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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K includ#erward-looking statementstithin the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the SéearExchange Act of 1934, as amended (“Exchang®) A
including, in particular, the statements aboutgans, strategies and prospects under the heatliegs 1.
Business,” “Iltem 5. Market for Registrant’'s Commigguity, Related Stockholder Matters and Issuer Rase of
Equity Securities’and“ltem 7. Management’s Discussion and Analysis afdficial Condition and Results of
Operations.”Forward-looking statements express an expectatitelgef and contain a projection, plan or
assumption with regard to, among other things fature revenues, income, expenses or capital sireicBuch
statements of future events or performance arguetantees of future performance and involve estispa
assumptions and uncertainties. The words “coulchdy,” “predict,” “anticipate,” “would,” “believe,estimate,”
“expect,” “forecast,” “project,” “objective,” “intad,” “continue,” “should,” “plan,” and similar expssions, or the
negatives thereof, are intended to identify forwiawking statements.

Some important factors that could cause our acasallts 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 ratioigEhe AES Corporation (“AES”);

= 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 andtehpxpenditures;

= significant delays associated with large constanctirojects;

= local economic conditions, including the fact ttie local and regional economies have struggleslitiir
the recession and weak economic climate the pasydars;

= catastrophic events such as fires, explosions reytbecks, terrorist acts, acts of war, pandeménisy or
natural disasters such as floods, earthquakesdoes, severe winds, ice or snow storms, droughtgher
similar occurrences;

= costs and effects of legal and administrative pedoggs, audits, settlements, investigations arnicheland
the ultimate disposition of litigation;

= industry restructuring, deregulation and compatitio

= issues related to our participation in the Midcoatit Independent System Operator, Inc. (“MISQO”),
including the cost associated with membership aedécovery of costs incurred; and

= product development and technology changes.

Most of these factors affect us through our codstéid subsidiary Indianapolis Power & Light Compé&iiL”).
All such factors are difficult to predict, containcertainties that may materially affect actualitssand many are
beyond our control. Also sélem 1A. Risk Factorsfor further discussion of some of these factosdpt as
required by the federal securities laws, we undtertao obligation to publicly update or review aoyward-looking
information, whether as a result of new informatifuture events or otherwise. If one or more fodvéroking



statements are updated, no inference should bendteat additional updates will be made with respe¢hose or
other forward-looking statements.

PART |
Throughout this document, the terms “we,” “us,” dodr” refer to IPALCO Enterprises, Inc. (“IPALCO3nd its
consolidated subsidiaries. IPALCO is wholly-owngdAES. For a list of other abbreviations or acrosyused in

this report, sedltem 1C. Defined Terms.”

ITEM 1. BUSINESS

OVERVIEW

IPALCO is a holding company incorporated underléves of the state of Indiana in 1983. Our principabsidiary
is IPL, a regulated electric utility with its custer base concentrated in Indianapolis, Indianastnitially all of
our business consists of the generation, transomisdistribution and sale of electric energy corneddhrough IPL.
Our total electric revenues and net income foffigeal year ended December 31, 2013 were $1.®bilind $64.0
million, respectively. The book value of our totalsets as of December 31, 2013 was $3.3 billidrofAdur
operations are conducted within the United Statésnrerica (“U.S.”) in the state of Indiana. Pleas= Note 15,
“Segment Informationto the audited Consolidated Financial Statemefii8AL CO in “ltem 8. Financial
Statements and Supplementary Daita¢luded in this Form 10-K.

Our principal executive offices are located at ®uwnument Circle, Indianapolis, Indiana 46204, andtelephone
number is (317) 261-8261. Our Internet website asklrs www.iplpower.com. The information on our siebis
not incorporated by reference into this report.

INDIANAPOLIS POWER & LIGHT COMPANY

IPALCO owns all of the outstanding common stockRif. IPL was incorporated under the laws of theestd
Indiana in 1926. IPL is engaged primarily in getie@ transmitting, distributing and selling eléctenergy to more
than 470,000 customers in the city of Indianapatid neighboring areas within the state of Indidin@;most distant
point being about 40 miles from Indianapolis. IRdskan exclusive right to provide electric servizéhbse
customers. IPL’s service area covers about 528requiées with an estimated population of approxahat
919,000. IPL owns and operates four generatingpstatTwo of the generating stations are primardgl-fired.

The third station has a combination of units theet coal (base load capacity) and natural gas aod/greaking
capacity) for fuel to produce electricity. The fdustation is a small peaking station that usesfigad combustion
turbine technology for the production of electicitPL’s net electric generation capacity for winige 3,272
megawatts (“MW") and net summer capacity is 3,148 MPL’s generation, transmission and distributiacilities
are further described unddtem 2. Properties.” There have been no significant changes in thacgsrvendered by
IPL during 2013.

The electric utility business is affected by seasaveather patterns throughout the year and, tbexgthe operating
revenues and associated operating expenses agemeraited evenly by month during the year. IPL'sifess is not
dependent on any single customer or group of custerddditionally, retail kilowatt hours (“kWh”) &8s, after
adjustments for weather variations, have histdsida¢en impacted by changes in service territognemic activity
as well as the number of retail customers we haeethe ten years ending in 2013, IPL’s retail kgétes have
decreased at a compound annual rate of 0.2%. Caslyethe number of our retail customers grew@rapound
annual rate of 0.5% during that same period. G@ingard, we expect modest retail kWh sales growatuzlly,
which is negatively impacted by our demand-side agement programs and other energy efficiency masdat
Please seitem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Regulatory Matters — Demand-Side Management antsI8iart Energy Projectfor more details. IPL's
electricity sales for 2009 through 2013 are sehfor the table of statistical information includatithe end of this
section.

IPL is a transmission company member of Reliabtiityt Corporation (“RFC”). RFC is one of eight Regional
Reliability Councils under the North American ElgcReliability Corporation (“NERC”), which has bee
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designated as the Electric Reliability Organizatimder the Energy Policy Act of 2005 (“EPAct”). RBEeks to
preserve and enhance electric service reliability security for the interconnected electric systaiitisin the RFC
geographic area by setting and enforcing eleottialnility standards. RFC members cooperate ungieements to
augment the reliability of its members’ electricéiypply systems in the RFC region through coordinatf the
planning and operation of the members’ generatimhteansmission facilities. Smaller electric wilgystems,
independent power producers and power marketerpandicipate as full members of RFC. In additid?l, is one
of many transmission system owner members of MIS@ MISO Operation’), a regional transmission
organization which maintains functional control otlee combined transmission systems of its mendeds
manages one of the largest energy markets in tBelBL participates in the MISO’s energy and opiegateserves
markets and each asset owner receives separathday; real-time, and financial transmission righdasket
settlement statements for each operating day.

REGULATORY MATTERS
Regulation

IPL is subject to regulation by the IURC with respw® the following: our services and facilitiestail rates and
charges; the valuation of property; the construgtpurchase, or lease of electric generating fasti the
classification of accounts; rates of depreciattbe;issuance of securities (other than indebteduegsble less than
twelve months after the date of issue); the actjoinsand sale of some public utility propertiessecurities; and
certain other matters. The regulatory power ofithieC over our business is both comprehensive apidal of the
traditional form of regulation generally imposeddigte public utility commissions.

In addition, IPL is subject to the jurisdictionttie Federal Energy Regulatory Commission (“FERCthwespect
to, among other things, short-term borrowings egufated by the IURC, the sale of electricity abielsale, the
transmission of electric energy in interstate comumethe classification of accounts, reliabilitgratiards, and the
acquisition and sale of utility property in certaincumstances as provided by the Federal PowerA&ca regulated
entity, IPL is required to use certain accountirgtimds prescribed by regulatory bodies which mégrdirom
those accounting methods required to be used byeguiated entities. We maintain our books andnaco
consistent with generally accepted accounting fpies in the United States (“GAAP”) reflecting tmpact of
regulation. See Note 25ummary of Significant Accounting Policietd the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDacluded in this Form 10-K.

We are also affected by the regulatory jurisdictiéthe U.S. Environmental Protection Agency (“ERAdt the
federal level, and Indiana Department of EnvirontakManagement, at the state level. Other significagulatory
agencies affecting us include, but are not limttedhe NERC, the U.S. Department of Labor, andnlégna
Occupational Safety and Health Administration.

Please seitem 7. Management'’s Discussion and Analysis afdficial Condition and Results of Operations —
Regulatory Matters'for a more comprehensive discussion of regulateajters impacting us.

Retail Ratemaking

IPL'’s tariff rates for electric service to retallstomers consist of basic rates and charges whicked and approved
by the IURC after public hearings (see below).ddition, IPL’s rates include various adjustment hatdsms
including, but not limited to, those to reflect clgas in fuel costs to generate electricity or paseld power prices,
referred to as Fuel Adjustment Charges (“FAC”) &nthe timely recovery of costs incurred to compiyh
environmental laws and regulations referred toragrBnmental Compliance Cost Recovery Adjustment
(“ECCRA"). Each of these tariff rate components rbayset and approved by the IURC in separate pdingeat
different points in time. For example, FAC procewdi occur on a quarterly basis and the ECCRA ptiioge

occur on a semi-annual basis. These componentidaorsomewhat independently of one another, bubttezall
structure of our rates and charges would be subjeetview at the time of any review of our basites and
charges. Please stem 7. Management’s Discussion and Analysis ofdricial Condition and Results of
Operations — Regulatory Mattergbr a more detailed discussion of our basic ratkarges and material adjustment
mechanisms.



MISO OPERATIONS

IPL is one of many transmission system owner memimeMISO. MISO is a regional transmission orgatima
which maintains functional control over the comlgiteansmission systems of its members and managesfdhe
largest energy and ancillary services marketsenits. MISO policies are developed, in part, thioagtakeholder
process in which we are an active participant. @& our participation in this process primarilyitems that
could impact our customers, results of operatiinancial condition, and cash flows. Additionallye attempt to
influence MISO and FERC policy by filing commentgMISO, the FERC or the IURC.

MISO has functional control of our transmissioniliies and our transmission operations are integravith those
of MISO. Our participation and authority to sell okbsale power at market-based rates are subjéet teBERC
jurisdiction. Transmission service over our fa@ktis provided through the MISQO’s tariff.

