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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Quarterly Report on Form 10-Q includésward-looking statementstithin the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of teeufities Exchange Act of 1934, as amended (“Exgaaict”)
including, in particular, the statements aboutgans, strategies and prospects under the he&dkmg 2.
Management'’s Discussion and Analysis of Financahdition and Results of Operationsf Part | — Financial
Information of this Form 10-Q. Forward-looking statents involve many risks and uncertainties andesspan
expectation or belief and contain a projectionnmaassumption with regard to, among other things future
revenues, income, expenses or capital structuh Satements of future events or performance @trguarantees
of future performance and involve estimates, assiompand uncertainties. The words “could,” “maigfedict,”
“anticipate,” “would,” “believe,” “estimate,” “exp&,” “forecast,” “project,” “objective,” “intend,™continue,”
“should,” “plan,” and similar expressions, or thegatives thereof, are intended to identify forwkaking
statements unless the context requires otherwise.

” ow ” o« ” o« ” W n

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

= fluctuations in customer growth and demand;

= impacts of weather on retail sales and wholesategr

= impacts of renewable energy generation, naturapgass and other market factors on wholesale grice

= weather-related damage to our electrical system;

= fuel and other input costs;

= generating unit availability and capacity;

= transmission and distribution system reliabilitylampacity;

= purchased power costs and availability;

= regulatory action, including, but not limited tbgtreview of our basic rates and charges by tharad
Utility Regulatory Commission (“IURC");

= federal and state legislation and regulations;

= changes in our credit ratings or the credit ratioig&ES;

= fluctuations in the value of pension plan asséisfdations in pension plan expenses and our lbdlit
fund defined benefit pension and other post-retienplans;

= changes in financial or regulatory accounting pesic

= environmental matters, including costs of compleangth current and future environmental laws and
requirements;

= 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, including the fact ttie local and regional economies have struggleslitiir
the recession and weak economic climate the pasydars and continue to face uncertainty for the
foreseeable future;

= acts of terrorism, acts of war, pandemic evenisatural disasters such as floods, earthquakesdoss,
ice storms or other catastrophic events;

= costs and effects of legal and administrative pedo®ggs, audits, settlements, investigations anicheland
the ultimate disposition of litigation;

= issues related to our participation in the Midwesiependent Transmission System Operator, Inc.
(“MISO"), including the cost associated with menglep and the recovery of costs incurred; and

= product development and technology changes.

Most of these factors affect us through our codstéid subsidiary Indianapolis Power & Light Comp&iL”).
All such factors are difficult to predict, containcertainties that may materially affect actualitssand many are
beyond our control. Except as required by the faldecurities laws, we undertake no obligationubligly update
or review any forward-looking information, whethaes a result of new information, future events teowise. If
one or more forward-looking statements are updatednference should be drawn that additional uvgslatill be
made with respect to those or other forward-looldtadements.



PART | — FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Comghensive Income

(In Thousands)

Three Months Ended,

Six Months Ended,

June 30, June 30,
2012 2011 2012 2011
UTILITY OPERATING REVENUES $ 292659 $ 279,943 $ 593,763 $ 569,108
UTILITY OPERATING EXPENSES:
Operation:
Fuel 74,257 83,607 158,571 162,755
Other operating expenses 53,784 51,176 107,042 101,532
Power purchased 33,278 15,296 64,519 40,339
Maintenance 28,395 28,868 51,129 61,398
Depreciation and amortization 44,551 41,497 87,275 82,328
Taxes other than income taxes 10,890 10,551 22,171 21,259
Income taxes - net 12,921 12,811 30,522 27,634
Total utility operating expenses 258,076 243,806 521,229 497,245
UTILITY OPERATING INCOME 34,583 36,137 72,534 71,863
OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constroti 220 843 391 2,236
Loss on early extinguishment of debt - (15,378) - (15,378)
Miscellaneous income and (deductions) - net (62) 12,890 (606) 12,257
Income tax benefit applicable to nonoperatingme 4,972 6,989 10,442 13,478
Total other income and (deductions) - net 5,130 5,344 10,227 12,593
INTEREST AND OTHER CHARGES:
Interest on long-term debt 25,875 27,914 51,712 56,776
Other interest 469 446 920 893
Allowance for borrowed funds used during constiarc (148) (553) (624) (1,485)
Amortization of redemption premiums and expenseebt 1,226 1,140 2,433 2,308
Total interest and other charges - net 27,422 28,947 54,441 58,492
NET INCOME 12,291 12,534 28,320 25,964
LESS: PREFERRED DIVIDENDS OF SUBSIDIARY 804 804 1,607 1,607
NET INCOME APPLICABLE TO COMMON STOCK $ 11,487 $ 11,730 $ 26,713 $ 24,357
ADD OTHER COMPREHENSIVE INCOME:
Gain on sale of available for sale investment - - - 197
COMPREHENS IVE INCOME ATTRIBUTABLE TO COMMON STOCK $ 11,487 $ 11,730 $ 26,713 $ 24,554

See notes to unaudited condensed consolidateccfadatatements.



IPALCO ENTERPRISES, INC. and SUBSIDIARIES

Unaudited Condensed Consolidated Balance Sheets

(In Thousands)

June 30, December 31,
2012 " 2011
ASSETS
UTILITY PLANT:
Utility plant in service $ 4,344,942 $ 4,313,015
Less accumulated depreciation 1,984,547 1,940,633
Utility plant in service - net 2,360,395 2,372,382
Construction work in progress 41,753 52,429
Spare parts inventory 15,178 15,534
Property held for future use 1,002 1,002
Utility plant - net 2,418,328 2,441,347
OTHER ASSETS:
Nonutility property - at cost, less accumulategmkciation 536 539
Other investments 5,198 5,029
Other assets - net 5,734 5,568
CURRENT ASSETS:
Cash and cash equivalents 25,796 27,283
Accounts receivable and unbilled revenue (ldssvahce
for doubtful accounts of $2,818 and $2,081peesively) 136,637 136,007
Fuel inventories - at average cost 63,970 52,694
Materials and supplies - at average cost 56,015 54,137
Deferred tax asset - current 9,834 12,352
Regulatory assets 156 7,424
Prepayments and other current assets 24,938 16,838
Total current assets 317,346 306,735
DEFERRED DEBITS:
Regulatory assets 477,076 485,932
Miscellaneous 35,380 32,070
T otal deferred debits 512,456 518,002
TO TAL $ 3,253,864 $ 3,271,652
CAPITALIZATION AND LIABILITIES
CAPITALIZATIO N:
Common shareholder's deficit:
Paid in capital $ 11,587 $ 11,367
Accumulated deficit (20,100) (17,213)
Total common shareholder's deficit (8,513) (5,846)
Cumulative preferred stock of subsidiary 59,784 59,784
Long-term debt 1,760,718 1,760,316
Total capitalization 1,811,989 1,814,254
CURRENT LIABILITIES:
Short-term and current portion of long-term debt 70,000 64,000
Accounts payable 78,883 81,206
Accrued expenses 21,595 24,138
Accrued real estate and personal property taxes 18,099 17,460
Regulatory liabilities 11,923 9,263
Accrued income taxes 2,511 2,864
Accrued interest 31,774 31,008
Customer deposits 24,006 23,142
Other current liabilities 9,121 11,372
Total current liabilities 267,912 264,453
DEFERRED CREDITS AND O THER LONG-TERM LIABILITIES:
Regulatory liabilities 558,370 550,432
Accumulated deferred income taxes - net 338,845 351,161
Non-current income tax liability 5,579 5,354
Unamortized investment tax credit 8,962 9,761
Accrued pension and other postretirement benefits 244,196 258,171
Miscellaneous 18,011 18,066
T otal deferred credits and other long-terabilities 1,173,963 1,192,945
CO MMITMENTS AND CONTINGENCIES (Note 6)
TO TAL $ 3,253,864 $ 3,271,652

See notes to unaudited condensed consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Cagtows
(In Thousands)

