
Change in certain assets and liabili
Accounts receivak (673 (2,918
Fuel, materials and suppl! 4,524 (7,527
Income taxes receivable or pay: 4,748 6,560
Accounts payable a accrued expens 1,280 (5,326
Accrued real estate and personal property 3,282 505
Accrued intere (110 431
Pension and other postretirement benefit exgz 2,674 8,231
Shor-term and lon-term regulatory asseand liabilities 1,663 24,614
Other- ne: (7,915 (5,243
Net cash provided by operating activi 13574¢ 144,840
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditure- utility (101,730 (98,691
Increase in resicted cas (63,415 -
Purchase of environmental emissions allowe (1,298 (14,299
Purchase of sh-term investment (63,750 (19,150
Proceeds from sales and maturities of ~term investment 56,591 20,075
Othe (5,035 (3,639
Net cash used in investing activit (178637) (115,704
CASH FLOWS FROM FINANCING ACTIVITIES:
Shor-term borrowings- ne (75,000 14,300
Lonc-term borrowing 164,985 -
Dividends on common sto (30,200 (43,500
Preferred dividends of subsidi (1,607 (1,607
Othe (2,242 (569
Net cash used in financing activit 55,936 (31,376
Net change in cash and cash equiva 13,047 (2,240
Cash and cash equivalents at beginning of p 8,645 6,008
Cash and cash equivalents at end of p $ 21,692 $ 3,768
Supplemental disclosures of cash flow informa
Cash paid during the period 1
Interest (net of amount capitalized) $ 56,962 $ 55,411
Income taxes $ 43,984 ($3,962)

See notes to unaudited consolidated financial reités.




IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statemest

1. ORGANIZATION

IPALCO Enterprises, Inc. (“IPALCQO”) is a wholly-oved subsidiary of The AES Corporation (“AES”). IPADC
owns all of the outstanding common stock of itssidilaries. These include its regulated electrilitysubsidiary,
Indianapolis Power & Light Company (“IPL"), and iteiregulated subsidiary, Mid-America Capital Resesr Inc.
(“Mid-America”). Substantially all of IPALCO’s busess consists of the generation, transmissionjldison and sale
of electric energy conducted through IPL. IPL hpgraximately 468,000 retail customers in the citynalianapolis
and neighboring cities, towns and communities, adfjdcent rural areas all within the state of Indiahe most distant
point being approximately forty miles from Indiarmdip. IPL has an exclusive right to provide elecservice to those
customers. IPL owns and operates two primarily-fioadl generating plants, one combination coal gastfired plant
and two separately-sited combustion turbines tfeaal used for generating electricity. IPL’s nkdatric generation
capability for winter is 3,500 megawatts and nehswer capability is 3,361 megawatts, which incluttesacquisition
of an 80 megawatt combustion turbine purchasediyn23, 2007 (see Note 10, “Subsequent Event”).-Miderica
conducts IPALCO'’s unregulated activities.

2. BASIS OF PRESENTATION

The accompanying consolidated financial statemientade the accounts of IPALCO, IPL and Mid-Amerigdl
significant intercompany amounts have been elirethalhe accompanying financial statements are uteal)d
however, they have been prepared in accordanceaasitbunting principles generally accepted in théddinStates of
America (“GAAP”) for interim financial informatioand in conjunction with the rules and regulatiohthe Securities
and Exchange Commission. Accordingly, they do nolude all of the disclosures required by GAAPdanual fiscal
reporting periods. In the opinion of managemenadjustments of a normal recurring nature necedsargir
presentation have been included. The electridyblisiness is affected by seasonal weather patteraughout the
year and, therefore, the operating revenues amtiassd operating expenses are not generated elvgmhpnth during
the year. These unaudited financial statements besg prepared in accordance with the accountifigig®described
in IPALCO's audited financial statements for tharyended December 31, 2006, included in its anmayoart on Form
10-K/A and should be read in conjunction therewith.

The preparation of financial statements in confeymiith GAAP requires that management make cegatimates
and assumptions that affect the reported amourdssats and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeiitse reported amounts of revenues and expensegdbe reporting
period may also be affected by the estimates asuhgsions management is required to make. Actsaltemay
differ from those estimates.

3. NEW ACCOUNTING PRONOUNCEMENTS

Financial Accounting Standards Board (“FASB”) Interpretation No. 48 “Accounting for Uncertainty in
Income Taxes”

In July 2006, the FASB issued FASB Interpretatiam M8, “Accounting for Uncertainty in Income Taxg$FIN
No. 48"), which clarifies the accounting for un@énty in income taxes recognized in a company'arfial statements
in accordance with FASB Statement No. 109, “Accountfor Income Taxes.” The interpretation prescsibe
recognition threshold and measurement criteriatf@ financial statement recognition and measureroéra tax
position taken or expected to be taken in a taxmett also provides guidance on derecognitioassification, interest
and penalties, accounting in interim periods, disgte and transition.

IPALCO adopted the provisions of FIN No. 48 on Jagul, 2007. Under FIN No. 48, IPALCO must recagni
the tax benefit from an uncertain tax position ahlyis more likely than not that the tax posiiwill be sustained on
examination by the taxing authorities, based ortebbnical merits of the position. The tax benefisognized in the
financial statements from such a position are meaisbiased on the largest benefit that has a griefifty percent
likelihood of being realized upon ultimate resabuti The impact of IPALCO’s reassessment of itspasitions in
accordance with FIN No. 48 did not have a mateffect on the results of operations, financial dgbod or liquidity.
See Note 5 “Income Taxes”.



Statement of Financial Accounting Standards (“SFAS) No. 157 “Fair Value Measurements”

In September 2006, the FASB released SFAS No. “Failt, Value Measurements,” to define fair valugabtish a
framework for measuring fair value in accordancthwiccounting principles generally accepted inUhéed States of
America, and expand disclosures about fair valuasmeements. SFAS No. 157 is effective for fiscalrgedeginning
after November 15, 2007. Management has deternti&FAS No. 157 will not have a material impatioarr
results of operations or financial position.

SFAS No. 159 “The Fair Value Option for Financial Assets and Financial Liabilities”

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Firianc
Liabilities.” SFAS No. 159 permits entities to clseato measure many financial instruments and ceothier items at
fair value and establishes presentation and disida®quirements designed to facilitate comparifataeen entities
that choose different measurement attributes foilai types of assets and liabilities. SFAS No. ib6ffective for
IPALCO beginning in 2008, but early adoption ismp#ted. IPALCO has chosen not to early adopt andagament
does not believe SFAS No. 159 will have a matémiglact on our results of operations or financiadipon.

4. SEGMENT INFORMATION

Operating segments are components of an entefprisenich separate financial information is avaié@abnd is
evaluated regularly by the chief operating decisiaker in assessing performance and deciding h@aldoate
resources. Substantially all of our business ctmsisthe generation, transmission, distributiod aale of electric
energy conducted through IPL. IPALCQO’s reportahisibess segments are electric and “all other.” BHether”
category primarily includes the IPALC&¥50 million Senior Secured Notes as of June 307 20hd December 31,
2006, approximately $2.9 million and $0.9 milliohrmnutility cash and cash equivalents, as of Bhe007 and
December 31, 2006, respectively; long-term norutifivestments of $9.0 million at each of June Z)7 and
December 31, 2006, and income taxes and intedastdeto those items. There was no utility opegainitome other
than the activities of IPL during the periods c@geby this report. Nonultility assets represented tkan 1% of
IPALCO's total assets as of June 30, 2007 and DieeeB1, 2006 and there were no nonutility capixpleaditures
during the six-month periods ended June 30, 20@7Jane 30, 2006.