As a member of the MISO, we offer our availablectleity production of each of our generation asseto the
MISO day-ahead and real-time markets. MISO dispetgfeneration assets in economic order considering
transmission constraints and other reliability éssto meet the total demand in the MISO region. M$sttles
hourly offers and bids based on locational margimades, which is pricing for energy at a givendtien based on a
market clearing price that takes into account pafdimitations, generation, and demand throughloetMISO
region. MISO evaluates the market participantsrgypeffers and demand bids optimizing for energg ancillary
services products to economically and reliably disp the entire MISO system. The IURC has authdri@é to
recover, through FAC proceedings, the fuel portibits costs from MISO, including all specificaligentifiable
ancillary services market costs, and to defer cedperational, administrative and other costs fidiB8O and seek
recovery in IPL’s next basic rate case proceediingal MISO costs deferred as long-term regulat@sess were
$97.5 million and $89.5 million as of December 3@13 and December 31, 2012, respectively.

We have preserved our right to withdraw from MIS@tdndering our Notice of Withdrawal (subject te fRERC
and the IURC approval). We have made no decisiaeéi withdrawal from MISO at this time. We willitmue to
assess the relative costs and benefits of beings®Nhember, as well as actively advocate for ositjmms
through the existing MISO stakeholder process arfdings at the FERC or IURC.

Please see alstitem 7. Management’s Discussion and Analysis ofdricial Condition and Results of Operations
— Regulatory Matters.”

ENVIRONMENTAL MATTERS

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaita, 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, eosjon or
revocation of permits and/or facility shutdowns.

The section Environmental Matters’in “Item 7. Management’s Discussion and Analysis ofdficial Condition
and Results of Operationgfescribes environmental laws, potential changesuironmental laws and other risks
that we believe may be significant to our busiressell as a Notice of Violation (“NOV”) and Findjrof

Violation from the EPA pursuant to the Federal @lédr Act (“CAA”") Section 113(a). The NOV may resuh a
fine and/or costs associated with the installatibadditional pollution control technology systearsd/or
supplemental environmental projects, which couldriaerial. The discussion in Item 7 also includeserdetail on
our plan to comply with EPA’s recently promulgatede to establish maximum achievable control teddoy
standards for each hazardous air pollutant regliateler the CAA emitted from coal and oil-firedatté utilities,
known as the Mercury and Air Toxics Standards o0AT&”". It also discusses updated permitting requéets in
two 2012 National Pollutant Discharge Eliminatioyst@m (“NPDES”) permits, for which we are currently
developing a compliance plan. We expect to incuteni costs, both in capital expenditures and amgoperating
and maintenance costs, to comply with the MATS awld NPDES permit requirements, and, to a lessentto
which we cannot predict, other expected environalgegulations related to: coal combustion byprdstumoling



water intake; National Ambient Air Quality Standsy&EPA’s proposed and forthcoming regulations eeldb
greenhouse gas (“GHG”) emissions from power plants; “Effluent Limitation Guidelines” (“ELGs”). Wwould
expect to seek recovery of both capital and opggatosts related to such compliance, although ttemebe no
assurance that we would be successful.

ENERGY SUPPLY

Approximately 99% of the total kWhs we generated fvam coal in each of 2013, 2012 and 2011. Naggaland
fuel oil provided the remaining kWh generation. i¥at gas is used in our combustion turbines. Filé$ ased for
start-up and flame stabilization in coal-fired gextimg units, as primary fuel in oil-fired steanmkiine generating
units and three older combustion turbines, anchadtarnate fuel in two combustion turbines. Aduiglly, we
meet the electricity demands of our retail cust@wgth power purchased under wind and solar engogyer
purchase agreements and by purchases in MISO. sarmitted under two separate power purchase ragree
to purchase approximately 300 MW of wind-generatiedtricity. We have 98 MW of solar-generated eleity
under contract in 2014, of which 42 MW was in opieraas of December 31, 2013. Total electricitydsiol our
retail customers in 2013 came from the followingrses: IPL-owned coal-fired steam generation 08%4).IPL-
owned natural gas turbines of 0.6%, wind power Ipases of 3.6%, and the remaining 5.0% from the edadé¢
power market.

Our existing coal contracts provide for all of @urrent projected requirements in 2014 and appratem 58% for
the three-year period ending December 31, 2016h&Ve long-term coal contracts with six suppliers.
Approximately 30% of our existing coal under contreomes from one supplier. We have two long-teomtacts
with this supplier, which employs non-unionizeddaffor the provision of coal from four separatenes. Pricing
provisions in some of our long-term coal contradksw for price changes under certain circumstances
Substantially all of our coal is currently minecthe state of Indiana, and all of our coal supplyined by
unaffiliated suppliers or third parties. Our gaato carry a 25-50 day system supply of coal teatffinforeseen
occurrences such as equipment breakdowns and eraaspn or mine delays.

SERVICE COMPANY

Effective December 22, 2013, AES US Services, Lt (Service Company”) began providing serviceduding
accounting, legal, human resources, informatiohrietogy and other services of a similar nature emalf of the
AES U.S. Strategic Business Unit (“U.S. SBU"). T®ervice Company allocates the costs for thesecsertiased
on cost drivers designed to result in fair and &dplé distribution. This includes ensuring that thgulated utilities
served, including IPL, are not subsidizing costaimed for the benefit of non-regulated businesses.

EMPLOYEES

As of January 31, 2014, IPL had 1,411 employeeshafm 1,323 were full time. Of the total employe@@] were
represented by the International Brotherhood otfeleal Workers (“IBEW”) in two bargaining units:ghysical
unit and a clerical-technical unit. In February 20the membership of the IBEW clerical-technicait uvatified a
three-year labor agreement with us that expireBefruary 20, 2017. In December 2012, the IBEW miaysinit
ratified a three- year agreement with us that egpim December 14, 2015. Both collective bargaiagrgements
shall continue in full force and effect from yeanyear unless either party provides prior writtetice at least sixty
(60) days prior to the expiration, or anniversdmgreof, of its desire to amend or terminate theagent. As of
January 31, 2014, neither IPALCO nor any of itssadilaries other than IPL had any employees.



STATISTICAL INFORMATION ON OPERATIONS

The following table of statistical information pesgs additional data on our operations:

Year Ended December 31,

2013

2012

2011

2010

2009

Operating RevenueqIn Thousands)

Residential $ 472630 $ 466,294 $ 438,204 $ 427,899 $ 392,181
Small commercial and industrial 185,241 183,681 174,934 170,345 160,814
Large commercial and industrial 504,038 510,669 482,223 455,458 436,060
Public lighting 10,743 10,872 10,910 10,857 11,093
Retail electric revenues 1,172,652 1,171,516 1,106,271 1,064,559 1,000,148
Wholesale 62,734 37,822 43,181 60,964 50,155
Miscellaneous 20,348 20,439 22,472 19,380 17,778
Total utility operating revenues $,255,734 $ 1,229,777 $ 1,171,924 $ 1,144,903 $ 1,068,081
kWh Sales(In Millions) :
Residential 5,243 5,144 5,266 5,501 5,085
Small commercial and industrial 1,882 1,862 1,887 1,957 1,892
Large commercial and industrial 6,841 6,945 7,012 7,086 7,041
Public lighting 63 64 64 65 68
Sales — retail customers 14,029 14,015 14,229 14,609 14,086
Wholesale 2,005 1,308 1,418 1,928 1,881
Total kwh sold 16,034 15,323 15,647 16,537 15,967
Retail Customers at End of Year
Residential 424,201 419,867 417,153 416,276 416,500
Small commercial and industrial 47,360 47,108 46,974 46,844 46,708
Large commercial and industrial 4,727 4,645 4,630 4,628 4,625
Public lighting 935 957 954 948 940
Total retail customers 477,223 472,577 469,711 468,696 468,773




ITEM 1A. RISK FACTORS

Investors should consider carefully the followimgkrfactors that could cause our business, opgratisults and
financial condition to be materially adversely attsd. New risks may emerge at any time, and weatgmedict
those risks or estimate the extent to which they affect our business or financial performance.sehesk factors
should be read in conjunction with the other dethihformation concerning IPALCO and IPL set faritithe Notes
to audited Consolidated Financial Statementtém 8. Financial Statements and SupplementaryaDa&nd in
“Iltem 7. Management’s Discussion and Analysis ofdricial Condition and Results of Operatior®rein. The
risks and uncertainties described below are nobtiy ones we face.

Our electric generating facilities are subject to perational risks that could result in unscheduled fant
outages, unanticipated operation and/or maintenancexpenses, increased fuel or purchased power coatsd
other significant liabilities for which we may or may not have adequate insurance coverage.

We operate coal, oil and natural gas generatintfas, which involve certain risks that can adsely affect energy
costs, output and efficiency levels. These riskduite:

= increased prices for fuel and fuel transportatigexésting contracts expire or as such contraets ar
adjusted through price re-opener provisions orraat adjustments;

= unit or facility shutdowns due to a breakdown dluf@ of equipment or processes;

= disruptions in the availability or delivery of fughd lack of adequate inventories;

= labor disputes;

= reliability of our suppliers;

= inability to comply with regulatory or permit regqements;

= disruptions in the delivery of electricity;

= the availability of qualified personnel;

= operator error; and

= catastrophic events such as fires, explosions,reytbecks, terrorist acts, acts of war, pandeméenés; or
natural disasters such as floods, earthquakegdo#gs, severe winds, ice or snow storms, droughts,
other similar occurrences affecting our generataugities.

The above risks could result in unscheduled platages, unanticipated operation and/or maintenexjgenses,
increased capital expenditures, and/or increaselchfiid purchased power costs, any of which couwe bhamaterial
adverse effect on our operations. If unexpectedtmatages occur frequently and/or for extendeébgsrof time,
this could result in adverse regulatory action.

Additionally, as a result of the above risks aneotpotential hazards associated with the poweergdion industry,
we may from time to time become exposed to sigaifidiabilities for which we may not have adequaturance
coverage. Power generation involves hazardousitesivincluding acquiring, transporting and unlmagfuel,
operating large pieces of rotating equipment adiveling electricity to transmission and distribariisystems. In
addition to natural risks, such as floods, earthgaatornadoes, severe winds, ice or snow storihsiarughts,
hazards, such as fire, explosion, collapse and mahfailure, are inherent risks in our operatissch may
occur as a result of inadequate internal processeisnological flaws, human error or certain exaégvents. The
control and management of these risks depend upeuate development and training of personnel arttie®
existence of operational procedures, preventatiamtenance plans and specific programs supporteplialty
control systems which reduce, but do not elimintte possibility of the occurrence and impact efsrisks.