Six Months Ended,

June 30,
2012 2011
CASH FLOWS FROM OPERATIONS:
Net income $ 28,320 $ 25,964
Adjustments to reconcile net income to net camlvided by operating activities:
Depreciation and amortization 89,360 83,114
Amortization of regulatory assets 231 2,356
Deferred income taxes and investment tax cejitstments - net (8,490) (12,770)
Loss on early extinguishment of debt - 15,378
Allowance for equity funds used during constiat (295) (2,149
Gain on sale of nonutility property - (13,357)
Change in certain assets and liabilities:
Accounts receivable (629) 13,579
Fuel, materials and supplies (13,154) (13,811)
Income taxes receivable or payable 70 4,426
Financial transmission rights 4,787) (5,927)
Accounts payable and accrued expenses (352) 9,139
Accrued real estate and personal property taxes 639 257
Accrued interest 766 (316)
Pension and other postretirement benefit expens (13,976) (9,385)
Short-term and long-term regulatory assetslabdities 15,324 518
Other - net (5,733) (3,099)
Net cash provided by operating activities 87,294 93,917
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures - utility (56,958) (109,187)
Proceeds fromthe sales of assets 1 15,468
Grants under the American Recovery and Reinvetstet of 2009 2,663 4,624
Cost of removal, net of salvage (5,879) (5,097)
Other (3,231) (1,401)
Net cash used in investing activities (63,404) (95,593)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 50,000 108,000
Short-term debt repayments (44,000) (53,000)
Long-term borrowings, net of discount - 399,708
Retirement of long-term debt and early tendenpren - (389,422)
Dividends on common stock (29,600) (51,331)
Preferred dividends of subsidiary (1,607) (1,607)
Deferred financing costs paid (166) (5,651)
Other (4) (590)
Net cash provided by (used in) financing activities (25,377) 6,107
Net change in cash and cash equivalents (1,487) 4,431
Cash and cash equivalents at beginning of period 27,283 31,796
Cash and cash equivalents at end of period $ 25,796 $ 36,227
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest (net of amount capitalized) $ 51,227 $ 57,281
Income taxes $ 28,500 $ 22,500

See notes to unaudited condensed consolidatedcfalatatements.



IPALCO ENTERPRISES, INC. and SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Conam Shareholder's

Equity (Deficit) and Noncontrolling Interest
(In Thousands)

Accumulated Total Common

Other Shareholder's Cumulative
Paid in Accumulated Comprehensive Equity Preferred Stock
Capital Deficit Income (Loss)  (Deficit) of Subsidiary
2011
Beginning Balance $ 10811 $ (15,344) $ (197 $ (4,730) $ 59,784
Comprehensive Income attributable to common stock:
Net income applicable to common stock 24,357 24,357
Gain on sale of available for sale investmeat (n
of income tax expense of $134) 197 197
Distributions to AES (51,331) (51,331)
Contributions from AES 383 383
Balance at June 30, 2011 $ 11,194 $ (42,318) $ - 3 (31,124) $ 59,784
2012
Beginning Balance $ 11,367 § (17,213) ¢ - § (5,846) $ 59,784
Comprehensive Income attributable to common stock:
Net income applicable to common stock 26,713 26,713
Distributions to AES (29,600) (29,600)
Contributions from AES 220 220
Balance at June 30, 2012 $ 11587 $ (20,100) $ - $ (8513) $ 59,784

See notes to unaudited condensed consolidatectfalatatements.



IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Notes to Unaudited Condense@€onsolidated Financial Statements

For a list of certain abbreviations or acronymsdusethe Notes to Unaudited Condensed Consolidgiteghcial
Statements, sétem 1B. Defined Termsincluded in Part | — Financial Information of tierm 10-Q.

1. ORGANIZATION

IPALCO Enterprises, Inc. (“IPALCO”) is a holding mpany incorporated under the laws of the statadifiha.
IPALCO is a wholly-owned subsidiary of The AES Cargtion (“AES”). IPALCO was acquired by AES in Marc
2001. IPALCO owns all of the outstanding commorcktof its subsidiaries. Substantially all of IPALGO
business consists of the generation, transmisdistribution and sale of electric energy condudtedugh its
principal subsidiary, Indianapolis Power & Light @pany (“IPL"). IPL was incorporated under the lagighe
state of Indiana in 1926. IPL has approximately,@@0 retail customers in the city of Indianapolisl aeighboring
cities, towns and communities, and adjacent ruedsall within the state of Indiana, the mostatispoint being
approximately forty miles from Indianapolis. IPLshan exclusive right to provide electric servicéhtose
customers. IPL owns and operates two primarily-foatl generating plants, one combination coal gasHfired
plant and two combustion turbines at a separageisitt are all used for generating electricity.’ et electric
generation design capability for winter and sumie&,492 Megawatts (“MW") and 3,353 MW, respectivel

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Unaudited Condensed Consolidateahé&ial Statements (the “Financial Statementiuide
the accounts of IPALCO, IPL and Mid-America CapRasources, Inc., a non-regulated wholly ownedididry
of IPALCO. All significant intercompany amounts lealveen eliminated. The accompanying financial statés
are unaudited; however, they have been preparacciordance with accounting principles generallyeptad in the
United States of America for interim financial infieation and in conjunction with the rules and regjohs of the
Securities and Exchange Commission. Accordinglgy tho not include all of the disclosures requirga@bcounting
principles generally accepted in the United Stafesmerica for annual fiscal reporting periodsthie opinion of
management, all adjustments of a normal recurratigre necessary for fair presentation have beduded. The
electric utility business is affected by seasonadtler patterns throughout the year and, theretfoeegperating
revenues and associated operating expenses agemerated evenly by month during the year. Theaedited
financial statements have been prepared in accoedaith the accounting policies described in IPALEAnnual
Report on Form 10-K for the year ended DecembeRB1] (“2011 Form 10-K") and should be read in cofion
therewith. Certain prior period amounts have breetassified to conform to current year presentatio

Use of Management Estimates

The preparation of financial statements in conféymiith accounting principles generally acceptethia United
States of America requires that management makaicestimates and assumptions that affect thertegho
amounts of assets and liabilities and disclosureoafingent assets and liabilities at the datdeffinancial
statements. The reported amounts of revenues gahees during the reporting period may also beiaideby the
estimates and assumptions that management is edgoimake. Actual results may differ from thostnestes.



3. FAIR VALUE MEASUREMENTS
Fair Value Hierarchy

Financial Accounting Standards Board Accountingh8sads Codification (“ASC”) 820 defined and estshéd a
framework for measuring fair value and expandedldsures about fair value measurements for findiasisets and
liabilities that are adjusted to fair value on euring basis and/or financial assets and liab#ithat are measured at
fair value on a nonrecurring basis, which have lm#nsted to fair value during the period. In ademrce with ASC
820, we have categorized our financial assetsiabdifies, based on the priority of the inputgie valuation
technique, following the three-level fair valueaichy prescribed by ASC 820, as follows:

Level 1 - unadjusted quoted prices for identicakss or liabilities in an active market.

Level 2 - inputs from quoted prices in markets veheading occurs infrequently or quoted pricessfruments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefenwn assumptions about the inputs used in pritliegasset or
liability.

As of June 30, 2012 and December 31, 2011, aPALICO'’s financial assets or liabilities adjustedadd value on
a recurring basis (excluding pension assets — s¢& B ‘Pension and Other Postretirement Beng&fitgere
considered Level 3, based on the above fair vakmifthy. These primarily consisted of financiahsmission
rights, which are used to offset MISO congestioarghs. Because the benefit associated with finbmai@smission
rights is a flow-through to IPL’s jurisdictional stomers, IPL records a regulatory liability matghthe value of the
financial transmission rights. In addition, IPALGfAd one financial asset, a nonutility investmecbaated for
using the cost method of accounting, which is messat fair value on a nonrecurring basis, againguisevel 3
measurements. These financial assets and liabilitere not material to the financial statementsénperiods
covered by this report, individually or in the aggate.

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgpther speculative purposes. The estimated &irevof financial
instruments has been determined by using availabi&et information and appropriate valuation metiodies.
However, considerable judgment is required in prteting market data to develop the estimates ofv&lue.
Accordingly, the estimates presented herein arm@o¢ssarily indicative of the amounts that we @oeblize in a
current market exchange. The use of different maksumptions and/or estimation methodologies naag la
material effect on the estimated fair value amaunts

Cash Equivalents

As of June 30, 2012 and December 31, 2011, ouregsivalents consisted of money market funds. &irevalue
of cash equivalents uses Level 1 measurementspprd>xamates their book value due to their shorturit, which
was $10.9 million and $5.9 million as of June 3012 and December 31, 2011, respectively.