5. INCOME TAXES

IPALCO's effective combined state and federal inediax rates for the six month periods ended Jun@@W/ and
2006 were 41.2% and 34.8%, respectively. The |@ffective rate reported in 2006 was primarily calisg the
recognition of interest income related to incomestarecorded during the first quarter of 2006 essalt of the
completion of an IRS examination of our filings the period 1996 through March of 2001.

AES files federal and state income tax returns tviciensolidate IPALCO and its subsidiaries. Undexasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incoAsea
subsidiary of AES, IPALCO files income tax retuinghe U.S. federal jurisdiction and the staterafihina. IPALCO
is no longer subject to U.S. or state income tat@rations for tax years prior to December 31, 2001

As described in Note 3, “New Accounting Pronouncetsie IPALCO adopted the provisions of FIN No. 48,
“Accounting for Uncertainty in Income Taxes,” omiary 1, 2007. The implementation of FIN No. 48uteed in
primarily a reclassification of Accumulated defeftex liabilities to Non-current income taxes pdgadind no
significant cumulative impact to Accumulated DeficThe gross unrecognized tax benefit balancd #wealate of
adoption was $22.8 million. The balance of unrexoed tax benefits represents tax positions forctvitiie ultimate
deductibility is highly certain but for which theiguncertainty about the timing of such dedudtiil Because of the
impact of deferred tax accounting, other than egeand penalties, the disallowance of the shddductibility period
would not affect the annual effective tax rate Wwatld accelerate the payment of cash to the taairlgority to an
earlier period. It is expected that the amounirokecognized tax benefits may change in the nestivevmonths;
however, management does not expect the changevéoahsignificant impact on IPALCO's financial staents.

Tax-related interest expense is reported as sop#re provision for federal and state income tax@snalties, if
incurred, would also be recognized as a comporfgakexpense. As of January 1, 2007, IPALCO kasmded a
liability of $3.3 million for the payments of intest and a receivable of $0.7 million for a refufidghterest. Included in
the recorded interest is a $1.9 million liabilitydaa $0.7 million receivable anticipated to be fraickived within 12



months of the reporting date. The liability/re@ie for the payment/receipt of interest did notarally change as of
June 30, 2007.

6. INDEBTEDNESS

On June 15, 2007 IPL issued $165 million of firgrtgage bonds, 6.60% Series, due June 1, 203Ze&ts from
this offering were used to effect the repaymentupaturity of IPL’s first mortgage bonds, 7.375%i8g, due August
1, 2007 in the aggregate principal amount of $8laniand to finance a portion of its constructjprogram, reimburse
its treasury, repay outstanding short-term borrgwimcurred by IPL for such purposes, and for otfesreral corporate
purposes. As of June 30, 2007 the proceeds usftetd the repayment of the August 1, 2007 matwwigye held in
escrow with the trustee and included in restrictesh on the accompanying unaudited consolidatethbalsheet. In
addition, $15.6 million of restricted cash remafiresn the $31.7 million at the beginning of 2007 iethis being held
to reimburse IPL for expenditures on certain gyald environmental facilities.

7. PENSION AND OTHER POSTRETIREMENT BENEFITS

Employees’ Retirement Plan:Approximately 90% of IPL’s active employees argered by the Employees’
Retirement Plan of Indianapolis Power & Light Compd“Defined Benefit Pension Plan”); as well ag Bmployees’
Thrift Plan of Indianapolis Power & Light Compariif firift Plan™). The Defined Benefit Pension Plana qualified
defined benefit plan, while the Thrift Plan is aatified defined contribution plan. The remainin@fa of active
employees are covered by the AES Retirement SaHtays(“RSP Plan”). The RSP Plan is a qualifiefindel
contribution plan containing a profit sharing compat. All non-union new hires are covered underRISP Plan,
while International Brotherhood of Electrical Work€“IBEW”) physical bargaining unit union new hirare covered
under the Defined Benefit Pension Plan and Tht&hPAs a result of ratifying a new four-year lalagreement
between the IBEW clerical-technical unit and IPIMarch 2007, new hires in this bargaining unitiaodonger
covered under the Defined Benefit Pension Planlillteceive, based on company performance, anaramp sum
company contribution into the Thrift Plan. The Defil Benefit Pension Plan is noncontributory arfdnsled through a
trust. Benefits are based on each individual engatsypension band and years of service as oppogbdit
compensation. Pension bands are based primarijlyboduties and responsibilities. Management doésmaently
expect any of the pension assets to revert batikitaluring 2007.

In addition, IPL will change its measurement dataf November 30 to December 31 coinciding withplan year
ending December 31, 2008.

Supplemental Retirement Plan:Additionally, a small group of former officers atttkir surviving spouses are
covered under a funded non-qualified supplememasion plan.

Pension Funding:IPL’s funding policy for the Defined Benefit Pensi®lan and the Supplemental Retirement
Plan is to contribute annually no less than theimmiimn required by applicable law, nor more thanrtteximum
amount that can be deducted for federal incom@tagoses, with the plan to avoid the “at risk” staand to meet
targeted funding levels necessary to qualify urstigndards of the Pension Benefit Guaranty Corpordtir exemption
from certain administrative requirements.

For funding purposes, the Defined Benefit Pensilam Rill be exempt from any required funding dur2@07. At
this time, IPL does not intend to make any contidns to the Defined Benefit Pension Plan durin@2however,
management will continue to review possible fundingnarios throughout 2007. The Supplemental Re¢ingé Plan is
not projected to have any contributions; howevepeahding on the return on assets, contributionshmeagquired in
2007. If funding is required, the amount is ngbeoted to be material.



The following table presents information relatingiie Pension Plans combined:

For the Three Months Ended, For the Six Months Ended,

Pension Benefits June 30, June 30,

2007 2006 2007 2006
Components of net periodic benefit cost (In Thousands)
SEIVICE COSE..uuviiiiiiireiieiieeseiiemmeee e e $ 1,472 $ 1,368 $ 2,943 $ 2,73
INTEreSt COSE....uuiiiiiiieiiiiiiieeeeeeeee e 7,152 6,969 14,304 13,936
Expected return on plan assets................ (7,703) (6,777) (15,406) (13,554)
Amortization of actuarial l0Ss.................... 1,409 1,299 2,818 2,599
Amortization of prior service cost.............. 687 565 1,374 1,130
Net periodic benefit cost...........cceeeev i e $ 3,017 $ 3,424 $ 6,033 $ 8,84

Expected amortization: The estimated net loss and prior service casthi® pension plans that will be amortized
from the regulatory asset into net periodic berefit over the 2007 plan year are $5.7 million $2d million,
respectively (Defined Benefit Pension Plan of $&ibion and $2.7 million, respectively; and the $lgmental
Retirement Plan of $0.2 million and $0.0 millioespectively).

Other Postretirement Benefits:IPL provides postretirement health care benefitssttain retired or active
employees and the spouses of certain retired iveagmployees. Other postretirement benefit castghie six month
periods ended June 30, 2007 and 2006, were $1liomaind $1.4 million, respectively.