The hazardous activities described above can alssecsignificant personal injury or loss of lifeyere damage to
and destruction of property, plant and equipmesit@amination of, or damage to, the environmentsargpension
of operations. The occurrence of any one of thegeats may result in our being named as a defenddavsuits
asserting claims for substantial damages, envirotmheleanup costs, personal injury and fines angiénalties.
We maintain an amount of insurance protectionweabelieve is adequate, but there can be no agsuthat our
insurance will be sufficient or effective under @licumstances and against all hazards or liadslito which we
may be subject. A successful claim for which weraefully insured could hurt our financial resuiisd materially
harm our financial condition. In addition, except fPL’s large substations, transmission and distion assets are
not covered by insurance and are considered taitséde the scope of property insurance. Furthes,tduising
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insurance costs and changes in the insurance rmarketcannot provide assurance that insurance ageenill
continue to be available on terms similar to thossently available to us or at all. Any such lesset covered by
insurance could have a material adverse effecuoffimancial condition, results of operations osltdlows.

We may not always be able to recover our costs taqvide electricity to our retail customers.

We are currently obligated to supply electric egemgretail customers in our service territory. irime to time
and because of unforeseen circumstances, the deoragldctric energy required to meet these ohlget could
exceed our available electric generating capaditiyen our retail customer demand exceeds our géngieapacity
for units operating under MISO economic dispateleprery of our cost to purchase electric energhénMISO
market to meet that demand is subject to a stijpma@nd settlement agreement. The agreement irckude
benchmark which compares hourly purchased powes toslaily natural gas prices. Purchased powes @mve
the benchmark must meet certain criteria in ordeus to fully recover them from our retail customesuch as
consideration of the capacity of units availablé fat selected by the MISO economic dispatch. Assalt, we may
not always have the ability to pass all of the pased power costs on to our customers, and evemafre able to
do so, there may be a significant delay betweetitte the costs are incurred and the time the @stsecovered.
Since these situations most often occur duringoplsrof peak demand, the market price for electrargy at the
time we purchase it could be very high under tligs®imstances, and we may not be allowed to recalvef such
costs through our FAC. Even if a supply shortage laréef, we could suffer substantial losses thatd¢adversely
affect our results of operations, financial coruditiand cash flows. Please S$#em 7. Management's Discussion
and Analysis of Financial Condition and Result©pkrations — Regulatory Matters — Fuel Adjustmemai@e and
Authorized Annual Jurisdictional Net Operating Inog’ for additional details regarding the benchmark doed
process to recover fuel costs.

Our transmission and distribution system is subjecto reliability and capacity risks.

The ongoing reliable performance of our transmissind distribution system is subject to risks dyextmong other
things, weather damage, intentional or unintentidaanage, fires and/or explosions, plant outagdmr disputes,
operator error, or inoperability of key infrastruiet internal or external to us. The failure of tansmission and
distribution system to fully deliver the energy dermded by customers could have a material adveiset eh our
results of operations, financial condition, andnctisws, and if such failures occur frequently awdbr extended
periods of time, could result in adverse regulatxtion. In addition, the advent and quick adaptatf new
products and services that require increased |l@falkectrical energy cannot be predicted and coesdilt in
insufficient transmission and distribution systeapacity. As with all utilities, potential concerritivthe adequacy
of transmission capacity on IPL’s system or theaeal systems operated by MISO could result inNh80O, the
NERC, the FERC or the IURC requiring us to upgradexpand our transmission system through additiceaital
expenditures or share in the costs of regional esipa.

Substantially all of our electricity is generated ly coal and approximately 30% of our supply of coatomes
from one supplier.

Approximately 99% of the total kWh we generated Wwam coal in each of 2013, 2012 and 2011. Ourtiexjcoal
contracts provide for all of our current projectedquirements in 2014 and approximately 58% fortinee-year
period ending December 31, 2016. Although we hamg-term coal contracts with six suppliers, pricprgvisions
in some of our long-term coal contracts allow fdce changes under certain circumstances. Accodibgcause
of our substantial dependence on coal to meet mgstdemand for electricity, our business and opmratcould be
materially adversely affected by continued prictatility in the coal market, price increases purdua the
provisions of certain of our long-term coal contsa@nd the continued regulatory and political 8oyuof coal. As
discussed below, regulators, politicians and novegamental organizations have expressed conceiurt &i6G
emissions and are taking actions which, in additiothe potential physical risk associated witimelie change,
could have a material adverse impact on our camhest@d results of operations, financial conditiod aash flows.

In addition, substantially all of our coal suppsydurrently mined in the state of Indiana, andadur coal supply is
mined by unaffiliated suppliers or third partiesir@oal is to carry a 25-50 day system supply @il to offset
unforeseen occurrences such as equipment breakdowrtsansportation or mine delays. Moreover, agiprately
30% of our existing coal under contract comes feogingle supplier. Any significant disruption irethbility of our
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suppliers, particularly our most significant supplito mine or deliver coal, or any failure on pgat of our
suppliers to fulfill their contractual obligatiots deliver coal, particularly disruptions in theila or failures on the
part of our suppliers to fulfill their contractualbligations, could have a material adverse effacbur business. In
the event of disruptions or failures, there cambeassurance that we would be able to purchaserpmviiad
another supplier of coal on similarly favorablemsr which could also limit our ability to recoveref costs through
the FAC proceedings.

Regulators, politicians and non-governmental orgamiations have expressed concern about GH@nissions
and are taking actions which, in addition to the ptential physical risks associated with climate chage, could
have a material adverse impact on our consolidategsults of operations, financial condition and caslfiows.

One byproduct of burning coal and other fossil$uislthe emission of GHGs, including carbon dioxfi&0,"). At
the federal, state and regional levels, policiesusrder development or have been developed toateg@HG
emissions, including by effectively putting a costsuch emissions to create financial incentivegdoice them. In
2013, IPL emitted approximately 16 million tons@®, from our power plants. IPL uses gémission estimation
methodologies supported by “The Greenhouse Gas&adtreporting standard on GHG emissions. Ou,CO
emissions are calculated from actual fuel heatt;ipnd fuel type C@Oemission factors.

Any existing or future federal, state or regioragislation or regulation of GHG emissions couldéhavmaterial
adverse impact on our financial performance. Theahémpact on our financial performance will dedem a
number of factors, including among others, the de@mnd timing of GHG emissions reductions requineder any
such legislation or regulations, the price and labdity of offsets, the extent to which market-bdscompliance
options are available, the extent to which we wdddentitled to receive GHG emissions allowancekouit having
to purchase them in an auction or on the open rhariéthe impact of such legislation or regulationour ability
to recover costs incurred through rate increasesharwise. As a result of these factors, our obsbmpliance
could be substantial and could have a material @tng@a our results of operations.

Furthermore, according to the IntergovernmentaklPan Climate Change, physical risks from climatarmge
could include, but are not limited to, increasedaffiand earlier spring peak discharge in manyigtaand snow-
fed rivers, warming of lakes and rivers, an incesiassea level, changes and variability in preatmn and in the
intensity and frequency of extreme weather evdtttgsical impacts may have the potential to sigaifity affect
our business and operations. For example, extrega¢gher events could result in increased downtindeogeration
and maintenance costs at our electric power geaertacilities and our support facilities. Variat®in weather
conditions, primarily temperature and humidity, Wbalso be expected to affect the energy needssibmers. A
decrease in energy consumption could decreasesvenues. In addition, while revenues would be ebgobo
increase if the energy consumption of customeneased, such increase could prompt the need fdticuid
investment in generation capacity. Changes ingh@perature of lakes and rivers and changes inptatdn that
result in drought could adversely affect the operet of our fossil-fuel fired electric power geniioa facilities. If
any of the foregoing risks materialize, costs meyéase or revenues may decrease and there coalchaterial
adverse effect on our consolidated results of djpers financial condition and cash flows.

In addition to the rules already in effect, regoitgtinitiatives regarding GHG emissions may be ienpénted in the
future, although at this time we cannot predichdy, or to what extent such initiatives would affas. Generally,
we believe costs to comply with any regulationslengented to reduce GHG emissions, including thtready
promulgated, would be deemed as part of the cdgisowiding electricity to our customers and astswee would
seek recovery for such costs in our rates. Howax@gssurance can be given as to whether the |UiR@pprove
such requests. Finally, concerns over GHG emissiodsheir effect on the environment could leacettuced
demand for coal-fired power, which could have aamat adverse effect on our consolidated resultypeirations,
financial condition and cash flows. Please ‘$&an 7. Management's Discussion and Analysis ofdficial
Condition and Results of Operations — Environmelatters” for a more comprehensive discussion of
environmental matters impacting us, including theating to regulation of GHG emissions.

We could incur significant capital expenditures tocomply with environmental laws and regulations andsr
material fines for noncompliance with environmentallaws and regulations.

We are subject to various federal, state, regiandllocal environmental protection and health aidtg 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 lawsegulations often require a lengthy and complexess of
obtaining and renewing permits and other governeilentthorizations from federal, state and locahaggss. A
violation of these laws, regulations or permits oasult in substantial fines, other sanctions, [erewvocation
and/or facility shutdowns. The amount of capitgyexditures required to comply with environmentaldaor
regulations could be impacted by the outcome oBR&’s NOV described ifitem 7. Management's Discussion
and Analysis of Financial Condition and Result©Opkrations — Environmental Matters — New SourcddRevin
which the EPA alleges that several physical chat@#3L’s generating stations were made in nonc@anpk with
existing environmental laws. This NOV from the ER¥y also result in a fine, which could be material.

In addition to the five oil-fired peaking units thaere retired in the second quarter of 2013, tmakination of

existing and expected environmental regulationseniglikely that we will temporarily or permanentigtire or
repower several other generating units by 201dgeasribed irfltem 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations — iEmvmental Matters — Unit Retirements and Replaggme
Generation These units are primarily coal-fired and not gupéd with the advanced environmental control
technologies needed to comply with existing andeetgd regulations. Our decision on which replacemptions

to pursue will be impacted by the ultimate timegatolr implementation of the EPA’s MATS rule, debex in

“ltem 7. Management's Discussion and analysis o&ir@ial Condition and Results of Operations — Envinental
Matters — MATSas well as the outcome of the pending regulapsoceeding regarding our replacement generation
plans.

From time to time we are subject to enforcemeribastfor claims of noncompliance with environmerigals and
regulations. IPL cannot assure that it will be sstul in defending against any claim of nonconmaléa Under
certain environmental laws, we could be held resiida for costs relating to contamination at oustpa present
facilities and at third-party waste disposal sit&& could also be held liable for human exposursuth hazardous
substances or for other environmental damage. \Wieotassure that our costs of complying with curesd future
environmental and health and safety laws, andiabilities arising from past or future releasesasfexposure to,
hazardous substances will not adversely affecbasiness, results of operations, financial condjtand cash

flows. Please setem 7. Management's Discussion and Analysis of Financiahdition and Results of Operations
— Environmental Mattersfor a more comprehensive discussion of environalenatters impacting us.

Catastrophic events could adversely affect our falifies, systems and operations.