Customer Deposits

Our customer deposits do not have defined matdatgs and therefore, fair value is estimated tthbeamount
payable on demand, which equaled book value. Custdeposits totaled $24.0 million and $23.1 millamof
June 30, 2012 and December 31, 2011, respectively.

Indebtedness

The fair value of our outstanding fixed rate ded been determined on the basis of the quoted batikes of the
specific securities issued and outstanding. Irageircumstances, the market for such securites imactive and
therefore the valuation was adjusted to considangés in market spreads for similar securitiesa Assult, these
are considered Level 2 measurements and it isnegbarpose of this disclosure to approximate theevan the
basis of how the debt might be refinanced.



The following table shows the face value and tleviaue of fixed rate and variable rate indebtesdrior the
periods ending:

June 30, 2012 December 31, 2011
Face Value Fair Value Face Value Fair Value
(In Millions)
Fixed-rate $ 1,7653 $ 19763 $ 11,7653 $ 1,944.9
Variable-rate 70.0 70.0 64.0 64.0
Total indebtedness $ 18353 $ 2,0463 $ 1,8293 $ 2,008.9

The difference between the face value and the iceymalue of our fixed-rate debt represents unaizedtdiscounts
of $4.6 million and $5.0 million at June 30, 201®i@ecember 31, 2011, respectively.

4. INDEBTEDNESS
Restrictions on Issuance of Debt

On July 6, 2012, IPL received approval from thedratlEnergy Regulatory Commission (“FERC”) to bevnap to
$500 million of short-term indebtedness outstandihgny time through July 28, 2014.

IPALCO's Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillaggregate principal amount of 5.00% Senior 8&tu
Notes due 2018 (2018 IPALCO Notes”) pursuant tdeRLA4A and Regulation S under the Securities Ad1983,
as amended. The 2018 IPALCO Notes were issued girso an Indenture dated May 18, 2011, by and dsertw
IPALCO and The Bank of New York Mellon Trust Compail.A., as trustee. In connection with this isst&n
IPALCO conducted a tender offer to repurchase éshcany and all of IPALCO’s then outstanding $37fion of
8.625% (original coupon 7.625%) Senior Secured 8ldtee November 14, 2011 (“2011 IPALCO Notes”). As a
result, IPALCO no longer has indebtedness withnégrest rate that changes due to changes in il catings,
although IPL’s credit facilities continue to havertain fees that can be affected by its credihgati Additionally,
IPALCO no longer has any debt with financial ratiaintenance covenants; although its articles afriparation
continue to contain the same financial ratios retétig dividend payments and intercompany loan&ES as were
included in the 2011 IPALCO Notes.

The 2018 IPALCO Notes were priced to the publie&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thgcount. These costs and other related finanaistsare being
amortized through 2018 using the effective intemsthod. We used the net proceeds to repurchaséth
outstanding 2011 IPALCO Notes through the tendfara@ind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered. The proceeds were aled to pay the early tender premium of $14.4 nmilaod
other fees and expenses related to the tenderaftethe redemption of the 2011 IPALCO Notes, aaseother
fees and expenses related to the issuance of tl&IP@ALCO Notes. The total loss on early extingoisimt of debt
of $15.4 million was included as a separate liamitvithin Other Income and Deductions in the accamyng
Unaudited Condensed Consolidated Statements ofraco

The 2018 IPALCO Notes are secured by IPALCO’s ptedfjall of the outstanding common stock of IPLeTien
on the pledged shares will be shared equally atadhlsawith IPALCQO’s existing senior secured not#sALCO has
entered into a Pledge Agreement Supplement withBiamk of New York Mellon Trust Company, N.A., as
Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor Collatdge#nt dated November 14, 2001.
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5. PENSION AND OTHER POSTRETIREMENT BENEFITS

The following tables (in thousands) present infaiorarelating to the Employees’ Retirement Plamnafianapolis
Power & Light Company and the Supplemental Retirgrtan of Indianapolis Power & Light Company (“B&m
Plans”):

Net funded status of plans:

Net funded status at December 31, 2011, before tadjustments $ (252,877)
Net benefit cost components reflected in net furstatlis during first quarter:
Service cost (2,997)
Interest cost (7,558)
Expected return on assets 8,139
Employer contributions during quarter 7,400
Net funded status at March 31, 2012 before tax adggtments $ (246,893)
Net benefit cost components reflected in netl@thstatus during second quarter:
Service cost (1,996)
Interest cost (7,558)
Expected return on assets 8,138
Employer contributions during quarter 9,700
Net funded status at June 30, 2012 before tax adjusents $ (238,609)
Regulatory assets related to pensiofts
Regulatory assets at December 31, 2011, before @djustments $ 313,821
Amount reclassified through net benefit cost:
Amortization of prior service cost (1,061)
Amortization of net actuarial loss (4,868)
Regulatory assets at March 31, 2012 before tax adjtments $ 307,892
Amount reclassified through net benefit cost:
Amortization of prior service cost (1,062)
Amortization of net actuarial loss (4,867)
Regulatory assets at June 30, 2012 before tax adjo®nts $ 301,963

@ Amounts that would otherwise be charged/creditefidzumulated Other Comprehensive Income or Loss @pplication of ASC 715,

“Compensation — Retirement Benefits” are recorded eegulatory asset or liability because IPL hattically recovered and currently
recovers pension and other postretirement bengdéreses in rates. These are unrecognized amodritslye recognized as components of
net periodic benefit costs.
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Pension Expense

The following table presents Net Periodic BenebfisCinformation relating to the Pension Plans coradi

For the Three Months For the Six Months Ended
Ended June 30, June 30,

2012 2011 2012 2011
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 1,996 3 1,808 $ 3993 $ 3,617
Interest cost 7,558 7,957 15,116 15,914
Expected return on plan assets (8,138) (8,042) (16,277) (16,084)
Amortization of prior service cc 1,062 1,087 2,123 2,17:
Amortization of actuarial loss 4,867 3,327 9,735 6,653
Net periodic benefit cost $ 7,345 3 6,137 $ 14690 $ 12,273

In addition, IPL provides postretirement healthechenefits to certain active or retired employeesthe spouses
of certain active or retired employees. These ptistment health care benefits and the relatedjatidin were not
material to the consolidated financial statememthé periods covered by this report.

6. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPL is a defendant in approximately thirty pendiagsuits alleging personal injury or wrongful deatamming
from exposure to asbestos and asbestos contairodggis formerly located in IPL power plants. IPAstbeen
named as a “premises defendant”, which means Phatlid not mine, manufacture, distribute or inséabestos or
asbestos containing products. These suits havelyeaght on behalf of persons who worked for carttnes or
subcontractors hired by IPL. IPL has insurance tini@y cover some portions of these claims; culyetiibse
cases are being defended by counsel retained lusansurers who wrote policies applicable topkeiod of time
during which much of the exposure has been alleged.

It is possible that material additional loss wiglgard to the asbestos lawsuits could be incurrethig\time, an
estimate of additional loss cannot be made. IPLsk#ted a number of asbestos related lawsuitarfarunts which,
individually and in the aggregate, were not matéadPL's or IPALCO'’s results of operations, findal condition,
or cash flows. Historically, settlements paid oh'#behalf have been comprised of proceeds fromasnaore
insurers along with comparatively smaller contribng by IPL. Additionally, approximately twenty esshave been
dismissed by the plaintiffs in the first half of ZDwithout requiring a settlement. We are unablestimate the
number of, the effect of, or losses or range o lwhich are reasonably possible from the pendiwguéts or any
additional asbestos suits. Furthermore, we arelanakestimate the portion of a settlement amatiafyy, that may
be paid from any insurance coverage for any knomum&nown claims. Accordingly, there is no assueatiat the
pending or any additional suits will not have a eniall adverse effect on IPALCO's results of openadi financial
condition, or cash flows.

In addition, IPALCO and IPL are involved in litigah arising in the normal course of business. Wihikeresults of
such litigation cannot be predicted with certaimhgnagement believes that the final outcome willhave a
material adverse effect on IPALCO'’s results of @piens, financial condition, or cash flows. Amouatsrued or
expensed for legal or environmental contingencigiectively during the periods covered by this regaave not
been material to the Financial Statements of IPALCO

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateton of
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hazardous materials; the emission and discharpazrdous and other materials into the environnzamt;the
health and safety of our employees. These lawseguations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, jerewvocation
and/or facility shutdowns. We cannot assure thahaxee been or will be at all times in full compl@with such
laws, regulations and permits.