The following table presents information relatigother postretirement benefits:

For the Three Months Ended, For the Six Months Ended,

Other Postretirement Benefits June 30, June 30,

2007 2006 2007 2006
Components of net periodic benefit cost (In Thousands)
SEIVICE COSE...uvvvieieieee it e $ 330 $ 362 $ 661 $ 723
INterest COSt......coeeveiiiiiiiii e, 145 159 290 317
Amortization of prior service cost.............. 2 171 3 343
Net periodic benefit cost...........cceveei i e $ 477 $ 692 $ 954 $1,383

Expected amortization: The estimated net loss and prior service casthi® other postretirement plan that will be
amortized from the regulatory asset into net pecibenefit cost over the 2007 plan year are noeetgd to be
material.

8. REGULATORY MATTERS

Empower: On August 23, 2006, we filed a petition with thelibma Utility Regulatory Commission (“IURC") in
which we sought approval for a new customer chplaa called Empower. The three elements of Empaveze: (1)
renewable energy options, (2) energy efficiencyamstand (3) customer service and pricing optidine renewable
energy options include a Green Power initiativegkeable energy education and a commitment to irmest
renewable energy project. Energy efficiency optiaresdemand-side management (“DSM”) options witthcais on
energy efficiency. The customer pricing optionaigchave provided a voluntary alternative to ogulated rates and
services and included choices for a Sure Bill, &iRate or Time of Use program. The Empower planpvaposed to
replace Elect Plan to allow revenues and expersated to customers within the plan to be treatedom-
jurisdictional in our authorized jurisdictional reberating income calculation. In March 2007, wehdiew this
petition and the IURC dismissed the petition inyR007. As a result of the expiration of Elect Péandl the withdrawal
of Empower, net operating income from customersphaviously participated in Elect Plan programaadsv included
in our authorized jurisdictional net operating in@calculation. The IURC has initiated state-widecpedings into the
effectiveness of DSM programs offered across Iraliais well as time-based pricing and other demaspbinse
programs. These were also features of the propesgabwer filing. We are participating in each ofgsberoceedings.

Green Power and Demand Side Managemenin June 2007, IPL received IURC approval to offee& Power
as a tariff rate in order to continue to providis ttustomer option without interruption. In additjoPL received IURC
approval in July 2007 of a new DSM petition requstin extension of the DSM programs currentlylacp until June
30, 2009.



Fuel Adjustment Charge: IPL may apply to the IURC for a change in its fakarge every three months to
recover its estimated fuel costs, including the fusgtion of purchased power costs, which may bevalor below the
levels included in IPL's basic rates and chardgels.rhust present evidence in each fuel adjustmearigeh(“FAC”)
proceeding that it has made every reasonable éff@tquire fuel and generate or purchase powdioitr, so as to
provide electricity to its retail customers at tbeest fuel cost reasonably possible.

In IPL's March 2006 FAC proceeding, a consumer adey group representing some of our industrialarasts
requested that a sub-docket be established toweie fuel costs. The hearing on instituting tidgdFsub-docket was
held on May 3, 2006 and IPL received an Order oy ¥ 2006 approving the establishment of a sulketoo review
its fuel costs. Our recent FAC Orders approved Faddfors on an interim basis, subject to refund, dubhe
establishment of the sub-docket. To date, no pureddchedule for this proceeding has been eskedulis

Purchased power costs below an established benkhemarpresumed to be recoverable energy costs. rUnde
settlement agreement amended and approved by R€ I March 2007, which expires April 30, 2008, thenchmark
for IPL is established prospectively each montreldam the lesser of the futures settlement prictherast trading day
of the current month for next month, for naturabkga No. 2 fuel oil. The settlement also genergltgvides for
recovery of 85% of power purchased up to $700/MWheplace capacity losses for certain full forcedages and
environmental derates (unit impairment for enviremtal conditions) for power purchases up to the fi1% of IPL’s
total rated summer capacity in any hour and futloxery for power purchases exceeding 11% of IPhfaltrated
summer capacity in any hour.

9. COMMITMENTS AND CONTINGENCIES
Legal

IPALCO and certain former officers and directordALCO are defendants in a class action lawsuitenthe
Employment Retirement Income Security Act, filedhe U.S. District Court for the Southern Distiétindiana,
regarding matters arising from the acquisitionRALCO by AES. The lawsuit was filed in March 200&iaalleged
breach of fiduciary duties with respect to shargd im IPL’s 401(k) Thrift Plan. A bench trial waeld in February
2006 to determine whether there were any breadhsdugiary duties. On March 28, 2007 the courtiess its
judgment, finding for the defendants. An appegdading.

As of June 30, 2007 and December 31, 2006, IPLanefendant in approximately 116 and 114 pendiwgués,
respectively, alleging personal injury or wrongfiglath stemming from exposure to asbestos and ashEsitaining
products formerly located in IPL power plants. s been named as a “premises defendant” in thati¢Phot mine,
manufacture, distribute or install asbestos or stelsecontaining products. These suits have beamght@n behalf of
persons who worked for contractors or subcontradioed by IPL. IPL has insurance which may cowena portions
of these claims; currently, these cases are beifended by counsel retained by various insurerswiiode policies
applicable to the period of time during which mwthhe exposure has been alleged.

It is possible that material additional loss widlyard to the asbestos lawsuits could be incurrethigtime, an
estimate of additional loss cannot be made. IPLsk#ted a number of asbestos related lawsuitarfaunts which,
individually and in the aggregate, are not matedadPL or IPALCO’s financial position, results operations, or cash
flows. Historically, settlements paid on IPL's b#tieave been comprised of proceeds from one or rimsgrers along
with comparatively smaller contributions by IPL. \Ake unable to estimate the number of, the effedrdosses or
range of loss which are reasonably possible frarptnding lawsuits or any additional asbestos.duitthermore, we
are unable to estimate the portion of a settleragm@unt, if any, that may be paid from any insuraswmesrage for any
known or unknown claims. Accordingly, there is s@rance that the pending or any additional sultswat have a
material adverse effect on IPALCO’s consolidatedficial statements.

In June 2007, IPL received a letter from an attpiqmerportedly representing a group of IPL employaed retirees
(the “complainants”). The letter claims that IPlrégovering in rates on average approximately $il@omper year
allegedly intended for the funding of the IPALCOlMatary Employee Beneficiary Association Trust (“B& Trust”),
which provides healthcare and life insurance bénhéir certain IPL retirees. The VEBA Trust was sjodif to
independent trustees by IPALCO in 2000. The spiithe VEBA Trust was publicly disclosed by IPADON the
Agreement and Plan of Share Exchange at the tifieAdfCQO'’s acquisition by AES. The letter asserstttPL remains
responsible for funding the VEBA Trust and requéiséd IPL back-fund the trust at the $19 milliorr pear level and
fund at the same level going forward. The lettethfer states that the complainants may file a campht the Indiana
Utility Regulatory Commission if IPL does not futite VEBA Trust as demanded. To date, no complaistiieen
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filed. IPL believes it has meritorious defensethicomplainants’ claims and it will assert themorbusly in any
formal proceeding; however, there can be no assasathat it will be successful in its efforts.

In addition, IPALCO and IPL are involved in litiga arising in the normal course of business. Wihikeresults of
such litigation cannot be predicted with certaimygnagement, based upon advice of counsel, belibaethe final
outcome will not have a material adverse effectRALCO’s consolidated financial statements.