Catastrophic events such as fires, explosions,reatb@cks, terrorist acts, acts of war, pandemenés; or natural
disasters such as floods, earthquakes, tornad®mesreswinds, ice or snow storms, droughts, or asheilar
occurrences could adversely affect our generatioitities, transmission and distribution systemmerations,
earnings and cash flow. Our Petersburg Plant, wikiclir largest source of generating capacitygdated in the
Wabash Valley seismic zone, adjacent to the Newrladismic zone, which are areas of significardree
activity in the central U.S.

Our business is sensitive to weather and seasonalriations.

Our business is affected by variations in genersdthver conditions and unusually severe weathea. result of
these factors, the operating revenues and assbciptgating expenses are not generated evenly byhndaring
the year. We forecast electric sales on the bdsisroal weather, which represents a long-ternohisal average.
Significant variations from normal weather (suchwasmer winters and cooler summers) could havetenah
impact on our revenue, operating income and netngcand cash flows. Storms that interrupt senticesir
customers have required us in the past, and mayreegs in the future, to incur significant cogigéstore services.

The electricity business is highly regulated and anchanges in regulations, adverse regulatory actian
deregulation, or new legislation could reduce revares and/or increase costs.

As an electric utility, we are subject to extengiggulation at both the federal and state levethatfederal level,
we are regulated by the FERC and the NERC antieattate level, we are regulated by the IURC. Eigalatory
power of the IURC over IPL is both comprehensive gpical of the traditional form of regulation geally
imposed by state public utility commissions. Weefélee risk of unexpected or adverse regulatorpacti
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Regulatory discretion is reasonably broad in Indiaife are subject to regulation by the IURC asutoservices
and facilities, the valuation of property, the doustion, purchase, or lease of electric generdtudities, the
classification of accounts, rates of depreciatiba,increase or decrease in retail rates and chatgeissuance of
securities (other than evidences of indebtednegshialess than twelve months after the date oklsshe
acquisition and sale of some public utility propestor securities and certain other matters.

Our tariff rates for electric service to retail tarsers consist of basic rates and charges andusaaidjustment
mechanisms which are set and approved by the IURE @mublic hearings. Pursuant to statute, the IUR©
conduct a periodic review of the basic rates araigds of all Indiana utilities at least once evieryr years, but the
IURC has the authority to review the rates of amjidna utility at any time. Proceedings to reviaw lbasic rates
and charges, which were last adjusted in 1996 v, the IURC, the Indiana Office of Utility @sumer
Counselor and other interested stakeholders. litiaddwe must seek approval from the IURC throsghbh public
proceedings of our tracking mechanism factors fleeechanges in our fuel costs to generate etgutror
purchased power costs and for the timely recovéppsts incurred during construction and operatib@lean Coal
Technology (“CCT") facilities constructed to compljth environmental laws and regulations, recovargosts
associated with providing mandatory Demand Sideddament (“DSM”) programs, and for certain othertg€os
There can be no assurance that we will be gramtpobaal of tracking mechanism factors that we ratifrem the
IURC. For example, the IURC denied IPL authority¢oover retail electric sales margins lost assalt®f offering
mandatory DSM programs to retail customers. THerkiof the IURC to approve any requested reliefry other
adverse rate determination by the IURC could hanmterial adverse effect on our results of openatiinancial
condition, and cash flows.

In recent years, federal and state regulationesftat utilities has changed dramatically, andghee of regulatory
change is likely to pick up in coming years. A®ault of the EPAct and subsequent legislation tffgahe electric
utility industry, we have been required to complghwnew rules and regulations in areas includingndadory
reliability standards, cyber security, transmissapansion and energy efficiency. These rules agdlations are,
for the most part, still in their infancy. Regulat@gencies at the state and federal level aregiptocess of
implementation. We are currently unable to pretfietlong-term impact, if any, to our results of gi®ns,
financial condition, and cash flows.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electfidegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelveonth
operating income, determined at quarterly measunedetes, exceeds a utility’s authorized annudddgiictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagainst which
the excess rolling twelve-month jurisdictional nperating income can be offset.

Future events, including the advent of retail cotitipe within IPL’s service territory, could restit the
deregulation of part of IPL’s existing regulatedsimess. Upon deregulation, adjustments to IPL'®ating
records may be required to eliminate the histoiiimglact of regulatory accounting. Such adjustmeagsequired
by Financial Accounting Standards Board Accounttgndards Codification (“ASC”) 98®Regulated
Operations,”could eliminate the effects of any actions of tatprs that have been recognized as assets and
liabilities. Required adjustments could include éx@ensing of any unamortized net regulatory astets
elimination of certain tax liabilities, and a wril@wn of any impaired utility plant balances. Weest IPL to meet
the criteria for the application of ASC 980 for fleeeseeable future.

Our participation in MISO involves risks.

We are a member of MISO, a FERC approved regisaasmission organization. MISO serves the eledtrica
transmission needs of a 15-state area includin§fiderest and maintains functional operational cohtver our
electric transmission facilities as well as thattef other utility members of MISO. We retain cohtiver our
distribution facilities. As a result of membershipMISO and its operational control, our continwgadlity to import
power, when necessary, and export power to theeshtd market has been, and may continue to becteghaNe
offer our generation and bid our load into this ke&ion a day-ahead basis and settle differencesalrtime. Given
the nature of MISO'’s policies regarding use of $raission facilities, and its administration of greergy and
ancillary services markets, it is difficult to pretinear-term operational impacts. We cannot assugO’s reliable
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operation of the regional transmission system thetimpact of its operation of the energy and #amgilservices
markets.

At the federal level, there are business risksifassociated with multiple proceedings pendingreethe FERC
related to our membership and participation in MIS®ese proceedings involve such issues as trasismigates,
construction of new transmission facilities, thieedtion of costs of transmission expansion dua¢arenewable
mandates of other states, and the evolving tatftirements for resource adequacy.

To the extent that we rely, at least in part, angkrformance of MISO to maintain the reliabilifyomr
transmission system, it puts us at some risk fempgrformance of MISO. In addition, actions takgriSO to
secure the reliable operation of the entire trassion system operated by MISO could result in gateeductions,
rolling blackouts, or sustained system-wide bla¢kaun IPL’s transmission and distribution systeny, af which
could have a material adverse effect on our resfilbperations, financial condition, or cash flo\{8ee alsdltem
1. Business — MISO Operationahd“ltem 7. Management’s Discussion and Analysis afdficial Condition and
Results of Operations — Liquidity and Capital Reses — Regulatory Matters.”)

Our ownership by AES subjects us to potential riskshat are beyond our control.

All of IPL’'s common stock is owned by IPALCO, all whose common stock is owned by AES. Due to our
relationship with AES, any adverse developmentsaambuncements concerning them may affect ourtyabdli
access the capital markets and to otherwise corisitess. In particular, downgrades in AES’s ¢nedings
could likely result in IPL or IPALCOQO's credit ratys being downgraded. IPL's common stock is pledgeskcure
certain indebtedness of IPALCO, and IPALCQO’s comratitk is pledged to secure certain indebtednes& &

IPALCO is a holding company and is dependent on didends from IPL to meet its debt service obligatios.

IPALCO is a holding company with no material asskeer than the common stock of its subsidiariad, a
accordingly all cash is generated by the operaiuityities of our subsidiaries, principally IPL.UB mortgage and
deed of trust, its amended articles of incorporasind its Credit Agreement contain restrictiongRld’s ability to
issue certain securities or pay cash dividend®#d_CO. For example, there are restrictions thatiireq
maintenance of a leverage ratio which could lifé &bility of IPL to pay dividends. Sééem 7. Management's
Discussion and Analysis of Financial Condition @elsults of Operations — Liquidity and Capital Reses” for a
discussion of these restrictions. See Notér@glebtednessto the audited Consolidated Financial Statemefhts
IPALCO in“Item 8. Financial Statements and SupplementaryaDancluded in this Form 10-K for information
regarding indebtedness.

If we were found not to be in compliance with the randatory reliability standards, we could be subjecto
sanctions, including substantial monetary penaltieswvhich likely would not be recoverable from custorars
through regulated rates.

As an owner and operator of a bulk power transimissystem, IPL is subject to mandatory reliab#itgndards
promulgated by the NERC and enforced by the FERT.sfandards are based on the functions that ndesl t
performed to ensure the bulk power system opereatiably and is guided by reliability and marketerface
principles. Compliance with reliability standardayrsubject us to higher operating costs or incibaagital
expenditures. Although we expect to recover castkexpenditures from customers through regulategsréhere
can be no assurance that the IURC will approverfidbvery in a timely manner. If we were found tmbe in
compliance with the mandatory reliability standamde could be subject to sanctions, including sl
monetary penalties, which likely would not be resmble from customers through regulated rates anlii have a
material adverse effect on our results of operatifinancial condition and cash flows.

We rely on access to the capital markets. Generat@enomic conditions and disruptions in the financial
markets could adversely affect our ability to raisecapital on favorable terms or at all, and cause itreases in
our interest expense.

From time to time we rely on access to capital mtrlas a source of liquidity for capital requireisarot satisfied
by operating cash flows. It is possible that oulitgtto raise capital on favorable terms or at@uld be adversely
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affected by future market conditions, and we mayihable to access adequate funding to refinancdehtras it
becomes due or finance capital expenditures. Tteneaf any impact will depend on several factorsluding our
operating cash flows, the overall demand in théitrearkets, our credit ratings, credit capacitg tost of
financing, and other general economic and busioesditions. It may also depend on the performaricsait
counterparties and financial institutions with whiee do business.

See Note 9jIndebtednessto the audited Consolidated Financial Statemeft® ALCO in“Item 8. Financial
Statements and Supplementary Daita¢luded in this Form 10-K for information regardiindebtedness. See also
“Iltem 7A. Quantitative and Qualitative Disclosurba@ut Market Risk — Credit Market Riskdr information related
to credit market risks.

The level of our indebtedness, and the security pwided for this indebtedness, could adversely affectur
financial flexibility.

As of December 31, 2013, we had on a consolidaasist$1.9 billion of indebtedness and total common
shareholder’s equity of $47.8 million. IPL had $25@ million of First Mortgage Bonds outstandingos
December 31, 2013, which are secured by the plefigebstantially all of the assets of IPL undertdmens of
IPL's mortgage and deed of trust. IPL also had $80on of secured indebtedness pursuant to a vabés sale
facility. This level of indebtedness and relatedusity could have important consequences, includirgfollowing:

= increasing our vulnerability to general adversenecoic and industry conditions;

= requiring us to dedicate a substantial portionwfaash flow from operations to make payments an ou
indebtedness, thereby reducing the availabilitgwfcash flow to fund other corporate purposes;

= limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhinh we
operate; and

= limiting, along with the financial and other restive covenants in our indebtedness, our abilitydarow
additional funds, as needed.