New Source Review

In October 2009, IPL received a Notice of Violatamd Finding of Violation (“NOV”) from the U.S.
Environmental Protection Agency (“EPA”) pursuanttie Federal Clean Air Act (“CAA”) Section 113(ahe
NOV alleges violations of the CAA at IPL’s threarparily coal-fired electric generating facilitiestihg back to
1986. The alleged violations primarily pertain e Prevention of Significant Deterioration (“PSHd
nonattainment New Source Review requirements uthde€AA. Since receiving the letter, IPL managentergt
met with the EPA staff regarding possible resohaiof the NOV. At this time, we cannot predict thémate
resolution of this matter. However, settlements ltighted outcomes of similar cases have requi@dpanies to
pay civil penalties, install additional pollutionrtrol technology on coal-fired electric generatingts, retire
existing generating units, and invest in additiceratironmental projects. A similar outcome in ttése could have
a material impact on our business. We would seekvery of any operating or capital expenditureatesl to air
pollution control technology to reduce regulatedesnissions; however, there can be no assuranats/éhwould
be successful in that regard. IPL has recordedhtingent liability related to this matter.

7. INCOME TAXES

IPALCO's effective combined state and federal inediax rates were 40.9% and 42.9%, respectivelythiothree
and six months ended June 30, 2012 as comparei2®3and 36.8%, respectively, for the three andrginths
ended June 30, 2011. A state tax benefit of $1lliomi which lowered the effective tax rate for th@11 periods,
was recorded in the second quarter of 2011 upoctmeat of lower state income tax rates. The year-gear
change in the effective tax rate is further impedig a $1.1 million discrete tax expense adjustmecdrded in the
first quarter of 2012.

8. SALE OF OATSVILLE COAL RESERVE

In June 2011, IPL completed the sale of coal rigii a small piece of land in Indiana (the “Oatevioal
Reserve”) to Penn Virginia Operating Co., LLC fasade price of $13.5 million. The property had eyiag value
of $0.2 million. The total gain recognized on tladesof $13.3 million was included in Miscellanedosome and
(Deductions) - Net under Other Income and (Dedusjién the accompanying Unaudited Condensed Catadeti
Statements of Income.

9. SEGMENT INFORMATION

Operating segments are components of an entefprisehich separate financial information is avaiéabnd is
evaluated regularly by the chief operating decisiaker in assessing performance and deciding haldcate
resources. Substantially all of our business ctssisthe generation, transmission, distributiod aale of electric
energy conducted through IPL, which is a verticaltggrated electric utility. IPALCO'’s reportablediness
segments are utility and nonutility. The nonutiligtegory primarily includes the $400 million 023% Senior
Secured Notes due April 1, 2016 and the $400 milib5.00% Senior Secured Notes due May 1, 2018;
approximately $11.2 million and $6.7 million of ndility cash and cash equivalents, as of June G02 2nd
December 31, 2011, respectively; short-term and-tenm nonutility investments of $4.7 million and.6 million
at June 30, 2012 and December 31, 2011, respagtamad income taxes and interest related to thesesi
Nonutility assets represented less than 1% of IP@IsGotal assets as of June 30, 2012 and Decenmbh@031.
Net income for the utility segment was $44.1 milliand $53.7 million for the six month periods endade 30,
2012 and 2011, respectively, and $20.3 million $8d.5 million for the three month periods endedel, 2012
and 2011, respectively. The accounting policiethefidentified segments are consistent with thadieips and
procedures described in the summary of signifieaobunting policies. Intersegment sales, if ang,gemerally
based on prices that reflect the current markeditions.
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ITEM 1B. DEFINED TERMS

DEFINED TERMS

The following is a list of frequently used abbreigas or acronyms that are found in this Form 10-Q:

2011 Form 10-K

2011 IPALCO Notes

2018 IPALCO Notes
AES

ASC

CAA

DSM

EPA

FERC

The Financial Statements

Fitch
GHG
IPALCO
IPL
IURC
kWh
MATS
MW
MISO
NOV
Pension Plans

PSD

IPALCO'’s Annual Report on Form 10ef the year ended December 31,
2011
$375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011
$400 million of 5.00% Senior SecLiNotes due May 1, 2018
The AES Corporation
Financial Accounting Standards Board Accounstgndards Codification
Federal Clean Air Act
Demand Side Management
U.S. Environmental Protection Agency
Federal Energy Regulatory Commission
The Unaudited Condenseddlidated Financial Statements of IPALGD
“Iltem 1. Financial Statementshcluded in Part | — Financial Information
of this Form 10-Q
Fitch Ratings
Greenhouse Gas
IPALCO Enterprises, Inc.
Indianapolis Power & Light Company
Indiana Utility Regulatory Commission
Kilowatt hours
Mercury and Air Toxics Standards
Megawatt
Midwest Independent Transmission System Operétc.
Notice of Violation and Finding of Violation
Employees’ Retirement Plan of IngialisPower & Light Company and
Supplemental Retirement Plan of Indianapolis Paswveight Company
Prevention of Significant Deterioration
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should bel i@aconjunction with our Unaudited Condensed Cédated
Financial Statements and the notes thereto includ8tém 1. Financial Statementsihcluded in Part | — Financial
Information of this Form 10-Q. The following disirsn contains forward-looking statements. Our daesults
may differ materially from the results suggestedhmse forward-looking statements. Please'Gaationary Note
Regarding Forward — Looking Statementg’the beginning of this Form 10-Q. For a listeftain abbreviations or
acronyms used in this discussion, éam 1B. Defined Termsincluded in Part | — Financial Information of this
Form 10-Q.

MARKET DEVELOPMENTS

We are one of many transmission system owner menibdISO. MISO is a regional transmission orgatia
which maintains functional control over the comlgiteansmission systems of its members and managesfdhe
largest energy and ancillary services marketsenuts. IPL offers the available electricity prodantof each of its
generation assets into the MISO day-ahead andimealmarkets. MISO dispatches generation asseisanomic
order considering transmission constraints andratimbility issues to meet the total demand & ESO region.

The increased interconnection of renewable enerdgiye MISO transmission system and participatioreatwable
energy resources in the MISO energy markets hasedsed the economic dispatch of energy from esalurces.
Furthermore, the unusually mild winter in the MI&®tprint in 2012 and a weak economy have decretimed
demand for electricity. Additionally, the use ohamced technologies to recover natural gas frore steposits has
increased natural gas supply and reserves, whiplaaed downward pressure on natural gas prickslzerefore,
on wholesale power prices. The combination of thas®rs reduced the clearing price of electrigitthe MISO
market for much of the first half of 2012 to itsMest levels since the MISO energy market begai®@52As a
result, IPL’s coal-fired generation called uponN\SO to produce electricity during the recent sgrand winter
months was at its lowest levels since 2005. Theehtitan normal summer temperatures in 2012 hawpdearily
mitigated that trend.

The greatest impact of the depressed spring angmitiSO electricity prices was a reduction in fhel portion of
the retall rate to IPL’s customers, which did mopact net utility operating income due to the pssugh nature
of fuel and purchased power cost under the fuelsidijent charge proceedings. There was also, hoyever
significant negative impact on our wholesale satdames, as well as our profit margin on wholesaes.
Accordingly, wholesale revenues are down $17.4ionillor 61%, in the first six months of 2012 as pamed to the
same period in 2011, even though our unplannedyjeutate for the six months ended June 30, 20E&ssthan half
of what it was for the same period in 2011. Thaltwhpact to IPL is mitigated by the fact that wésdle revenues
have typically represented only about 5% of totgknues in the years leading up to 2012.