Environmental

IPALCO and IPL are subject to various federal,estatd local environmental protection and healthsaidty laws
and regulations governing, among other thingsg#reeration, storage, handling, use, disposal amortation of
hazardous materials; the emission and discharpazzrdous and other materials into the environngemt;the health
and safety of our employees. These laws and régugadften require a lengthy and complex processbtdining and
renewing permits and other governmental authodnatirom federal, state and local agencies. Viofatif these laws,
regulations or permits can result in substantigdi other sanctions, permit revocation and/ofifiashutdowns. We
believe that we operate in material compliance witliironmental laws, regulations and permits araltheand safety
laws. We cannot assure, however, that we have dreeill be at all times in full compliance with dutaws,
regulations and permits. Please see Note 10 “Camnits and Contingencies — Environmental” of IPALE&idited
financial statements for the year ended Decembg2@16, included in its annual report on Form 1@Kbr a more
comprehensive discussion of environmental mattapacting IPALCO and IPL.

10. SUBSEQUENT EVENT

On June 13, 2007, IPL received an order from tHeQUssuing a Certificate of Public Convenience Bledessity
for the acquisition of a combustion turbine with@minal nameplate capacity of 80 megawatts. Apgdraes granted
by FERC on July 13, 2007 and this purchase was tatpon July 24, 2007. The turbine is locatedPatd
Georgetown substation.

11



Item 2. Management's Discussion And Analysis Of Fancial Condition And Results Of Operations

Cautionary Note Regarding Forward-Looking Statemensg

This Report on Form 10-Q includes “forward-lookistatements” including, in particular, the statemseabout
our plans, strategies and prospects under thergeaddem 2. Management’s Discussion and Analydi§imancial
Condition and Results of Operations.” Forward-logkstatements express an expectation or belietanthin a
projection, plan or assumption with regard to, agother things, our future revenues, income, exgens capital
structure. Such statements of future events oopeence are not guarantees of future performandénanlve
estimates, assumptions and uncertainties. The Wonldd,” “may,” “predict,” “anticipate,” * ‘would,” “believe,”
“estimate,” “expect,” “forecast,” “project,” “objective,” and similar expressions are intezdito identify forward-
looking statements.

LTS IEINT}

Some important factors that could cause our acasallts or outcomes to differ materially from thakscussed in
the forward-looking statements include, but arelimated to:

» changes in our credit ratings or the credit ratiofg8ES

« performance of pension plan assets

e fluctuations in customer growth and demand

» impacts of weather on retail sales and wholesatepand weather-related damage to our electrystém

» fuel and other input costs

* generating unit availability and capacity

» transmission and distribution system reliabilitglampacity

» purchased power costs and availability

* regulatory action, including, but not limited taetheview of our basic rates and charges by the IURC

e our ownership by AES

» federal and state legislation

« changes in financial or regulatory accounting petic

e environmental matters, including costs of complendth current and future environmental requireraent

» interest rates and other costs of capital

» the availability of capital

» labor strikes or other workforce factors

» facility or equipment maintenance, repairs andtehpixpenditures

* local economic conditions

» acts of terrorism, acts of war, pandemic eventsatural disasters such as floods, earthquakemdoes or
other catastrophic events

» costs and effects of legal and administrative pedaggs, settlements, investigations and claimsthad
ultimate disposition of litigation

e issues related to our participation in the Midwesiependent Transmission System Operator (“Midwest
ISO"), including recovery of costs incurred

» product development and technology changes

Most of these factors affect us through our codstéid subsidiary IPL. All such factors are difficta predict,
contain uncertainties that may materially affectiatresults and many are beyond our control. Wiettake no
obligation to publicly update or review any forwdabking information, future events or otherwise.

Overview

IPALCO is a holding company incorporated underléives of the state of Indiana. Our principal sutzsigiis IPL,
a regulated electric utility operating in the staténdiana. Substantially all of our business ¢stssof the generation,
transmission, distribution and sale of electricrggeonducted through IPL. Our other direct sulasigiMid-America,
is the holding company for our unregulated actgtiMid-America’s only significant investment ismall minority
ownership interest in EnerTech Capital PartnetsPl, a venture capital fund with a recorded valti§6.4 million, as
of June 30, 2007. Our business segments are elacii“all other.”

IPL is engaged primarily in generating, transmgtidistributing and selling electric energy to apgpmately
468,000 retail customers in the city of Indianapalind neighboring areas within the state of Inditidla has an
exclusive right to provide electric service to thasistomers. IPL owns and operates four genersiitigns, all within
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the state of Indiana. Historically, approximate8® of the total electricity produced by IPL hasmegenerated from
coal. Natural gas and fuel oil combined to prowige remaining kWh generation (primarily for peakgapacity). IPL's
net electric generation capability for winter amaingner is 3,500 and 3,361 megawatts, respectivélichnincludes the
acquisition of an 80 megawatt combustion turbinespased on July 24, 2007 (see also Liquidity angit@h
Resources). Our corporate mission is to serve astomer’s needs for electric power in ways thatjo® exceptional
value to our customers, shareholders, people amincmities.

We are subject to federal and state of Indiananectaxes. Our income tax provision requires sigaift judgment
and is based on calculations and assumptions thabject to examination by the Internal Revenerwi€e and other
tax authorities.

Material changes in our consolidated financial d¢tod and results of operations, except where nciesl
attributed to the operations of IPL. Consequetnhkig,following discussion is centered on IPL.

Results of Operations

The electric utility business is affected by seaseveather patterns throughout the year and, tbexethe
operating revenues and associated operating expans@ot generated evenly by month during the year

Comparison of Quarters Ended June 30, 2007 and Jute 2006

Our second quarter 2007 net income of $30.0 millmneased $12.4 million from net income of $17iBiom in
the second quarter of 2006. The following discussiighlights the significant factors contributirgythis change.

Utility Operating Revenues

Utility operating revenues increased by $7.5 millauring the three months ended June 30, 2007 cechpa the
same period in 2006 as a result of the followingjléds in thousands):

Increase Percentage

June 30, 2007  June 30, 2006 (Decrease) Change
Retail Revenues $ 232,583 $ 235,551 $ (2,968) %)L.3
Wholesale Revenues 20,697 9,606 11,092 115.5%
Miscellaneous Revenues 5,150 5,750 (600) (10.4%)
Total Utility Operating Revenues $ 258,430 $ 250,907 $ 7,524 3.0%
Heating Degree Days 476 445 31 7.0%
Cooling Degree Days 446 276 170 61.6%

The 1.3% decrease in retail revenues was primduéyto a 6.3% decrease in the weighted average pricWhs
sold ($14.9 million) partially offset by a 5.4% hease in the quantity of kWhs sold ($11.9 milliohie $14.9 million
decrease in revenue caused by the decreased vek@lgmge price of kWhs sold was primarily duertéal.6 million
decrease in fuel charges, which is offset almositedy within fuel and purchased power expenses (iscussion in
operating expenses). The $11.9 million increagewenue caused by the increase in the quantitgtafl kWhs sold
was primarily due to a 61.6% increase in coolingrde days during the comparable periods and beeeiggcreased
our retail customer base by approximately 2,10@ocuners or 0.5% from June 30, 2006 to June 30, 2007.