We expect to incur additional debt in the futurghject to the terms of our debt agreements andatgy

approvals for any IPL debt. To the extent we becomee leveraged, the risks described above would@se.
Further, actual cash requirements in the future beagreater than expected. Accordingly, our cash from
operations may not be sufficient to repay at matail of the outstanding debt as it becomes duk Erthat event,
we may not be able to borrow money, sell assetshmrwise raise funds on acceptable terms or &b a#ifinance
our debt as it becomes due. For a further discnssioutstanding debt, sééem 7. Management's Discussion and
Analysis of Financial Condition and Results of Gyiems — Liquidity and Capital Resources.”

The use of derivative contracts in the normal cours of business could result in losses that could ragyely
impact our results of operations, financial positim and cash flows.

We sometimes use derivative instruments, such apsveptions, futures and forwards, to manage cafitgnand
financial risks. Losses could be recognized asaltref volatility in the market values of thesentracts, if a
counterparty fails to perform, or if the underlyitrgnsactions which the derivative instrumentsiatended to
hedge fail to materialize. In the absence of abtigeioted market prices and pricing informationnfrexternal
sources, the valuation of these financial instruimean involve management’s judgment or the usstihates. As
a result, changes in the underlying assumptioiseouse of alternative valuation methods couldcafiiee reported
fair value of these contracts.

Current and future conditions in the economy may adersely affect our customers, suppliers and
counterparties, which may adversely affect our redts of operations, financial condition, and cash @ws.

Our business, results of operations, financial @¢@rd and cash flows have been and will contirmbé affected by
general economic conditions. As a result of slowgiabal economic growth, credit market conditioihsgtuating
consumer and business confidence, fluctuating caditsnprices, and other challenges currently affegthe
general economy, some of our customers have expedeand may continue to experience deteriorationedr
businesses, cash flow shortages, and difficultgiobtg financing. As a result, existing customeesymeduce their
electricity consumption and may not be able talfulieir payment obligations to us in the norntahely fashion.
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In addition, some existing commercial and industiisstomers may discontinue their operations. Furtiore,
projects which may result in potential new custameay be delayed until economic conditions imprawe.
particular, the projected economic growth and tetaployment in Indianapolis are important to thedieation of
our forecasts for annual energy sales.

At times, we may utilize forward contracts to mamalge risk associated with power purchases andeshtd power
sales, and could be exposed to counterparty aiiskliin these contracts. Further, some of our applcustomers
and other counterparties, and others with whomrarstct business may be experiencing financiadtdiffes,
which may impact their ability to fulfill their olgations to us. For example, our counterpartiefoomnard purchase
contracts and financial institutions involved irr @uedit facility may become unable to fulfill theiontractual
obligations. We may not be able to enter into regaent agreements on terms as favorable as otingxis
agreements. If the general economic slowdown coesirfor significant periods or deteriorates sigaifitly, our
results of operations, financial condition, andhcigws could be materially adversely affected.

Wholesale power marketing activities may add volality to earnings.

We engage in wholesale power marketing activitias primarily involve the offering of utility-owneadr contracted
generation into the MISO day-ahead and real-timeketa. As part of these strategies, we may alsowggeenergy
contracts that are integrated with portfolio requients around power supply and delivery. The egsriiom
wholesale marketing activities may vary based oattlating prices for electricity and the amounelefctric
generating capacity, beyond that needed to meetdarvice requirements. In order to reduce theaislolatility in
earnings from wholesale marketing activities, weymgtimes enter into forward contracts to hedgehgisk. If we
do not accurately forecast future commodities priweif our hedging procedures do not operate asngld we may
experience losses. We did not use such hedgesl® 2012 or 2011.

In addition, the introduction of additional renewabnergy into the MISO market could have the ¢fééceducing
the demand for wholesale energy from other soufides.additional generation produced by renewabéegn
sources could have the impact of reducing markeegpifor energy and could reduce our opportunityeibcoal-
fired and gas generation into the MISO market,gbgreducing our wholesale sales. Additionally,rdases in
natural gas prices in the U.S. have the impacedficing market prices for electricity, which caduee our ability
to sell excess generation on the wholesale maake#tiell as reduce our profit margin on wholesalessa

Parties providing construction materials or service may fail to perform their obligations, which coutl harm
our results of operations, financial condition, andcash flows.

Our construction program calls for extensive exjitengls for capital improvements and additions, udahg the
installation of environmental upgrades, improveragatgeneration, transmission and distributionlitaes, as well
as other initiatives. As a result, we have engaged,will continue to engage, numerous contracatshave
entered into a number of agreements to acquireghessary materials and/or obtain the requiredtizan®n
related services. This exposes us to the riskitiese contractors and other counterparties coilltbfperform, or
take longer than anticipated to complete projdotaddition, some contracts provide for us to asstime risk of
price escalation and availability of certain metaisl key components. This could force us to enteralternative
arrangements at then-current market prices thatereged our contractual prices and cause congrudélays. It
could also subject us to enforcement action byleggry authorities to the extent that such a catdnafailure
resulted in a failure by IPL to comply with requitents or expectations, particularly with regardhi cost of the
project. Although our agreements are designed tigaté the consequences of a potential defaulbbey t
counterparty, our actual exposure may be greaser tthese mitigation provisions. This could adversdiect our
financial results, and we might incur losses oagelin completing construction.

Commodity price changes may affect the operating sts and competitive position of our business.

Our business is sensitive to changes in the pficea, the primary fuel we use to produce eleityriand to a
lesser extent, to the changes in the prices ofalagas, purchased power and emissions allowafrcasldition,
changes in the prices of steel, copper and otlenraterials can have a significant impact on owts0Any
changes in coal prices could affect the prices age, our operating costs and our competitivetiposivith
respect to our products and services. While we bapeoximately 58% of our current coal requireméotghe
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three-year period ending December 31, 2016 undgrterm contracts, the balance is yet to be pusthaad will
be purchased under a combination of long-term eotgr short-term contracts and on the spot maPkites can be
highly volatile in both the short-term market andthe spot market. Pricing provisions in some aflong-term
coal contracts allow for price changes under certacumstances. We are also dependent on purcipasest, in
part, to meet our seasonal planning reserve mar@imsexposure to fluctuations in the price of dedimited
because pursuant to Indiana law, we may applyddUWiRC for a change in our FAC every three monthstover
our estimated fuel costs, which may be above avbéhe levels included in our basic rates. In addjtwe may
generally recover the energy portion of our puredgsower costs in these quarterly FAC proceedinbgest to a
benchmark (as discussed‘item 7. Management’s Discussion and Analysis ofdficial Condition and Results of
Operations — Regulatory Matters"We must present evidence in each proceedingwbditave made every
reasonable effort to acquire fuel and generatauoshmse power or both so as to provide electrtoityur retail
customers at the lowest fuel cost reasonably plessib

We are subject to employee workforce factors thatauld affect our business, results of operations,fancial
condition, and cash flows.

We are subject to employee workforce factors, idiclg, among other things, loss or retirement of gessonnel
(approximately 61% of our employees are over treeafd0 and have an average of 24 years of exgajen
availability of qualified personnel, and collectibargaining agreements with employees who are menadiea
union. Approximately 66% of our employees are repnéed by the International Brotherhood of Eleatrit/orkers
in two bargaining units: a physical unit and aickgrtechnical unit. We may not be able to sucadhstrain new
personnel as current workers with significant krexige and expertise retire. We also may be unalg@atbour
business with qualified personnel in the eventgrificant absenteeism related to a pandemic iinggork
stoppages or other workforce issues could affecbasiness, results of operations, financial caowljtand cash
flows.

Economic conditions relating to the asset performage and interest rates of the Employees’ Retiremettlan
of IPL and Supplemental Retirement Plan of IPL (togther, the “Pension Plans”) could materially impactour
results of operations, financial condition, and casflows.

Pension costs are based upon a number of actaasaimptions, including an expected long-term ratetarn on
pension plan assets, level of employer contribgtitime expected life span of pension plan beneiigand the
discount rate used to determine the present vdlfigwore pension obligations. Any of these assuonsicould
prove to be wrong, resulting in a shortfall of ®ension Plans’ assets compared to pension obligatioder the
Pension Plans. We are responsible for funding aoytfall of Pension Plans’ assets compared to pensi
obligations under the Pension Plans, and a sigmfigicrease in our pension liabilities could miaterimpact our
results of operations, financial condition, andnceisws. We are subject to the Pension Protectionof 2006,
which requires plans that are less than 100% futaléaly fund any funding shortfall in amortizeeMel
installments over seven years, beginning in the géthe shortfall. In addition, we must also cdmite the normal
service cost earned by active participants dutiegolan year. Each year thereafter, if the planeufunding
increases to more than the present value of thairémg annual installments, the excess is sepgratabrtized
over a hew seven-year period.

Please see Note 1"Pension and Other Postretirement Benefits’the audited Consolidated Financial Statements
of IPALCO in*“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for further
discussion.

From time to time, we are subject to material litigation and regulatory proceedings.

We may be subject to material litigation, regulgtproceedings, administrative proceedings, settigse
investigations and claims from time to time. Theae be no assurance that the outcome of thesersnaitenot
have a material adverse effect on our businessltsed operations, financial condition, and cadsiwE. Please see
Note 3,“Regulatory Matters”andNote 12,"Commitments and Contingencies) the audited Consolidated
Financial Statements of IPALCO fitem 8. Financial Statements and SupplementaryaDatcluded in this Form
10-K for a summary of significant regulatory mastand legal proceedings involving us.
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Information technology security vulnerabilities coud have a material adverse impact on our reputation
and/or our consolidated results of operations, finacial condition and cash flows.

We require access to sensitive customer data iarttiaary course of business. If a significant sreaf our
information technology security system occurred, reputation could be adversely affected, custarnefidence
could be diminished, customer information couldubed for identity theft purposes, or we could Hgestt to costs
associated with the breach. In the event of anii sueach, we could be subject to fines and legéins, which
could affect our business, results of operatiangnicial condition, and cash flows.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 1C. DEFINED TERMS

DEFINED TERMS

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

1995B Bonds

2011 IPALCO Notes

2016 IPALCO Notes
2018 IPALCO Notes
AES

ASC

BACT

CAA

CAIR

CCB

CCT

CO,

CPCN
CSAPR
Defined Benefit Pension Plan
DSM

ECCRA

ELGs

EPA

EPAct
Exchange Act
FAC

FERC

GAAP

GHG

IBEW

IDEM
IPALCO

IPL

IURC

kwh

MATS

MISO

MW

NAAQS
NERC

NOV

NOy

NPDES
NSPS

OSHA
Pension Plans

PSD

RFC

RSG

RSP

SO,

Supplemental Retirement Plan
Thrift Plan

U.S.