In light of these circumstances, in March 2012, iRhnagement announced a “ready reserve” plan éoE#yle
Valley generation plant. This ready reserve plaamsehat IPL will do only the work necessary to min the
equipment at Eagle Valley and to be ready if thigsuare dispatched by MISO. In order to keep tlpprepared
for intermittent use, we have retained a small teApeople at Eagle Valley. The rest of IPL’s eayges that were
previously at Eagle Valley have either retired fri#h or been positioned in other areas of IPL ui@ plant’s
units are needed. The units at the Eagle Vallegiggion plant were dispatched by MISO at variooees during
the spring and summer of 2012 and the ready regavewas successfully implemented. As a resulbhefready
reserve plan, we estimate operating and maintenzoute for Eagle Valley in the first half of 2012n& nearly $5
million less than what we would have otherwise expé. Eagle Valley remains part of IPL’s operatamgl
capacity plan and will continue to be, until itnis longer economical to maintain the facility andfweet
environmental regulations. The Eagle Valley urgisresent approximately 10% of IPL’s total genegatinpacity
and about 7% of actual electricity generated byitPéach of the past two years.
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RESULTS OF OPERATIONS

The electric utility business is affected by seasaveather patterns throughout the year and, tberethe operating
revenues and associated expenses are not genevatdg by month during the year.

Comparison of three months ended June 30, 2012 attdree months ended June 30, 2011
Utility Operating Revenues

Utility operating revenues during the three morghded June 30, 2012 increased by $12.7 million emetpto the
same period in 2011, which resulted from the follmpwchanges (in thousands):

Three Months Ended

June 30, Percentage
2012 2011 Change Change
Utility Operating Revenues:
Retail Revenues $ 284,181 $ 258,911 $ 25,270 9.8%
Wholesale Revenues 3,523 45,5 (13,021) (78.7)%
Miscellaneous Revenues 4,955 4,488 467 10.4%
Total Utility Operating Revenues $ 292,659 $ 279,943 $ 12,716 4.5%
Heating Degree Days:
Actual 361 407 (49 (11.3)%
30-year Average 551 551
Cooling Degree Days:
Actual 474 429 45 10.5%
30-year Average 302 302

The increase in retail revenues of $25.3 milliorswdae to an 8.0% increase in the weighted average jper
kilowatt hours (“kWh") sold ($21.6 million) and a7P6 increase in the volume of kWh sold ($3.7 mil)ioThe
$21.6 million increase in the weighted averageepatkWh sold was primarily due to increases irfl fegenues of
$13.6 million, increases in environmental rate atiient mechanism revenues of $3.2 million, anceimees in
Demand Side Management (“DSM”) program rate adjastrmechanism revenues of $2.6 million. The in@éas
fuel revenues is offset by increases in purchasegepcosts as described below. Likewise, the vagority of the
increases in environmental and DSM rate adjustm&mhanism revenues are offset by increased opgratin
expenses including depreciation and amortizatitve $3.7 million increase in the volume of electyicold was
primarily due to warmer temperatures in our sertéeatory in the second quarter of 2012 (demonsttéy the
increase in cooling degree days, as shown in tile &bove).

The decrease in wholesale revenues of $13.0 millias primarily due to a 75.7% decrease in the dyasitkWh

sold ($12.5 million) and a 12.2% decrease in thighted average price per kWh sold ($0.5 millioreTdecline in
the quantity and price of wholesale kWh sales [gaired in the preceding section entitléddrket Developments
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Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from the three months ende®0u2011 to
the three months ended June 30, 2012 (in millions):

Operating expenses for the three months ended Jurd®, 2011 $ 243.8
Increase in power purchased 18.0
Decrease in fuel costs (9.4)
Increase in depreciation and amortization costs 3.1
Increase in DSM program costs 24
Other miscellaneous variances 0.2

Operating expenses for the three months ended Jurd®, 2012 $ 258.1

The $18.0 million increase in purchased power ceats primarily due to a 240% increase in the volwfngower
purchased during the period ($31.3 million). Tihizrease was partially offset by a 30% decreaseenmarket
price of power purchased during the period ($131Bam). A portion of the volume increase can bgibtted to
power purchased as part of a power purchase agneéonepproximately 200 MW of wind generated alietty
from a project in Minnesota, which began commergaration in October 2011. Additionally, at tintke MISO
market provides a lower cost alternative to serperéion of our jurisdictional customers’ electticdemand. For
the reasons described in the preceding sectiotteghtMarket Developmenfsthis situation occurred with greater
frequency in the second quarter of 2012 than irsé@®nd quarter of 2011.

The $9.4 million decrease in fuel costs is prinyadilie to a $17.8 million decrease in the quantitfuel consumed
due primarily to a decrease in total electricitiesavolume in the comparable periods and an ineregpurchased
power, as described above. This decrease waslpadifset by a $4.9 million increase in deferifadl costs as the
result of variances between estimated fuel andhased power costs in our fuel adjustment charggsetual fuel
and purchased power costs, and a 10% increase pritte per ton of coal we consumed during the aratge
periods ($5.4 million). We are generally permittedecover underestimated fuel and purchased poests to
serve our retail customers in future rates thrahgtfuel adjustment charges proceedings and, thverehe costs
are deferred and amortized into expense in the gemed that our rates are adjusted.

The increase in depreciation and amortization cofs$3.1 million was primarily due to additionallity plant
assets placed in service, including the Peterstmitg} flue gas desulfurization enhancements ptafet was
completed in the fourth quarter of 2011. Depreciatiosts on this project are recoverable throughocoer rates.
The increase in DSM program costs of $2.4 milliwhjch are recoverable through customer ratestribated to
the continued implementation of IPL’s energy effitty program initiatives.

Other Income and Deductions

Other income and deductions decreased $0.2 miiothe three months ended June 30, 2012 as cothpathe
same period in 2011. This decrease is primarilytdu® a $13.3 million gain on sale of our Oatkvitoal reserve
in June of 2011, (ii) a $2.0 million decrease ia icome tax benefit, which was primarily due te thange in
pretax nonoperating income during the comparablegs, and (iii) a $0.6 million decrease in thealance for
equity funds used during construction as a refuleoreased construction activity. These decreases partially
offset by a $15.4 million loss on early extinguistithof debt in May of 2011 related to the repurehafs$375
million of 8.625% 2011 IPALCO Notes, including a4b4 million early tender premium.

Interest and Other Charges
Interest and other charges decreased $1.5 milliothé three months ended June 30, 2012 as comfmatiedl same
period in 2011. This decrease was primarily duewer interest of $2.0 million on long-term debtaagesult of

various debt refinancing activities in 2011, inéhgithe refinancing in May of 2011 of $375 milliof 8.625%
2011 IPALCO Notes with $400 million of 5.00% Senfecured Notes due May 1, 2018. This decrease was
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partially offset by a $0.4 million decrease in #ilwwance for borrowed funds used during constomcés a result
of decreased construction activity.

Comparison of six months ended June 30, 2012 and shonths ended June 30, 2011
Utility Operating Revenues

Utility operating revenues during the six monthdeth June 30, 2012 increased by $24.7 million coethtr the
same period in 2011, which resulted from the follmychanges (in thousands):

Six Months Ended

June 30, Percentage
2012 2011 Change Change
Utility Operating Revenues:
Retail Revenues $ 573,169 $ 530,756 $ 42,413 8.0%
Wholesale Revenues 11,230 28,58 (17,359) (60.7)%
Miscellaneous Revenues 9,364 9,763 (399) (4.1)%
Total Utility Operating Revenues $ 593,763 $ 569,108 $ 24,655 4.3%
Heating Degree Days:
Actual 2,418 3,214 (796 (24.8)%
30-year Average 3,453 3,424
Cooling Degree Days:
Actual 519 432 87 20.1%
30-year Average 302 302

The increase in retail revenues of $42.4 milliorswdae to a 9.2% increase in the weighted average per kWh
sold ($46.4 million) and a nonrecurring charge agfaietail revenues related to prior periods reedrid March of
2011 ($5.0 million), partially offset by a 2.0% dease in the volume of kwWh sold ($9.0 million). T$#%65.4 million
increase in the weighted average price of kWh sald due to increases in fuel revenues of $29.6omjlfavorable
block rate variances of $6.9 million, increasesrimironmental rate adjustment mechanism revenu®5.6f
million, and increases in DSM program rate adjusiinmeechanism revenues of $4.3 million. The favardbbck
rate variances of $6.9 million are mostly attrilslite our declining block rate structure, which gafig provides
for residential and commercial customers to begdthea lower per kwWh rate at higher consumptionléeve
Therefore, as volumes decrease, the weighted av@raze per kWh increases. The increase in fuemegs is
offset by increases in fuel and purchased poweds@ssdescribed below. Likewise, the vast majaitthe
increases in environmental and DSM rate adjustm&thanism revenues are offset by increased opgratin
expenses including depreciation and amortizatidre $9.0 million decrease in the volume of eledyisbld was
primarily due to milder temperatures in our senteitory in the winter of 2012 (demonstrated bg tlecrease in
heating degree days, as shown in the table above).