The 115.5% increase in wholesale revenues is pityrtare to a 100.0% increase in the quantity of l&/gbld
($10.3 million). The increase in the quantity of k¥\sold in the wholesale market in the second quaft2007 over
the second quarter of 2006 was primarily due toheduled outage that began in March 2006 on oonemfarge base
load coal fired units to enhance environmental simistechnology that has significantly reducedygalt emissions as
part of IPL’s multi-pollutant plan. This unit wasaped back into service on June 24, 2006.
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Utility Operating Expenses

The following table illustrates the primary opengtiexpense changes from the quarter ended Jun2086, to the
quarter ended June 30, 2007 for IPL (dollars idioms):

Operating Expenses for the Quarter Ended June(8i8, 2 $213.6
Decrease in fuel (11.9)
Decrease in maintenance expenses (6.4)
Increase in income taxes — net 7.8
Other miscellaneous variances 4.0

Operating Expenses for the Quarter Ended JuneCg, 2 $207.1

The decrease in fuel is primarily due to a $16.8ionidecrease in the deferred fuel adjustmentigéyrtoffset by a
$4.5 million increase in actual fuel costs. Theedefd fuel adjustment is the result of variances/ben estimated fuel
and purchased power costs in IPL's FAC and actglldnd purchased power costs. IPL is permitteédover
underestimated fuel and purchased power costgunefuates through the FAC proceedings and thexdfa costs are
deferred and amortized into expense in the saniedbirat IPL’s rates are adjusted. Actual fuel sastreased
primarily due to a 15.0% increase in the quantftgaal consumed.

Maintenance expenses were higher in the secondequdr2006 primarily due to maintenance perforreed
coincide with a scheduled outage on one of ourléase load coal fired units to enhance environahemission
technology that has significantly reduced emissempart of IPL's multi-pollutant plan. This unitw placed back into
service on June 24, 2006.

The $7.8 million increase in income tax expense prasarily due to a $21.9 million increase in pretet
operating income.

Other Income and Deductions

Other income and deductions decreased from incdr$i8.@ million in the second quarter of 2006 todne of
$7.8 million in the second quarter of 2007. Incldide this decrease is a $2.0 million decrease@riritbome tax benefit
partially primarily due to changes in previouslgaeeded tax contingencies including a related irstielbenefit.

Comparison of Six Month Periods Ended June 30, 208Yd June 30, 2006

Net income during the six month period ended JUneB807 of $61.0 million increased $19.0 millioorfr net
income of $42.0 million during the same period @®&. The following discussion highlights the sigeaht factors
contributing to this change.

Utility Operating Revenues

Utility operating revenues increased by $14.5 millduring the six months ended June 30, 2007 cadparthe
same period in 2006 as a result of the followingjl&ds in thousands):

Increase Percentage
June 30, 2007  June 30,2006 (Decrease) Change

Retail Revenues $ 475,854 $ 470,745 $ 5,109 1.1%
Wholesale Revenues 35,530 21,905 13,625 62.2%
Miscellaneous Revenues 9,683 13,873 (4,190) (30.2%)
Total Utility Operating Revenues $ 521,067 $ 506,523 $ 14,544 2.9%
Heating Degree Days 3,242 2,845 397 14.0%
Cooling Degree Days 464 276 188 68.1%
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Retail revenues increased slightly (1.1%) primadlilye to a 5.8% increase in the quantity of kWhd $626.1
million) partially offset by a 4.5% decrease in theighted average price of kWhs sold ($21.0 milidrhe increase in
the quantity of retail kWhs sold was primarily doean 18.7% increase in heating and cooling dedags during the
comparable periods and because we increased ailraettomer base by approximately 2,100 customefs5% from
June 30, 2006 to June 30, 2007. The decrease ineighted average price of kWhs sold was primatilg to a $22.0
million decrease in fuel charges, which is offdetast entirely within fuel and purchased power exges (see
discussion below under “Utility Operating Expenges”

The 62.2% increase in wholesale revenues is priyduie to a 58.4% increase in the quantity of k\Wbisl ($13.1
million). More kWhs were available for sale in thvbolesale market during the first half of 2007 ity due to a
scheduled outage that began in March 2006 on onardarge base load coal fired units to enhaner@mmental
emission technology that is significantly reducpalutant emissions as part of IPL’s multi-pollutgdan. This unit
was placed back into service on June 24, 2006.

The $4.2 million decrease in miscellaneous revemassprimarily due to a $3.5 million gain in thesfiquarter of
2006 from exchanging 2,510 vintage 2007 sulfur diex“SQ,") air emissions allowances for 2,500 vintage 2803
air emissions allowances. The gain resulted frooiharging allowances that were granted to us byethéronmental
Protection Agency at no charge and recorded at wbéth is zero, for allowances that were recordetheir fair
market value.

Utility Operating Expenses

The following table illustrates the primary opengtiexpense changes from the six months ended Iyrz0B6 to the
six months ended June 30, 2007 for IPL (dollampiifions):

Operating Expenses for the Six Months Ended Jun& b $425.1
Decrease in fuel (18.4)
Decrease in maintenance expenses (13.9)
Increase in income taxes — net 14.3
Increase in purchased power expense 4.7
Increase in depreciation and amortization 2.9
Other miscellaneous variances 1.9

Operating Expenses for the Six Months Ended Jun&@7 $416.6

The decrease in fuel is primarily due to a $28.Biani decrease in the deferred fuel adjustmentetfisy a $9.8
million increase in actual fuel costs. The defeffigsl adjustment is the result of variances betwestrmated fuel and
purchased power costs in IPL's FAC and actual &mel purchased power costs. IPL is permitted toveco
underestimated fuel and purchased power costgunefuates through the FAC proceedings and thexdfa costs are
deferred and amortized into expense in the samedtirat IPL’s rates are adjusted. Actual fuel sastreased
primarily due to an 11.0% increase in the quantftgoal consumed.

Maintenance expenses were higher in the first sirths of 2006 primarily due to maintenance perfatiae
coincide with the scheduled outage described above.

The $14.3 million increase in income tax expenss pramarily due to a $37.5 million increase in prebet
operating income.

Purchased power expense increased due to an iaérethe market price of purchased power ($8.6ioni)loffset
by a decrease in the volume of power purchasedgltine period ($4.0 million). The increased maygkate of
purchased power is influenced by changes in thé&ebarice of delivered fuel (primarily natural ga)e price of
environmental emission allowances, the supply dfdmand for electricity, and the time of day inathpower is
purchased. The volume of power purchased decrgasadrily due to the scheduled outage in the fiadf of 2006
described above. In addition, depreciation expémgeased $1.2 million on $77.3 million of equiprhpfaced in
service related to this outage. The remaining emean depreciation and amortization is primarikg do $1.5 million
of deprecation on additional transmission and ithstion equipment placed in service since June 2006
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Other Income and Deductions

Other income and deductions decreased from incdr§&%6 million in the first six months of 2006 itecome of
$14.9 million in the first six months of 2007. loded in this decrease is a $6.0 million decreadegnncome tax
benefit primarily due to changes in previously relenl tax contingencies including a related intebestefit, partially
offset by a $1.2 million reduction in consultingeferelated to remediation efforts with respectefeded income taxes
and the related regulatory asset balances in 2006.