$40 Million aggregate principal amooithe City of Petersburg, Indiana Pollution
Control Refunding Revenue Bonds Adjustable Rated@eSecurities 1995B Series,
Indianapolis Power & Light Company Project
$375 million of 8.625% (origir@lupon 7.625%) Senior Secured Notes due November
14,2011
$400 million of 7.25% Senior SecuNotes due April 1, 2016
$400 million of 5.00% Senior SecLNotes due May 1, 2018
The AES Corporation
Financial Accounting Standards Board Accoungtandards Codification
Best Achievable Control Technology
Federal Clean Air Act
Clean Air Interstate Rule
Coal Combustion Byproducts
Clean Coal Technology
Carbon Dioxide
Certificate of Public Convenience and Necgssit
Cross-State Air Pollution Rule
Employees’ Retirenfdah of Indianapolis Power & Light Company
Demand Side Management
Environmental Compliance Cost Recovery Autnesnt
Effluent Limitation Guidelines
U.S. Environmental Protection Agency
Energy Policy Act of 2005
Securities Exchange Act of 1934, asmaled
Fuel Adjustment Charges
Federal Energy Regulatory Commission
Generally accepted accounting principles altmited States
Greenhouse Gas
International Brotherhood of Electrical Worker
Indiana Department of Environmental Management
IPALCO Enterprises, Inc.
Indianapolis Power & Light Company
Indiana Utility Regulatory Commission
Kilowatt hours
Mercury and Air Toxics Standards
Midcontinent Independent System Operator, Inc.
Megawatts
National Ambient Air Quality Standards
North American Electric Reliability Corporatio
Notice of Violation
Nitrogen Oxides
National Pollutant Discharge Elimination 8yst
New Source Performance Standards
U.S. Occupational Safety and Health Admintgira
Employees’ Retirement Plan of IngalimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Pa&kight Company
Prevention of Significant Deterioration
ReliabilityFirst Corporation
Revenue Sufficiency Guarantee
AES Retirement Savings Plan
Sulfur Dioxides
Supplemental Retireiam of Indianapolis Power & Light Company
Employees’ Thrift Plan of IndianapoRewer & Light Company
United States of America

19



ITEM 2. PROPERTIES

Our executive offices are located at One Monumére; Indianapolis, Indiana. This facility and ttemainder of
our material properties in our business and opmratare owned directly by Indianapolis Power & LtiGlmmpany.
The following is a description of these materiaigmerties.

We own two distribution service centers in Indiamiggpand the building in Indianapolis which houses customer
service center.

We own and operate four generating stations. Twibefjenerating stations are primarily coal-fireatiens. The
third station has a combination of units that usal ¢base load capacity) and natural gas and/dpedking
capacity) for fuel to produce electricity. The fdustation is a small peaking station that usesfigad combustion
turbine technology for the production of electrciFor electric generation, the net winter desigpazity is 3,272
MW and net summer design capacity is 3,148 MW. [@ghest summer peak level of 3,139 MW was recoided
August 2007 and the highest winter peak level 872, MW was recorded in January 2009.

Our sources of electric generation are as follows:

Winter Summer
Number of Capacity Capacity
Fuel Name Units (MW) (MW) Location
Coal Petersburg 4 1,715 1,715Pike County, Indiana
Harding Street 3 645 639 Marion County, Indiana
Eagle Valley 4 263 260Morgan County, Indiana
Total 11 2,623 2,614
Gas Harding Street 3 385 322 Marion County, Indiana
Georgetown 2 200 158 Marion County, Indiana
Total 5 585 480
o]] Petersburg 3 8 8 Pike County, Indiana
Harding Street 3 53 43 Marion County, Indiana
Eagle Valley 1 3 3 Morgan County, Indiana
Total 7 64 54
Grand Total 23 3,272 3,148

Net electrical generation during 2013, at the Rbiang, Harding Street, Eagle Valley and Georgetplants,
accounted for approximately 69.0%, 27.6%, 3.1%@&88&o, respectively, of our total net generation.

Our electric system is directly interconnected wfith electric systems of Indiana Michigan Power @any,
Vectren Corporation, Hoosier Energy Rural ElecB@operative, Inc., and the electric system joiotisned by
Duke Energy Indiana, Indiana Municipal Power Ageaog Wabash Valley Power Association, Inc. Our
transmission system includes 458 circuit miles4#,800 volt lines and 377 circuit miles of 138,0@ lines. The
distribution system consists of 4,779 circuit milgglerground primary and secondary cables and &it&lit miles
of overhead primary and secondary wire. Undergrairekt lighting facilities include 757 circuit red of
underground cable. Also included in the systenaatiaal of 144 substations. Depending on the veltagels at the
substation, some substations may be consideredabmitk power substation and a distribution substaiThe
number of bulk power substations is 73, and thebarmof distribution substations is 123, reflectihg fact that 52
substations are considered both bulk power andhilision substations.

All critical facilities we own are well maintaineth good condition and meet our present needs.e@tiyr our
plants generally have enough capacity to meetelees of our retail customers when all of our uaitsavailable.
During periods when our generating capacity issufficient to meet our retail demand, or when MIgOvides a
lower cost alternative to some of our availableegation, we purchase power on the MISO wholesaldkenha
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Mortgage Financing on Properties

The First Mortgage secures first mortgage bondseisdy IPL. Pursuant to the terms of the Firsttiglage,
substantially all property owned by IPL is subjech direct first mortgage lien securing indebtessnef $1,025.3
million at December 31, 2013. In addition, IPALC@shoutstanding $800 million of Senior Secured Nuoteish
are secured by its pledge of all of the outstandmmmon stock of IPL.

ITEM 3. LEGAL PROCEEDINGS

Please setem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Environmental Matters,’and Note 3/Regulatory Matters”and Note 12;Commitments and Contingencie$3 the
audited Consolidated Financial Statements of IPALEMtem 8. Financial Statements and SupplementaryaDat
included in this Form 10-K for a summary of sigodit legal proceedings involving us. We are aldgesu to
routine litigation, claims and administrative predings arising in the ordinary course of business.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS
AND ISSUER PURCHASE OF EQUITY SECURITIES

As of February 25, 2014, and throughout all of 20(dBof the outstanding common stock of IPALCGaigl has
been owned by AES. As a result, our stock is isted for trading on any stock exchange.

Dividends

During 2013, 2012 and 2011, we paid dividends t&A&aling $59.5 million, $66.6 million and $59.2man,
respectively. Future distributions will be deterednat the discretion of the Board of DirectorsALCO and will
depend primarily on dividends received from IPL andh other factors as the Board of Directors #fl€0O
deems relevant. Please sdem 7. Management’s Discussion and Analysis afdficial Condition and Results of
Operations — Liquidity and Capital Resourceasf’this Form 10-K for a discussion of limitatioas dividends from
IPL. In order for us to make any dividend paymeat8ES, we must, at the time and as a result dfi simidends,
either maintain certain credit ratings on our seliag-term debt or be in compliance with leverage interest
coverage ratios contained in IPALCO'’s Articles nfdrporation. We do not believe this requiremeritlvé a
limiting factor in paying dividends in the ordinacgurse of prudent business operations.

ITEM 6. SELECTED FINANCIAL DATA

The following table presents our selected const#idiéinancial data which should be read in conjiamctvith our
audited Consolidated Financial Statements andeflaged notes thereto atitem 7. Management’s Discussion and
Analysis of Financial Condition and Results of Gyiems.” The“Results of Operationstiscussion irfltem 7.
Management’s Discussion and Analysis of Financahdition and Results of Operationaddresses significant
fluctuations in operating data. IPALCO is a whatiywned subsidiary of AES and therefore does notrtegaynings
or dividends on a per-share basis. Other datanthaagement believes is important in understandergls in our
business are also included in this table.

Year Ended December 31,
2013 2012 2011 2010 2009
(In Thousands)

Operating Data:

Total utility operating revenues $255,734 $ 1,229,777 $ 1,171,924 $ 1,144,903 $ 1,068,081
Utility operating income 150,746 162,900 152,653 172,438 169,957
Allowance for funds used during construction 6,848 2,146 6,624 6,427 3,632
Net income 64,049 71,996 60,575 79,947 73,768

Balance Sheet Data (end of period):

Utility plant — net 2,553,261 2,425,610 2,441,347 2,361,509 2,321,676
Total assets 3,274,065 3,285,347 3,271,652 3,137,980 3,035,345
Common shareholder’s equity (deficit) 47,774  (3,219) (5,846) (4,730) (9,058)
Cumulative preferred stock of subsidiary 59,784 59,784 59,784 59,784 59,784
Long-term debt (less current maturities) 1,823,711,651,120 1,760,316 1,332,353 1,706,695
Long-term capital lease obligations 53 6 12 38 28

Other Data:

Utility capital expenditures 242,124 129,747 209,851 163,652 115,363

22



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with our audited Consolidated Ficial
Statements and the notes thereto includéttém 8. Financial Statements and SupplementaryaDatf this Form
10-K. The following discussion contains forward#atg statements. Our actual results may differ nitg from
the results suggested by these forward-lookingstahts. Please se€édutionary Note Regarding Forward —
Looking Statemeritsit the beginning of this Form 10-K afidem 1A. Risk Factors.’For a list of certain
abbreviations or acronyms in this discussion,“#een 1C. Defined Termsincluded in Part | of this Form 10-K.

EXECUTIVE OVERVIEW

The most important matters on which we focus inwating our financial condition and operating penfiance and
allocating our resources include: (i) recurringtéas which have significant impacts on operatingfgrenance such
as: regulatory action, environmental matters, weragimd weather-related damage in our service aveability to
sell power in the wholesale market at a profit, #redlocal economy; (ii) our progress on perforngimsprovement
strategies designed to maintain high standardeviaral operating areas (including safety, enviromade
sustainability, reliability, customer service, amiployee satisfaction) simultaneously; and (iiij slort-term and
long-term financial and operating strategies. Fdisaussion of how we are impacted by regulatich an
environmental matters, please Seiguidity and Capital Resources — Regulatory Masteand“Liquidity and
Capital Resources — Environmental Mattetater in this section arfdtem 1. Business.”

Market Developments

We are one of many transmission system owner menibdISO. MISO is a regional transmission orgatiaa
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 & B SO region.