The decrease in wholesale revenues of $17.4 milia® primarily due to a 50.9% decrease in the dyaoftkWh

sold ($14.6 million) and a 20.0% decrease in thigkted average price per kWh sold ($2.8 millioreTdecline in
the quantity and price of wholesale kWh sales [daired in the preceding section entitléddrket Developments
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Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from the six months ended Dyr2931 to
the six months ended June 30, 2012 (in millions):

Operating expenses for the six months ended June , 38011 $ 497.2
Increase in power purchased 24.2
Decrease in power plant maintenance expenses 11.2)(
Increase in depreciation and amortization costs 4.9
Decrease in fuel costs (4.2)
Increase in DSM program costs 3.6
Increase in income taxes — net 2.9
Increase in pension expenses 2.4
Other miscellaneous variances 1.4

Operating expenses for the six months ended June 31012 $ 521.2

The $24.2 million increase in purchased power ceats primarily due to a 104% increase in the volwfngower
purchased during the period ($33.2 million). Tinerease was partially offset by a 12% decreadaeimtarket price
of power purchased during the period ($9.0 millioA)portion of the volume increase can be attedub power
purchased as part of a power purchase agreemesgpfiooximately 200 MW of wind generated electriditym a
project in Minnesota, which began commercial openain October 2011. Additionally, at times the M 3narket
provides a lower cost alternative to serve a portibour jurisdictional customers’ electricity demaa For the
reasons described in the preceding section entiffadket Developmenfsthis situation occurred with greater
frequency in the first half of 2012 than in thesfihalf of 2011.

Power plant maintenance expenses for the six mamtisd June 30, 2012 decreased $11.2 million or 30%
compared to the same period in 2011 primarily duthé timing of major generating unit overhauls. gpect
maintenance expenses to increase in 2013 with anothajor generating unit overhaul scheduled fot gear.

The increase in depreciation and amortization cofs$gt.9 million was primarily due to additionallity plant
assets placed in service, including the Peterstmitg} flue gas desulfurization enhancements ptafet was
completed in the fourth quarter of 2011. Depreciatiosts on this project are recoverable throughoooer rates.

The $4.2 million decrease in fuel costs is prinyadilie to a $28.5 million decrease in the quantitfuel consumed
due primarily to a decrease in total electricitiesavolume in the comparable periods and an inergapower
purchased, as described above. This decrease wiadlpaffset by a $16.1 million increase in defed fuel costs
as the result of variances between estimated fisbparchased power costs in our fuel adjustmenigelsaand
actual fuel and purchased power costs, and a 98éase in the price per ton of coal we consumeddutie
comparable periods ($10.1 million). We are gengiadéirmitted to recover underestimated fuel and pased power
costs to serve our retail customers in future retesugh the fuel adjustment charges proceedindstharefore, the
costs are deferred and amortized into expenseeisdme period that our rates are adjusted.

The increase in DSM program costs of $3.6 milliwhjch are recoverable through customer ratestribated to
the continued implementation of IPL’s energy effitty program initiatives. The $2.9 million increaséncome
taxes — net was primarily due to the tax effectI$8illion) of the increase in pretax net operatimgome, for the
reasons previously described, and a $1.1 millisoréte tax adjustment recorded in the first quart@012. The
$2.4 million increase in pension expenses is dued@ases in the components of net periodic becesi (see
Note 5, ‘Pension and Other Postretirement Benéfits details).
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Other Income and Deductions

Other income and deductions decreased $2.4 miiothe six months ended June 30, 2012 as comparie
same period in 2011. This decrease is primarilytdu® a $13.3 million gain on sale of our Oatkersitoal reserve
in June of 2011, (ii) a $3.0 million decrease ia icome tax benefit, which was primarily due te thange in
pretax nonoperating income during the comparabiegs, and (iii) a $1.8 million decrease in thealance for
equity funds used during construction as a refuleoreased construction activity. These decreases partially
offset by a $15.4 million loss on early extinguisiithof debt in May of 2011 related to the repurehafs$375
million of 8.625% 2011 IPALCO Notes, including a4b4 million early tender premium.

Interest and Other Charges

Interest and other charges decreased $4.1 milliothé six months ended June 30, 2012 as compatbé same
period in 2011. This decrease was primarily duewer interest of $5.1 million on long-term debtaagesult of
various debt refinancing activities in 2011, inéhgithe refinancing in May of 2011 of $375 milliof 8.625%
2011 IPALCO Notes with $400 million of 5.00% Sen@ecured Notes due May 1, 2018. This decrease was
partially offset by a $0.9 million decrease in tllwwance for borrowed funds used during constaucés a result
of decreased construction activity.

LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 2012, we had unrestricted cash asl equivalents of $25.8 million. As of June 30, 2,0nve also
had available borrowing capacity of $226.9 milliomder our $250.0 million committed revolving crefitility
after existing letters of credit. All of IPL’s loAgrm borrowings must first be approved by the UK the
aggregate amount of IPL’s short-term indebtednasst tme approved by the FERC. We have approval FERC
to borrow up to $500 million of short-term indebteds outstanding at any time through July 28, 28%4f June
30, 2012, we also have authority from the IURCaimpng other things, issue up to $135 million inraggte
principal amount of long-term debt, to refinancetoi$110 million in existing indebtedness througécBmber 31,
2013, and to have up to $250 million of long-temadit agreements and liquidity facilities outstarglat any one
time. We also have restrictions on the amount of debt that may be issued due to contractual dibiga of AES
and by financial covenant restrictions under ousteng debt obligations. We do not believe suchrigtsons will be
a limiting factor in our ability to issue debt inet ordinary course of prudent business operations.

We believe that existing cash balances, cash gekfi@mm operating activities and borrowing capaoit our
committed credit facility will be adequate for tiiweseeable future to meet anticipated operatipgeses, interest
expense on outstanding indebtedness, recurringgt@ppenditures and to pay dividends to AES. Seaufor
principal payments on outstanding indebtednesshandecurring capital expenditures are expectecttolttained
from: (i) existing cash balances; (ii) cash gerestdtom operating activities; (iii) borrowing cajgan our
committed credit facility; and (iv) additional defimancing. In addition, due to existing and expeelcénvironmental
regulations, it is likely that equity capital mag@be used as a funding source.

Capital Requirements
Capital Expenditures

Our construction program is composed of capitakexiitures necessary for prudent utility operatiand
compliance with environmental laws and regulatiasng with discretionary investments designecefalace
aging equipment or improve overall performance. €apital expenditures totaled $57.0 million and $20million
for the six months ended June 30, 2012 and 20%peotively. Our capital expenditures decreasedd2y2 million
in 2012 primarily due to the Petersburg unit 4 fyas desulfurization enhancements project thatoeagpleted in
the fourth quarter of 2011. Construction expeneéfwturing the first six months of 2012 and 201 lewWaranced
with internally generated cash provided by operetjdorrowings on our credit facility and a fedeyant for IPL’s
Smart Energy Projects.

Our capital expenditure program, including develeptand permitting costs, for the three year pe2iot2-2014 is
currently estimated to cost approximately $402ianllexcluding environmental compliance costs. ¢tudes
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approximately $221 million for additions, improvenmi® and extensions to transmission and distribwgguipment,
including Smart Energy Projects, $153 million fawer plant related projects, and $28 million fdnet
miscellaneous equipment. These estimates includeiats already spent in the first six months of 20i&ese
amounts do not include the impacts of the MATS (aée Environmental Matters” — “MATSbelow for further
details).

Common Stock Dividends

All of IPALCO'’s outstanding common stock is held AS. During the first six months of 2012 and 2@ paid
$29.6 million and $51.3 million, respectively, iividends to AES. Future distributions will be detémed at the
discretion of our board of directors and will deggmimarily on dividends received from IPL. Dividisifrom IPL
are affected by IPL’s actual results of operatidimgncial condition, cash flows, capital requirerts regulatory
considerations, and such other factors as IPL'scbofdirectors deems relevant.