Liquidity and Capital Resources

As of June 30, 2007, IPALCO had unrestricted cashcash equivalents of $21.7 million and highlyuldjshort-
term investments of $8.9 million (which are incldda Prepayments and other current assets on tuerganying
unaudited consolidated balance sheet). We als&®ad million of restricted cash, of which $15.6lion is held by a
trustee to be made available to IPL as funds aested on certain qualifying environmental fa@bti while the remainder
was used to effect the repayment of IPL’s first tgage bonds, 7.375% Series, due August 1, 200%iaggregate
principal amount of $80 million (see tkBapital Resources discussion below). As of June 30, 2007, IPL asd h
available borrowing capacity of $108.6 million unds $109.4 million committed credit facility aftexisting letters of
credit. All long-term financing arrangements by IRust first be approved by the IURC and the agdgeegmount of
IPL's short-term indebtedness must be approvedéyederal Energy Regulatory Commission (“FER(P) has
approval from FERC to borrow up to $500 millionstfort-term indebtedness outstanding at any timeutir July 27,
2008. However, we also have restrictions on theuarhof new debt that may be issued due to contahotligations
of AES and by financial covenant restrictions unol@r existing debt obligations. We do not belieuelsrestrictions
will be a limiting factor in our ability to issuestit in the ordinary course of prudent businessaijmrs. We believe
that existing restricted and unrestricted cashrizas, short-term investments, cash generated fparating activities
and borrowing capacity on IPL’s committed creddility will be adequate on a short-term and longvidasis to meet
anticipated operating expenses, interest expenseitstanding indebtedness, recurring capital exipgred and pay
dividends to AES. Sources for principal payment®otstanding indebtedness and nonrecurring capifanditures
are expected to be obtained from: (i) existingrietstd and unrestricted cash balances; (ii) casiergged from
operating activities; (iii) borrowing capacity oRll’s committed credit facility; and (iv) additiondébt financing.

Capital Requirements IPL’s construction program is composed of captqdenditures necessary for prudent utility
operations and compliance with environmental lamé r@gulations, along with discretionary investrsatgsigned to
improve overall performance. IPL's capital expemdi totaled $101.7 million and $98.7 million fhetsix months
ended June 30, 2007 and 2006, respectively. Indlidthese amounts are approximately $72.5 and2%&2.
expenditures in 2007 and 2006, respectively, onrelogy designed to reduce environmental emisgielased to
IPL’s clean coal technology projects. Construcegapenditures during the first six months of 2007eninanced with
internally generated cash provided by operatioog,0wings on our credit facility, proceeds from thene 2007
issuance of $165 million first mortgage bonds (selew), and $16.6 million in draws from the constron fund
associated with the issuance in September 2006@fidllion first mortgage bonds. Our capital expieurg program for
the three-year period 2007-2009 is currently egtchéo cost approximately $500 million. It includgsproximately $149
million for additions, improvements and extensitmgransmission and distribution lines, substatigasver factor and
voltage regulating equipment, distribution transfers and street lighting facilities. The capitgbemxditure program also
includes approximately $17#gillion for construction projects designed to reel8Q and mercury emissions; $94
million for power plant related projects; $81 nalii for investments associated with additional getiren including the
cost of the acquisition of a combustion turbinedssed below, and $4 million for other miscellarseequipment and
furniture. The majority of the expenditures for straction projects designed to reduce,&@d mercury emissions are
recoverable through jurisdictional retail rate newe as part of IPL's Clean Coal Technology projesiibject to
regulatory approval. Capital expenditures are fieanwith a combination of internally generated fuadd short-term
and long-term borrowings.

On June 13, 2007, IPL received an order from tHeQUssuing a Certificate of Public Convenience Bledessity
for the acquisition of a combustion turbine with@minal nameplate capacity of 80 megawatts. Apgrerea granted
by FERC on July 13, 2007 and this purchase was tatpon July 24, 2007. The turbine is locatedPatd
Georgetown substation.
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Capital ResourcesIPL had approval from the IURC to refinance $80lionil 7.375% first mortgage bonds due
2007 and to issue up to $85 million of new longrtelebt at various times throughout the period enBiecember 2008 to
fund, among other things, a portion of its congtoucprogram, and other corporate purposes.

Pursuant to this authority, on June 15, 2007 I1Buesl $165 million of first mortgage bonds, 6.60%ie3 due
June 1, 2037. Proceeds from this offering werel tis@ffect the repayment upon maturity of IPListfimortgage
bonds, 7.375% Series, due August 1, 2007 in theeggte principal amount of $80 million and to fioara portion of
its construction program, reimburse its treasugpay outstanding short-term borrowings incurredRiyfor such
purposes, and for other general corporate purpédsest June 30, 2007 the proceeds used to effeategpayment of the
August 1, 2007 maturity were held in escrow witl ttustee and accounted for as restricted casheoadcompanying
unaudited consolidated balance sheet.

Additionally, in May 2007, we amended our receieasdle agreement to extend the maturity date to 21ag008.

Contractual Cash ObligationsOur 2006 Annual Report on Form 10-K/A containstdgawhich details our
contractual cash obligations as of December 316 28@nificant changes to our contractual cashgatilbns since
December 31, 2006 include an uncertain tax lighdft$24.1 million as of June 30, 2007 and theasse of $165
million of first mortgage bonds due June 1, 203&¢g(8bove for a detailed description of the bonidgiicant terms).
As described below in New Accounting PronouncemeRLCO adopted the provisions of FIN No. 48, Aanting
for Uncertainty in Income Taxes, on January 1, 20@7s not possible to determine in which futperiod it might be
paid out.

Pension Funding The Pension Protection Act of 2006 (“The Act"hish contains comprehensive pension
funding reform legislation, was enacted into lawing the third quarter of 2006. The Act primardifects the Defined
Benefit Pension Plan. The pension funding prowisiare effective January 1, 2008. The Act requtass that are less
than 100% funded to fully fund any funding shoitfalamortized level installments over seven yebeginning in the
year of the shortfall. Then, each year thereaifténe plan’s underfunding increases to more thengresent value of
the remaining annual installments, the excessparsgéely amortized over a new seven year perioddtition to the
amortized level installments, IPL must also contréan amount equal to the service cost earnedthsegarticipants
during the plan year. The Act contains speciaébrated provisions for plans that are determiodukt“at risk”. IPL
plans to fund to levels to avoid the “at risk” st For funding purposes, the Defined Benefit RenBlan will be
exempt from any required funding during 2007. As time, IPL does not intend to make any contrifnsito the
Defined Benefit Pension Plan during 2007. Howergmagement will continue to review possible fundiognarios
throughout 2007. The Supplemental Retirement Rlaof projected to have any contributions; howesepending on
the return on assets, contributions may be requir€@kcember 2007. If funding is required, the amtas not
expected to be material.

IPL's funding policy for the Defined Benefit Pensi®lan and the Supplemental Retirement Plan istntribute
annually no less than the minimum required by applie law, nor more than the maximum amount thathea
deducted for federal income tax purposes, withptaa to avoid the “at risk” status and to meeteted funding levels
necessary to qualify under standards of the Pergmefit Guaranty Corporation for exemption frontai
administrative requirements.

All non-union new hires are covered under the R&R,Rvhile IBEW physical bargaining unit union néwes are
covered under the Defined Benefit Pension PlanTdmidt Plan. As a result of ratifying a new fourardabor
agreement between the IBEW clerical-technical and IPL in March 2007, new hires in this bargainimif are no
longer covered under the Defined Benefit Pensiam But will receive, based on company performaacegnnual
lump sum company contribution into the Thrift Plathe net cash flow impact of this change is noteetgd to be
material.

Dividends All of our outstanding common stock is owned B3\ During the first six months of 2007, we paid
$30.2 million in dividends to AES. Future distrilmuts will be determined at the discretion of ouatzbof directors and
will depend primarily on dividends received fronLIMividends from IPL are affected by IPL’s resultisoperations,
cash flows, financial condition, capital requirentgetinancings, regulatory considerations, and stbbr factors as
IPL's board of directors deems relevant.