The increased interconnection of renewable enerdiye MISO transmission system and participatioreaEwable
energy resources in the MISO energy markets hasedsed the economic dispatch of energy from esalurces.
Additionally, the use of enhanced technologiestmwer natural gas from shale deposits has inadlesgeral gas
supply and reserves, which has placed downwardpre®n natural gas prices and, therefore, on whtdegower
prices. The combination of these factors signifigareduced the clearing price of electricity irethlISO market in
the first half of 2012. These factors, combinechwite unusually mild winter in the MISO footprimt €arly 2012
and a weakened economy, resulted in clearing piicé® MISO market for much of the first half 22 at their
lowest levels since the MISO energy market beg&200b. As a result, IPL’s coal-fired generationeiupon by
MISO to produce electricity during the 2012 winéed spring months was at its lowest levels sin@52h
contrast to 2012, wholesale revenues increase@lf as IPL’s coal-fired generation was called uppMISO to
produce electricity more often. This was primadlye to increased natural gas prices in the spfi2§13, which
drove up wholesale electricity prices.

Weather and Weather-Related Damage in our Servicer&éa

Extreme high and low temperatures in our serviea &iave a significant impact on revenues as manyrofetail
customers use electricity to power air conditionetsctric furnaces and heat pumps. The impaditatly
mitigated by our declining block rate structure jethgenerally provides for residential and comnarcustomers
to be charged a lower per kWh rate at higher copsiom levels. Therefore, as volumes decrease, #ighted
average price per kWh increases. The effect isrgéimenore significant with high temperatures thaith low
temperatures as many of our customers use gasTee#itistrate, during the third quarter of 2013)em our service
territory experienced a 23% decrease in coolingekdays as compared to the same period in 2012, we
experienced a $12.2 million decrease in retailmees due to a lower volume of kWh sales.
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In addition, because extreme temperatures haveftbet of increasing demand for electricity, theoldsale price
for electricity generally increases during periofi®@xtreme hot or cold weather and, therefore g@fhave available
capacity not needed to serve our retail load, we Ineaable to generate additional income by seliogrer on the
wholesale market (see below).

Storm activity can also have an adverse effectuwsroperating performance. Severe storms often damag
transmission and distribution equipment, therehystay power outages, which reduce revenues anddserrepair
costs. Storm-related operating expenses (primegpgirs and maintenance) were $0.9 million, $1I#aniand
$1.6 million in 2013, 2012 and 2011, respectiveBtorm-related operating expenses will increasditd due to
restoration of customer service following outagassed by winter storms at the beginning of the.year

Our Ability to Sell Power in the Wholesale Market & a Profit

At times, we will purchase power in the wholesakrkets, and at other times we will have electricegation
available for sale in the wholesale market in cotitipa with other utilities and power generatorsuring the past
five years, wholesale revenues averaged 4.3% aiodairelectric revenues. A decline in wholesalegs can have
a significant impact on earnings, because mostiohonfuel costs are fixed in the short term awdelowholesale
prices can result in lower wholesale volumes sold.

Our ability to be dispatched in the MISO markesétl power is primarily impacted by the locationsdrket price
of electricity and our variable generation costse Bmount of electricity we have available for vdsalle sales is
impacted by our retail load requirements, our gati@n capacity and our unit availability. From titeetime, we
must shut generating units down to perform mainteaar repairs. Generally, maintenance is schediuedg the
spring and fall months when demand for power isdstwOccasionally, it is necessary to shut unitsrdfor
maintenance or repair during periods of high possamand, or we could experience an unscheduled @diagng
such time. See alsol.iquidity and Capital Resources — Regulatory Mattéor information about our participation
in MISO that impacts both revenues and costs assativith our energy service to our utility custosad he price
of wholesale power in the MISO market as well asvawiable generating costs can be volatile ancefoee our
revenues from wholesale sales can fluctuate sggmifly from year to year. The weighted averageepoic
wholesale MWhs we sold was $31.29, $28.92, and4$30.2013, 2012 and 2011, respectively.

Local Economy

For several years now, the local economy has hefering from an economic slowdown as evidenceciy
elevated unemployment rate in Indianapolis, Indiahi&ch approximates the national average. Durint32@0% of
our revenues came from large commercial and inidlististomers. For the ten years ending 2013, ataf tetail
kWh sales have decreased at a compound annuaifi@t%. In contrast, for the 10 years ending 20068,
compound annual rate was an increase of 1.2%.dEukne over the past few years illustrates thesichpf the
economic recession, as well as the continued imghtation of IPL’s energy efficiency program inibiegs.

Operational Excellence

Our objective is to optimize IPL’s performance lie tU.S. utility industry by focusing on the follavg areas:
safety, operations (reliability and customer satiibn), financial and enterprise-wide performageféiciency and
cost savings, talent management/people, capitadatibn/sustainability and corporate social resjility). We set
and measure these objectives carefully, balantiegntin a way and to a degree necessary to ensugainably
high level of performance in these areas simultaglgaas compared to our peers. We monitor our pedace in
these areas, and where practical and meaningfupare performance in some areas to peer utilfiesause some
of our financial and enterprise-wide performancesuees are company-specific performance goals,atepot
benchmarked.

Our safety performance as measured by our lost daykand severity rates regressed in 2013 andrisewtban our

goal of being within the top quartile in our indyst On the other hand, our OSHA recordable indislémproved in
2013.
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We are committed to excellence in safety perforreaarad have implemented various programs in recarsyto
increase awareness and improve safety policiepauadices. Among other things, these various prograre
intended to bring a renewed emphasis on mitigatischazards associated with high-risk work actgitommonly
experienced in the industry.

IPL has the best satisfaction rating amongst Iraliamestor-owned utilities and the fourth highasttomer
satisfaction ranking out of the eleven utilitieslirded in the Midwest Midsize region, as measunethb J.D.
Power 2013 Electric Utility Residential Study. lddition, IPL ranked number one in Business Customer
Satisfaction among Midwest Mid-Size Utilities iretR013 J.D. Power Electric Utility Business Custome
Satisfaction Study. We believe these favorablegatreflect our relatively low rates, strong reilityy corporate
citizenship, and focus on excellence in customerce

Our performance in production reliability was slighworse than our target in 2013. We experiencstiggt
increase of 0.5 percentage points in both our @dramd unplanned outage rates associated withemargtion
plants in 2013 versus 2012. The planned outageaserin 2013 was partially due to the timing oéarended
scheduled outage on a 415 MW generating unit &r§tairg during the fourth quarter of 2013 that ectésl into
2014.

Most of our performance metrics in delivery relldpiwere better than our targets in 2013. In 202, ranked in
or near the top decile in distribution reliabilaynd had the best System Average Interruption Damdtidex
(SAIDI), System Average Interruption Frequency b@8AlFI) and Customer Average Interruption Duratladex
(CAIDI) performance compared to the four Indianaeistor-owned utilities (as reported in the 201 2ifue of
Electrical and Electronics Engineers reliabilitynbemarking survey).

Short-Term and Long-Term Financial and Operating Stategies
Our financial management plan is closely integratétl our operating strategies. Key aspects offimamcial
planning include rigorous budgeting and analys&intaining sufficient levels of liquidity and a mgkent dividend

policy at both our subsidiary and holding compaswels. This strategy allows us to remain flexilméhe face of
evolving environmental legislation and regulatarifiatives in our industry, as well as weak ecoroounditions.
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RESULTS OF OPERATIONS

In addition to the discussion on operations bejp@ase see the statistical information table inetLich“Item 1.
Business”of this report for additional data such as kWtesand number of customers by customer class.

Comparison of year ended December 31, 2013 and yeamded December 31, 2012
Utility Operating Revenues

Utility operating revenues increased in 2013 frowa prior year by $26.0 million, which resulted froine following
changes (dollars in thousands):

Percentage
2013 2012 Change Change

Utility Operating Revenues:

Retail Revenues $ 1172652 $ 1,171,516 $ 1,136 0.1%

Wholesale Revenues 62,734 37,822 24,912 65.9%

Miscellaneous Revenues 20,348 20,439 (91) (0.4%)
Total Utility Operating Revenues $ 1,255,734 ¢ 1,229,777 $ 25,957 2.1%
Heating Degree Days:

Actual 5,647 4,399 1,248 28.4%

30-year Average 5,474 5,548
Cooling Degree Days:

Actual 1,160 1,534 (374) (24.4%)

30-year Average 1,048 1,041

The increase in wholesale revenues of $24.9 millvas primarily due to a 53% increase in the qugiatitkWh
sold ($20.2 million) and an 8% increase in the Widd average price per kWh sold ($4.7 million)Rl’'$ coal-
fired generation has been called upon by MISO talpce electricity more often during 2013 versus2Uhis was
primarily due to increased natural gas prices engpring of 2013, which drove up wholesale eleityrigrices. Our
ability to be dispatched in the MISO market is miity impacted by the locational market price afatficity and
variable generation costs. The amount of elecyraviailable for wholesale sales is impacted byretail load
requirements, generation capacity and unit avaitgbi
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Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from 2012 to 2013 (in millions):

2012 Operating Expenses $ 1,066.9
Increase in fuel costs 35.8
Decrease in power purchased (27.0)
Increase in maintenance expenses 13.3
Increase in DSM program costs 11.6
Decrease in income taxes — net (8.6)
Increase in depreciation and amortization costs 5.5
Increase in salaries, wages and benefits (exclyamgion expenses) 4.0
Decrease in pension expenses (2.8)
Other miscellaneous variances — individually immate 6.3

2013 Operating Expenses $ 1,105.0

The $35.8 million increase in fuel costs is prifyadue to a $32.9 million increase in the quandtyuel consumed
as the result of an increase in total electriciigs volume in the comparable periods. This ineéaslso attributed
to fuel cost increases of $2.3 million as the restivariances between estimated fuel and purchpsegr costs in
our FAC and actual fuel and purchased power cd¢¢sare generally permitted to recover underestichfutel and
purchased power costs to serve our retail custoimdusure rates through the FAC proceedings amerefore, the
costs are deferred when incurred and amortizedeixpense in the same period that our rates arstadjto reflect
these costs.

The $27.0 million decrease in purchased power agatsprimarily due to a 40% decrease in the volofrower
purchased during the period ($42.2 million), pdstiaffset by a 23% increase in the market pricgwoifchased
power ($14.8 million). As described previously, I®units were called upon more often in 2013, whiethuced the
amount of electricity IPL needed to purchase ireottd serve its retail load requirements.

Maintenance expenses increased $13.3 million cosap@ar2012 primarily due to the timing and duratddmajor
generating unit overhauls (including a 70-day scalextioutage at our 415 MW Petersburg unit 2 geimgratation
during the fourth quarter of 2013). We had no sextended outages in 2012.