Pension Funding

We contributed $17.1 million and $13.0 million tetPension Plans during the first six months of2&id 2011,
respectively. Funding for the qualified EmployeBgtirement Plan of Indianapolis Power & Light Comypés
based upon actuarially determined contributionstiiee into account the amount deductible for inedax
purposes and the minimum contribution required ueployee Retirement Income Security Act of 19441,
amended by the Pension Protection Act of 2006,ellsas targeted funding levels necessary to metdine
thresholds. Management does not currently expgcbhthe pension assets to be returned to us d@ig.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéarrow
money or refinance existing indebtedness can leetafi by our credit ratings. Any reduction in oabtlor credit
ratings may adversely affect the trading price wfautstanding debt securities. In April 2012, RiRatings
(“Fitch™) downgraded the Issuer Default Rating BALCO to ‘BB+’ from ‘BBB-’ and downgraded the insiment
rating of IPALCO’s senior secured notes by one méec'BB+’ from ‘BBB-'. In addition, Fitch affirmedhe Issuer
Default Rating of IPL at ‘BBB-’ as well as affirmdBL’s security ratings. In a press release annogrhe
downgrade, Fitch cited various factors to explaimdowngrade, including, but not limited to: IPALG®ighly
leveraged capital structure, the sole support IP@L:€ceives from the upstream distributions from,IRlise in
operating costs including pension expenses, sagmifilevels of capital spending for environmentahpliance at
IPL and lower wholesale power pricing. Fitch forgtsathe decline in credit metrics at IPALCO to émporary
over 2012 to 2015 and expects credit metrics towercby 2016.

The credit ratings of IPALCO and IPL as of Augus2012 are as follows:

Moody'’s S&P Fitch

IPALCO Issuer Rating/Corporate Credit

Rating/Long-term Issuer Default Rating - BBB- BB
IPALCO Senior Secured Notes Bal BB+ BB+
IPL Issuer Rating/Corporate Credit Rating/Long-

term Issuer Default Rating Baa2 BBB- BBB-
IPL Senior Secured A3 BBB BBB+
IPL Senior Unsecured Baa2 BBB- BBB

The following discussion is an update to and shbeldead in conjunction with the discussion inchide
“Liquidity and Capital Resources — Environmental tdegt’ included in ‘item 7. Management's Discussion and
Analysis of Financial Condition and Results of Gyems’ included in our 2011 Form 10-K.
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Regulatory Matters
Tree Trimming Practices Investigation

In July 2012, the IURC issued its final order ie thee trimming practices rulemaking, which is extpd to become
law upon approval by the Governor of Indiana. IBiimplementing procedures to ensure it appropyia@mplies
with the requirements of the new rule that addressxification, dispute resolution and other atitad associated
with its vegetation management practices. The reqénts of the new ruling are similar to curremtgbices. The
cost impact of the rule will not be known until Wwave experience operating under its terms.

Environmental Matters

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazardous and other materials into the environnzamt;the
health and safety of our employees. These lawseqdations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, pewnit revocation
and/or facility shutdowns.

The combination of existing and expected environaderegulations make it likely that we will tempaitg or
permanently retire several of our existing, prityacbal-fired, smaller and older generating unifthim the next
several years. These units are not equipped watladivanced environmental control technologies rieemeomply
with existing and expected regulations, and callety have made up less than 15% of our net elattrgjeneration
over the past five years. We are continuing towatal available options for replacing this generatighich include
modifying one or more of the units to use natued gs the fuel source, building new units, purcttpskisting
units, joint ownership of generating units, purdéhglectricity and capacity from a third party,smme
combination of these options. Accordingly, on JABe2012, IPL issued a request for proposals forMVv of
replacement capacity and energy beginning in JOA& Avhich is intended to help us determine thé¢ jplas for
replacement generation. Our decision on which oegpteent options to pursue will be impacted by therahtives
available to comply with the EPA’'s MATS rule, dabed in “MATS” below, as well as the ultimate timbte for
implementation of the rule. We will seek and exgeatecover our costs associated with replacingetieed units,
but no assurance can be given as to whether th€ Wéuld approve such a request.

MATS

In April 2012, the EPA published in the Federal Rty a rule to establish maximum achievable cdm¢ahnology
standards for each hazardous air pollutant reglilateler the CAA, known as the Mercury and Air Texic
Standards or “MATS”. IPL management has developplda to comply with this rule. Most of our coalefd
capacity has acid gas scrubbers or comparableatdethnologies; however, there are other improvem such
control technologies that are necessary to actdengliance. Under the CAA, compliance is requirgdipril
2015; however, the compliance period for a unigrmup of units, may be extended by state permgitinthorities
(for one additional year) or through a determinmatiy the President (for up to two additional yeavgg expect to
pursue an extension from the Indiana DepartmeBinefronmental Management, but there is no guarahieve
will be successful. We would seek and expect tovecthrough our environmental rate adjustment meism, any
operating or capital expenditures related to allugion control technology to reduce regulatedeaitissions;
however, there can be no assurances that we wewddzessful in that regard.

Several lawsuits challenging the MATS rule havertided and consolidated into a single proceediefpie the

United States Court of Appeals for the DistriciGuflumbia Circuit. We cannot predict the outcomehid
litigation.
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Climate Change — Regulation

As noted in our 2011 Form 10-K, in December 2018,EPA announced that it had entered into a sedtiem
agreement with several states and environmentapgrthat requires the EPA to promulgate New Source
Performance Standards for Greenhouse Gas (“GHGI§stons from electric generating units and ceréamissions
units from refineries. In April 2012, the EPA pulied such proposed regulations. The proposed uléwequire
certain new electric generating units to meet adsted of 1,000 pounds of carbon dioxide per medalair, a
standard based on the emissions limitations achliexhrough natural gas combined cycle generafibe. proposal
anticipates that affected coal-fired units woul@ahéo install carbon capture and storage or otkgersive carbon
dioxide emission control technology to meet thed#ad. At this time, we are reviewing the propossgllations
and it is unclear what the impact of these newdsteds will be on our business. As proposed, thedstal would
not apply to our existing generating units, buheatwould regulate construction of new generatinigsu

In June 2012, the U.S. Court of Appeals for the .CCcuit issued an order rejecting challengesPAE GHG
Endangerment Finding, the Tailpipe Rule, the Tinfihde, and the Tailoring Rule; each of which alesu
promulgated by EPA under its CAA authority to redal GHG emissions. Briefly, the Court upheld the
Endangerment Finding and the Tailpipe Rule, anthidised petitions challenging the Timing and TailgrRules
for lack of standing. Accordingly, the PSD and &M permitting requirements for electric utilitiestablished by
these rules will remain in place, subject to furthetential judicial challenges. Our complianceigdtions with
respect to these rules is not expected to changeesslt.

Summary

We expect to incur material costs to comply with M#and, to a lesser extent, other expected envieotah
regulations, including those related to coal contibnsbyproducts; the Cross-State Air Pollution Rulastewater
effluent; cooling water intake; and Polychlorinatighenyls-containing equipment, both in terms apital costs
and ongoing operating and maintenance costs. Qrerduforecast to comply with these final and expdc
regulations includes capital expenditures of apjpnaxely $500 million - $700 million over the nexhv&ral years.
At this time, we are unable to predict costs to plymvith other potential environmental regulatiosgch as GHG
emissions and National Ambient Air Quality Standand/e would expect to seek recovery of both capital
operating costs related to such compliance, altheuwgassurances can be given that we would be ssfote
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO  UT MARKET RISK

Not applicable pursuant to General Instruction khef Form 10-Q.

ITEM 4. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdtetlesigned to ensure that information requindsketdisclosed
in the reports that we file or submit under the8ities Exchange Act of 1934, is recorded, proagssemmarized
and reported within the time periods specifiechia $ecurities and Exchange Commission’s rules amadsf, and
that such information is accumulated and commuedtéd the principal executive officer and princifimhncial
officer, as appropriate, to allow timely decisioagarding required disclosures.