Environmental Matters

National Ambient Air Quality StandardsOn June 21, 2007, the Environmental Protection Aggmoposed to
lower the primary and secondary ozone standards pfdposal considers a wide range of options llitates a
preference for lowering the standard from 0.08%spaer million down to 0.070 parts per million. @rfinalized, the
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more stringent standard will likely put additiomalunties into non-attainment for ozone includingrtées where IPL
conducts business. Counties which are designatedraattainment will be required to develop impletadion plans
to reduce emissions which contribute to ozone ftionaAt this time, IPL can not predict the timingimpact of this
new standard.

Industry Changes

Midwest ISO’s Ancillary Services MarketThe Midwest ISO filed with FERC on February 15, 200r approval
of a market redesign that includes the start-ugnafllary services markets to be implemented instiving of 2008.
The design initiates markets for supplemental k& rspinning reserves, and regulation on a fadtpride basis and
is compulsory. On June 22, 2007, FERC issued@er oejecting the filing without prejudice, findjrihe filing to be
deficient in two key areas: (1) the Midwest ISO dat submit a market power analysis in supporheffroposed
market and (2) they did not submit a readiness {itaalso include a reversion plan) to ensure bditg during the
transition from the current reserve and regulasipgstem managed by individual balancing authortties centralized
ancillary services market managed by the Midwe&t Ii® its Order, FERC did not specifically addresseral issues
material to IPL and other Midwest ISO participatkerefore, IPL filed a Request for Rehearing dg 28, 2007. The
Midwest I1SO plans to re-file with FERC in SeptemB607 and expects a definitive order by the en2i06f7. IPL
cannot predict if the market redesign will be a¢edpin whole or in part, by FERC.

Reliability StandardsOn March 15, 2007, the FERC approved 83 of 10@bi#ity standards for the bulk-power
system making them mandatory and enforceable. rEsrfieent of the 83 reliability standards began oreli8, 2007.
Compliance with the standards is now mandatoryremmdcompliance may result in monetary fines upZltarfillion per
day. Enforcement of the reliability standards Ww#l by the North American Electric Reliability Corption (“NERC”)
as the designated Electric Reliability Organization

The remaining 24 reliability standards addressgerénce and physical and cyber security issuemeSy the
standards require regional reliability organizasiom develop regional procedures and submit pdaticuiteria that
would apply to a given region. Other standards, EERs acknowledged, need clarification, improveneent
strengthening, and this will be up to NERC to coudi to improve the reliability standards over tihés anticipated
that these revisions will take place over the r&gtyears.

At this time, we cannot fully predict the effecethew Electric Reliability Organization and religlgistandards
will have on IPL. We will continue to monitor thevisions to the reliability standards and will daoe working
towards assuring full compliance with all applieabtliability standards.

New Accounting Pronouncements

FIN No. 48 “Accounting for Uncertainty in Income Taxes”

In July 2006, the FASB issued FIN No. 48, “Accoagtifor Uncertainty in Income Taxes”, which clargfi¢he
accounting for uncertainty in income taxes recoggim a company’s financial statements in accordamith FASB
Statement No. 109, “Accounting for Income TaxesHheTinterpretation prescribes a recognition threshahd
measurement criteria for the financial statemeabgaition and measurement of a tax position takeexpected to be
taken in a tax return. It also provides guidancederecognition, classification, interest and peéasjtaccounting in
interim periods, disclosure and transition.

IPALCO adopted the provisions of FIN No. 48 on Jayul, 2007. Under FIN No. 48, IPALCO must recagni
the tax benefit from an uncertain tax position ahlyis more likely than not that the tax posiiwill be sustained on
examination by the taxing authorities, based ortebbnical merits of the position. The tax benefisognized in the
financial statements from such a position are meaisbiased on the largest benefit that has a griefifty percent
likelihood of being realized upon ultimate resaduti The impact of IPALCO’s reassessment of itspasitions in
accordance with FIN No. 48 did not have a matefifect on the results of operations, financial gbod or liquidity.
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SFAS No. 157, “Fair Value Measurements”

In September 2006, the FASB released SFAS No. “Failt, Value Measurements,” to define fair valugabtish a
framework for measuring fair value in accordancthwiccounting principles generally accepted inUhéed States of
America, and expand disclosures about fair valuasmeements. SFAS No. 157 is effective for fiscalrgdeginning
after November 15, 2007. Management has deternti&FAS No. 157 will not have a material impatioarr
results of operations or financial position.

SFAS No. 159, “The Fair Value Option for FinancialAssets and Financial Liabilities”

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Firianc
Liabilities.” SFAS No. 159 permits entities to clseato measure many financial instruments and ceothier items at
fair value and establishes presentation and disia®quirements designed to facilitate comparigataeen entities
that choose different measurement attributes foilai types of assets and liabilities. SFAS No. ib6ffective for
IPALCO beginning in 2008, but early adoption ismp#ted. IPALCO has chosen not to early adopt andagament
does not believe SFAS No. 159 will have a matémiglact on our results of operations or financiadipon.

ltem 3. Quantitative and Qualitative Disclosures Alout Market Risk

There have been no material changes in IPL’s expdsumarket risks since December 31, 2006 otleer the
issuance of $165 million of fixed rate first morggabonds, as described above in Liquidity and @apiesources,
which increases our exposure to changes in thedie of debt.
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Item 4. Controls and Procedures

We maintain disclosure controls and proceduresdtetlesigned to ensure that information requineukt
disclosed in the reports that we file or submitemithe Securities and Exchange Act of 1934, as dete(the
“Exchange Act”), is recorded, processed, summaraatireported within the time periods specifiethia SEC's rules
and forms, and that such information is accumulateticommunicated to the chief executive offic€@EKO”) and
chief financial officer (“CFQ”), as appropriate, aiow timely decisions regarding required disclesu

Evaluation of Disclosure Controls and Proceduvés.carried out an evaluation, under the supemviaiad with the
participation of our management, including the C&t@ CFO, of the effectiveness of our “disclosunetals and
procedures” (as defined in the Securities Excham@ef 1934 Rules 13a-15(e) and 15d-15 (e) as redudy
paragraph (b) of the Exchange Act Rules 13a-1%5dr15) as of June 30, 2007. IPL's management, dnotuthe CEO
and CFO, is engaged in a comprehensive effortiiewg evaluate and improve our controls; howevanagement
does not expect that our disclosure controls oiirdernal controls over financial reporting willgwent all errors and
all fraud. A control system, no matter how wellidegd and operated, can provide only reasonabtegbswlute,
assurance that the control system’s objectivesbgilinet. Further, the design of a control systeratmaflect the fact
that there are resource constraints, and the heméftontrols must be considered relative to thests. In addition, any
evaluation of the effectiveness of controls is sabjo risks that those internal controls may bezamadequate in
future periods because of changes in businesstammslior that the degree of compliance with thkcps or
procedures deteriorates. We have interests inicaneconsolidated entities. As we do not contromanage these
entities, our disclosure controls and proceduréls méspect to such entities is generally more &cdthan those we
maintain with respect to our consolidated subsiegar

Based upon the controls evaluation performed, 88 @nd CFO have concluded that as of June 30, 2007,
disclosure controls and procedures were effectiyirdvide reasonable assurance that material irsthomrelating to
us and our consolidated subsidiaries is recordetggsed, summarized and reported within the tienegs specified
in the SEC’s rules and forms and that such infoionat accumulated and communicated to the CEOGH, as
appropriate, to allow timely decisions regardinguieed disclosures.