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the superviaimhwith the participation of our management,udaig the
principal executive officer and principal financafficer, of the effectiveness of our “disclosuentrols and
procedures” (as defined in the Exchange Rules B8a}knd 15d-15(e) as required by paragraph (H)eof
Exchange Act Rules 13a-15 or 15d-15) as of Jun@@L2. Our management, including the principal akee
officer and principal financial officer, is engageda comprehensive effort to review, evaluate iamatove our
controls; however, management does not expecbthradisclosure controls or our internal controlgofinancial
reporting will prevent all errors and all fraud.cAntrol system, no matter how well designed andaipd, can
provide only reasonable, not absolute, assurarateétth control system’s objectives will be met.tRar, the design
of a control system must reflect the fact thatéhame resource constraints, and the benefits dfasmmust be
considered relative to their costs. In additiory emaluation of the effectiveness of controls ikjeat to risks that
those internal controls may become inadequatetindiperiods because of changes in business comglitbr that
the degree of compliance with the policies or pdutes deteriorates. We have interests in certaipnsolidated
entities. As we do not control or manage thesdiestiour disclosure controls and procedures vesipect to such
entities is generally more limited than those wentaan with respect to our consolidated subsidarie

Based upon the controls evaluation performed, teipal executive officer and principal financifficer have
concluded that as of June 30, 2012, our disclosomérols and procedures were effective to provasonable
assurance that material information relating tamd our consolidated subsidiaries is recorded,gused,
summarized and reported within the time periodsi§ipd in the Securities and Exchange Commissioniss and
forms and that such information is accumulated@mmunicated to the principal executive officer gnichcipal
financial officer, as appropriate, to allow timelgcisions regarding required disclosures.

Changes in Internal Controls

In the course of our evaluation of disclosure aamistand procedures, management considered cantaimal
control areas in which we have made and are cdntirto make changes to improve and enhance conBated
upon that evaluation, the principal executive @ffiand principal financial officer concluded thiagite were no
changes in our internal controls over financialoripg identified in connection with the evaluatieguired by
paragraph (d) of the Exchange Act Rules 13a-1%dr15 that occurred during the six months endee 3@n 2012
that have materially affected, or are reasonakbjlyito materially affect, our internal controlsemfinancial
reporting.
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PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Please see Note ‘@Commitments and Contingencies3 The Financial Statements for a summary of §icanit
legal proceedings involving us. We are also sulifeoputine litigation, claims and administrativepeedings
arising in the ordinary course of business.

ITEM 1A. RISK FACTORS

There have been no material changes to the riskrfaas previously disclosed in IPALCQO’s Annual Bemn
Form 10-K for the year ended December 31, 2011.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS

Exhibit No. Document

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

31.2 Certification by Principal Financial Officexquired by Rule 13a-14(a) or 15d-14(a)

32 Certification required by Rule 13a-14(b) or 1Btb)

101.INS  XBRL Instance Document (furnished herewistprovided in Rule 406T of Regulation S-T)

101.SCH XBRL Taxonomy Extension Schema Documemhighed herewith as provided in Rule 406T of
Regulation S-T)

101.CAL XBRL Taxonomy Extension Calculation Linklealocument (furnished herewith as provided in
Rule 406T of Regulation S-T)

101.DEF XBRL Taxonomy Extension Definition LinkbaSecument (furnished herewith as provided in
Rule 406T of Regulation S-T)

101.LAB XBRL Taxonomy Extension Label Linkbase Downt (furnished herewith as provided in Rule
406T of Regulation S-T)

101.PRE XBRL Taxonomy Extension Presentation LiskbBocument (furnished herewith as provided in

Rule 406T of Regulation S-T)

-25 -



SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisd¢iport to be
signed on its behalf by the undersigned thereualp authorized.

IPALCO ENTERPRISES, INC.
(Registrant)

Date:_ August 3, 2012 /sl Kelly M. Himgiton
Kelly M. Huntington
Senior Vice President and Chief Financial Officer
(Principal Financial Officer and Duly Authorized fidfer)

Date:  August 3, 2012 /s/ Kurt A. Touist
Kurt A. Tornquist
Vice President and Controller
(Principal Accounting Officer)
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Exhibit 31.1

Certification Pursuant to Rule 13a-14(a) or 15d-14) of the Securities Exchange Act of 1934

I, Kenneth J. Zagzebski, certify that:

1.
2.

| have reviewed this quarterly report on Form 10fQPALCO Enterprises, Inc. (the “registrant”);
Based on my knowledge, this report does not commjnuntrue statement of a material fact or ométate
a material fact necessary to make the statemernts,nralight of the circumstances under which such
statements were made, not misleading with respetiet period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repo
fairly present in all material respects the finahcondition, results of operations and cash floithe
registrant as of, and for, the periods presentelisnreport;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie
controls and procedures (as defined in ExchangdRAitets 13a-15(e) and 15d-15(e)) and internal cbntro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrandl
have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and
procedures to be designed under our supervisiengare that material information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financial reipgr;, or caused such internal control over
financial reporting to be designed under our sup&m, to provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presented in
this report our conclusions about the effectiversdsbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; and

(d) Disclosed in this report any change in the reggtsanternal control over financial reporting that
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiffibgted, or is reasonably likely to materially
affect, the registrant’s internal control over ficél reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluation of

internal control over financial reporting, to thegistrant’s auditors and the audit committee of the
registrant’s board of directors (or persons perfognthe equivalent functions):

() All significant deficiencies and material weaknessethe design or operation of internal control
over financial reporting which are reasonably bkl adversely affect the registrant’s ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a
significant role in the registrant’s internal camtover financial reporting.

Date: August 3, 2012 /s/ Kenneth J. Zagzebski

Kenneth J. Zagzebski
President and Chief Executive Officer
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Exhibit 31.2

Certification Pursuant to Rule 13a-14(a) or 15d-14) of the Securities Exchange Act of 1934

I, Kelly M. Huntington, certify that:

1.
2.

| have reviewed this quarterly report on Form 10fQPALCO Enterprises, Inc. (the “registrant”);
Based on my knowledge, this report does not commjnuntrue statement of a material fact or ométate
a material fact necessary to make the statemernts,nralight of the circumstances under which such
statements were made, not misleading with respetiet period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repo
fairly present in all material respects the finahcondition, results of operations and cash floithe
registrant as of, and for, the periods presentelisnreport;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie
controls and procedures (as defined in ExchangdrAitets 13a-15(e) and 15d-15(e)) and internal cbntro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrandl
have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and
procedures to be designed under our supervisiengare that material information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financial reipgr;, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presented in
this report our conclusions about the effectiversdsbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting that
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiffibgted, or is reasonably likely to materially
affect, the registrant’s internal control over ficél reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluation of

internal control over financial reporting, to thegistrant’s auditors and the audit committee of the
registrant’s board of directors (or persons perfogthe equivalent functions):

() All significant deficiencies and material weaknessethe design or operation of internal control
over financial reporting which are reasonably bkl adversely affect the registrant’s ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a
significant role in the registrant’s internal camtover financial reporting.

Date: August 3, 2012 /s/ Kelly M. Huntington

Kelly M. Huntington
Senior Vice President and Chief Financial Officer
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Exhibit 32

Certification Pursuant to Rule 13a-14(b) or 15d-144) of the Securities Exchange Act of 1934 and Purant to
Section 1350 of Chapter 63 of Title 18 of the UniteStates Code as adopted pursuant to Section 906tbé
Sarbanes-Oxley Act of 2002

The certification set forth below is being subrdtta connection with the Quarterly Report on For@aQ for the
period ended June 30, 2012 (the “Report”) for thppse of complying with Rule 13a-14(b) or Rule 115b) of
the Securities Exchange Act of 1934 and Sectio® I8%hapter 63 of Title 18 of the United Statesi€o

Kenneth J. Zagzebski, President and Chief Exec@ifieer and Kelly M. Huntington, Senior Vice Prdent and
Chief Financial Officer of IPALCO Enterprises, IlEIPALCO"), each certifies that, to the best o lur her
knowledge:
1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchange A
of 1934; and
2. The information contained in the Report fairly mets, in all material respects, the financial cbadiand
results of operations of IPALCO.

Date: August 3, 2012 /s/ Kenneth J. Zagzebski
Kenneth J. Zagzebski
President and Chief Executive Officer

Date: August 3, 2012 /s/ Kelly M. Huntington
Kelly M. Huntington
Senior Vice President and Chief Financial Officer

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