Changes in Internal Controlis the course of our evaluation of disclosure omatand procedures, management
considered certain internal control areas in whiethave made and are continuing to make changegptove and
enhance controls. Based upon that evaluation, B@ &nd CFO concluded that there were no changmsrimternal
controls over financial reporting identified in g@ttion with the evaluation required by paragraphof Exchange Act
Rules 13a-15 or 15d-15 that occurred during thersinths ended June 30, 2007 that have materidéigtaf], or are
reasonably likely to materially affect, our intereantrols over financial reporting.

Compliance with Section 404 of the Sarbanes Oxlelyoh 2002 Beginning with the year ending December 31,
2007, Section 404 of the Sarbanes-Oxley Act of 20liZequire us to include an internal control ogpof
management with our annual report on Form 10-K. ifiternal control report must contain (1) a statetod
management's responsibility for establishing anthtaming adequate internal controls over financggdorting for our
Company, (2) a statement identifying the framewes&d by management to conduct the required evaiuafithe
effectiveness of our internal controls over finahceporting, and (3) management's assessmeng @ffibictiveness of
our internal controls over financial reporting dsh® end of our most recent fiscal year, includingtatement as to
whether or not our internal controls over financggorting are effective.

Management has developed a comprehensive planén tor achieve compliance with Section 404 withia t
prescribed period and to review, evaluate and ingtbe design and effectiveness of our controlspandedures on an
on-going basis. The comprehensive compliance picndes (1) documentation and assessment of tlggiadg of our
internal controls over financial reporting, (2) reaation of control weaknesses, (3) validation tigio testing that
controls are functioning as documented and (4) @mgintation of a continuous reporting and improverpencess for
internal controls over financial reporting. As autt of this initiative, we have made and will donie to make changes
from time to time in our internal controls overdincial reporting.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

Please see IPALCO’s Form 10-Q for the quarterlygoeending March 31, 2007 for a description of lega
proceedings that occurred during the first quaster007.

Iltem 1A. Risk Factors

There have been no material changes to the ristr&aas previously disclosed in IPALCO’s 2006 ammeport on
Form 10-K/A.

Iltem 2. Unregistered Sales of Equity Securities andse of Proceeds

None.

Iltem 3. Defaults Upon Senior Securities

None.

Iltem 4. Submission of Matters to a Vote of SecuritiHolders

None.

Item 5. Other Information

None.
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Item 6. Exhibits

Exhibit No. Document

4.1 Fifty-fourth supplemental indenture dated adwfe 1, 2007.

31.1 Certification by Chief Executive Officer recgd by Rule 13a-14(a) or 15d-14(a).

31.2 Certification by Chief Financial Officer reged by Rule 13a-14(a) or 15d-14(a).

32 Certification required by Rule 13a-14(b) or 1Btb) and by 18 U.S.C. Section 1350.

99.1 Fifth Amendment dated May 29, 2007 to Amenaled Restated Receivables Sale Agreement Dated as

of July 20, 2004.
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Date:

Date:

Signature

Pursuant to the requirements of the Securitieh&xge Act of 1934, the Registrant has duly causied t
report to be signed on its behalf by the undersighereunto duly authorized.

August 8, 2007

August 8, 2007

IPALCO ENTERPRISES, INC.
(Registrant)

/sl Frank P. Marino

Frank P. Marino

Senior Vice President and Chief Financial Officer
(Duly Authorized Officer)

/sl Kurt A. Tornquist

Kurt A. Tornquist

Controller

(Principal Accounting Officer)
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Exhibit 31.1

Certification

[, Ann D. Murtlow, certify that:

1. | have reviewed this quarterly report on FormQ0f IPALCO Enterprises, Inc. (the “registrant”);

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or eonditate a
material fact necessary to make the statements,riralight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoad by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thiport, fairly
present in all material respects the financial dom results of operations and cash flows ofréngistrant as of, and
for, the periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls
and procedures (as defined in Exchange Act Rulasl58e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedure
to be designed under our supervision, to ensutenthterial information relating to the registrant,
including its consolidated subsidiaries, is madevikmto us by others within those entities,
particularly during the period in which this rep@teing prepared;

(b) Evaluated the effectiveness of the registratigslosure controls and procedures and presentesi
report our conclusions about the effectivenessi@fdisclosure controls and procedures, as of te en
of the period covered by this report based on swetiuation; and

(c) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quartethia
case of an annual report) that has materially tfte@r is reasonably likely to materially affettte
registrant’s internal control over financial repog; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evafuat internal
control over financial reporting, to the registrarguditors and the audit committee of registrdrdard of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likelyatdversely affect the registrant's ability to regord
process, summarize and report financial informatsord

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a saiifiole
in the registrant's internal control over finanaigborting.

Date: August 8, 2007

/s/ Ann D. Murtlow
Ann D. Murtlow
President and Chief Executive Officer




Exhibit 31.2

Certification

I, Frank P. Marino, certify that:

1. | have reviewed this quarterly report on FormQ0f IPALCO Enterprises, Inc. (the “registrant”);

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or eonditate a
material fact necessary to make the statements,rmaliight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoad by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thiport, fairly
present in all material respects the financial dom results of operations and cash flows ofréngistrant as of, and
for, the periods presented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls
and procedures (as defined in Exchange Act Rulasl®8) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedure
to be designed under our supervision, to ensutenhterial information relating to the registrant,
including its consolidated subsidiaries, is madevikmto us by others within those entities,
particularly during the period in which this rep@teing prepared;

(b) Evaluated the effectiveness of the registratigslosure controls and procedures and presentesi
report our conclusions about the effectivenessi®efdisclosure controls and procedures, as of te en
of the period covered by this report based on swetuation; and

(c) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quartethia
case of an annual report) that has materially tfte@r is reasonably likely to materially affettte
registrant’s internal control over financial repogt and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evafuat internal
control over financial reporting, to the registrarguditors and the audit committee of registrdrdard of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likelyatdversely affect the registrant's ability to regord
process, summarize and report financial informatior

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a samiifiole
in the registrant's internal control over finanaigborting.

Date: August 8, 2007

/s/ Frank P. Marino
Frank P. Marino
Senior Vice President and Chief Financial Officer




Exhibit 32
Certification

The certification set forth below is being subettin connection with the Quarterly Report on FAi0nQ
for the quarterly period ended June 30, 2007 (Report”) for the purpose of complying with Rule 1B&(b) or
Rule 15d-14(b) of the Securities Act of 1934 (tBx¢hange Act”) and section 1350 of Chapter 63 t€Ti8 of
the United States Code, as adopted pursuant tos&€6 of the Sarbanes-Oxley Act of 2002.

Ann D. Murtlow, President and Chief Executive ©fi and Frank P. Marino, Senior Vice President and
Chief Financial Officer of IPALCO Enterprises, IN&PALCO), each certifies that, to the best of tider
knowledge:

(1) the Report fully complies with the requirementsSettion 13(a) or 15(d) of the Exchange Act; and

(2) the information contained in the Report fairly prets, in all material respects, the financial ctodiand
results of operations of IPALCO.

/s/ Ann D. Murtlow /s/ Frank P. Marino

Ann D. Murtlow Frank P. Marino

President and Chief Executive Officer Senior Vicedtdent and Chief Financial Officer
August 8, 2007 August 8, 2007

A signed original of this written statement regdity Section 906 has been provided to IPALCO aiticber
retained by IPALCO and furnished to the Securitied Exchange Commission or its staff upon request.