The increase in DSM program costs of $11.6 millwhich are recoverable through customer ratedtribated to
the continued implementation of IPL’s energy effitty program initiatives. The increase in DSM pangicosts is
correlated to the increase in DSM program ratesadjant mechanism retail revenues.

The $8.6 million decrease in income taxes — netprasarily due to the tax effect of the decreasprigtax net
operating income, for the reasons previously dbedti The increase in depreciation and amortizatf&$b.5

million is primarily due to additional assets pldde service. The increase in salaries, wages andffis (excluding
pension expenses) of $4.0 million is primarily dodoth rate increases and overtime for generatitigoutages.
Pension expenses decreased $2.8 million in 20d Zwenexpected to decrease significantly in 20kttduhe net
actuarial gain of $129.0 million in 2013. Please “eritical Accounting Policies — Pension Cdstsr more details.

Other Income and Deductions

Other income and deductions increased $4.0 milbor22%, from income of $18.3 million in 2012 t@gme of
$22.3 million in 2013. This increase was primadlye to (i) a $3.2 million increase in the allowaf@eequity
funds used during construction as a result of Bmed construction activity and (ii) a $1.3 millimerease in the
income tax benefit, which was primarily due to tenge in pretax nonoperating income during thepeoable
periods.
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Comparison of year ended December 31, 2012 and yezmded December 31, 2011
Utility Operating Revenues

Utility operating revenues increased in 2012 fréwa prior year by $57.9 million, which resulted froie following
changes (dollars in thousands):

Percentage
2012 2011 Change Change

Utility Operating Revenues:

Retail Revenues $ 1,171,516 $ 1,106,271 $ 65,245 5.9%

Wholesale Revenues 37,822 43,181 (5,359) (12.4%)

Miscellaneous Revenues 20,439 22,472 (2,033) (9.0%)
Total Utility Operating Revenues $ 1229777 $ 1,171,924 $ 57,853 4.9%
Heating Degree Days:

Actual 4,399 4,912 (513) (10.4%)

30-year Average 5,548 5,519
Cooling Degree Days:

Actual 1,534 1,482 52 3.5%

30-year Average 1,041 1,041

The increase in retail revenues of $65.2 milliorsywamarily due to a 7.0% increase in the weiglateerage price
per kWh sold ($72.6 million), partially offset bylab% decrease in the volume of kWh sold ($12.4ionjl. The
$72.6 million increase in the weighted averagegpaotkWh sold was primarily due to increases irl fievenues of
$41.5 million; environmental rate adjustment medsrarrevenues of $12.3 million; DSM program rateuattpent
mechanism revenues of $9.7 million; and favorabdelorate variances of $9.3 million. The increaséuiel
revenues is offset by increases in purchased povgts as described below. Likewise, the vast nigjofithe
increases in environmental and DSM rate adjustm&mhanism revenues are offset by increased opgratin
expenses including depreciation and amortizatitre fEvorable block rate variances of $9.3 millioe mostly
attributed to our declining block rate structuréjet generally provides for residential and comnammustomers
to be charged a lower per kWh rate at higher copsiom levels. Therefore, as volumes decrease, #ighted
average price per kWh increases. The $12.4 millieerease in the volume of electricity sold was prify due to
milder temperatures in our service territory durihg winter of 2012 (demonstrated by the decreabeating
degree days, as shown in the table above).

The decrease in wholesale revenues of $5.4 millias primarily due to a 7.8% decrease in the quaofikWh

sold ($3.4 million) and a 5.0% decrease in the tteig average price per kWh sold ($2.0 million). Sédeclines in
the quantity and price of wholesale kWh sales apdagned in the preceding section entitléddrket
Development$
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Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from 2011 to 2012 (in millions):

2011 Operating Expenses $ 1,019.3
Increase in power purchased 31.1
Decrease in maintenance expenses (19.6)
Increase in depreciation and amortization costs 9.6
Increase in DSM program costs 8.6
Increase in fuel costs 6.3
Increase in pension expenses 4.7
Increase in income taxes — net 4.6
Other miscellaneous variances — individually immiate - 2.3

2012 Operating Expenses $ 1,066.9

The $31.1 million increase in purchased power coafs primarily due to a 48% increase in the volahgower
purchased during the period ($35.4 million), pdistiaffset by a 2% decrease in the market pricpafer
purchased during the period ($4.3 million). A pontof the volume increase can be attributed to p@uechased as
part of a power purchase agreement for approxim2@0 MW of wind-generated electricity from a prctjen
Minnesota, which began commercial operation in ®et®011. Additionally, at times the MISO markebyides a
lower cost alternative to serve a portion of ouisgictional customers’ electricity demand. For thasons
described in the preceding section entitlbthtket Developmengsthis situation occurred with greater frequency
versus the comparable period.

Maintenance expenses decreased $19.6 million orc@ffpared to 2011 primarily due to the timing ofjona
generating unit overhauls. As described previouslg, such overhauls occurred in 2011, while nomdk f@ace in
2012. Another contributing factor for this decreases the favorable impact resulting from the impdamation of
our “ready reserve” plan in 2012 for the Eagle ¥glgeneration plant.

The increase in depreciation and amortization cofs$9.6 million was primarily due to additionallity plant
assets placed in service, including the approxipm&E30 million Petersburg Unit 4 flue gas desu#ation
enhancements project that was completed in thelfaurarter of 2011. Depreciation costs on thisgubare
recoverable through customer rates.

The increase in DSM program costs of $8.6 milliwhich are included inOther operating expensesn our
Consolidated Statements of Comprehensive Inconatributed to the continued implementation of IPEhergy
efficiency program initiatives. The increase in DPkbgram costs is correlated to the increase in [p&dgram rate
adjustment mechanism revenues as noted above.

The $6.3 million increase in fuel costs is primadue to a $20.0 million or 8% increase in the @per ton of coal
we consumed during the comparable periods and 2 $diflion increase in deferred fuel costs as #muilt of
variances between estimated fuel and purchasedrpmsts in our FAC and actual fuel and purchasedepaosts.
These fuel cost increases were partially offsed $24.1 million decrease in the quantity of fueisiemed, due
primarily to a decrease in total electricity satfetume in the comparable periods and an increaeinolume of
power purchased, as described above. We are genazahitted to recover underestimated fuel anctpased
power costs to serve our retail customers in futates through the FAC proceedings and, therefoeegosts are
deferred when incurred and amortized into expemslee same period that our rates are adjustedléztréhese
costs.

The $4.7 million increase in pension expenses, lwlidncluded in Other operating expensesn our

Consolidated Statements of Comprehensive Inconpegimsrily due to a $6.2 million increase in theagnized
actuarial loss. The $4.6 million increase in incdaees — net was primarily due to the tax effedhefincrease in
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pretax net operating income, for the reasons puslyodescribed, offset by an increase in the marturfar’s
deduction of $1.0 million and a slight decreasdepreciation flow through taxes of $0.8 million.

Other Income and Deductions

Other income and deductions decreased $2.7 millin3%, in 2012 primarily due to a (i) $13.3 nahigain on
sale of our Oatsville coal reserve in 2011 (asulised in Note 13 Sale of Oatsville Coal Reseiv® the audited
Consolidated Financial Statements of IPALCOlierh 8. Financial Statements and Supplementary Datiuded
in this Form 10-K); (ii) a $6.0 million decreasetite income tax benefit, which was primarily dugtte change in
pretax nonoperating income during the comparahiege and a $1.2 million tax return true-up to ger year
accrual; and (iii) a $2.9 million decrease in thewaance for equity funds used during constructisra result of
decreased construction activity. These decreases pegtially offset by (i) a $15.4 million loss early
extinguishment of debt in May of 2011 related te thpurchase of $375 million of 8.625% (originaligon
7.625%) Senior Secured Notes due November 14, ¢2011 IPALCO Notes”), including a $14.4 million ia
tender premium; (ii) additional contingent lossraeds of $2.2 million in 2011; and (iii) impairmeot $1.6 million
recorded on a minority ownership investment in 2011

Interest and Other Charges

Interest and other charges decreased $3.9 mihio8%, during 2012 primarily due to lower interestlong-term
debt of $5.8 million as a result of various delfiin@ncing activities in 2011, including the refirgmg in May of
2011 of $375 million of 8.625% 2011 IPALCO Notegdw$400 million of 5.00% Senior Secured Notes dusy N,
2018. This decrease was partially offset by a $ilbon decrease in the allowance for borrowed finded during
construction as a result of decreased construetitiuity.

LIQUIDITY AND CAPITAL RESOURCES
Overview

As of December 31, 2013, we had unrestricted cadicash equivalents of $19.1 million and availddderowing
capacity of $249.3 million under our $250.0 millicommitted revolving credit facility after outstand
borrowings and existing letters of credit. All fll's long-term borrowings must first be approvediy IURC and
the aggregate amount of IPL’s short-term indebtesimeust be approved by the FERC. We have appnormal f
FERC to borrow up to $500 million of short-term éfdedness outstanding at any time through Jul2@84. In
December 2013, we received an order from the IUR@tgg authority through December 31, 2016 to, mgno
other things, issue up to $425 million in aggregatacipal amount of long-term debt, refinance o$171.9
million in existing indebtedness, and to have u300 million of long-term credit agreements arlidity
facilities outstanding at any one time. We alsoehastrictions on the amount of new debt that neisbued due to
contractual obligations of AES and by financial en&nt restrictions under our existing debt oblwzi We do not
believe such restrictions will be a limiting faciarour ability to issue debt in the ordinary cauof prudent
business operations.

We believe that existing cash balances, cash gekefimm operating activities and borrowing capaoit our
committed credit facility will be adequate for tiigeseeable 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 gereidtom operating activities; (iii) borrowing cajiswn our
committed credit facility; and (iv) additional déefrtancing. In addition, due to current and expddteure
environmental regulations, it is expected that goeapital will continue to be used as a significkmding source,
as it was in the third quarter of 2013 (see beldMBS has approved significant equity investment®infor its
proposed nonrecurring capital expenditures fron320tough 2017; however, AES is under no contrdctua
obligation to provide such equity capital and theae be no assurance we will receive capital doumtions in the
amounts or at the times funding may be requiredJ@n 31, 2013, IPALCO received an equity capitattcibution
of $49.1 million from AES for funding needs relatidPL’s environmental construction program; IPADGhen
made the same equity capital contribution to IPL.
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Historical Cash Flow Analysis

Our principal sources of funds in 2013 were nehqasvided by operating activities of $211.4 mifljmet
borrowings of $59.4 million, and an equity capttahtribution of $49.1 million from AES in July 0023 for
funding needs related to IPL’s environmental cargton program. Net cash provided by operating/aiets is net
of cash paid for interest of $106.2 million and gien funding of $49.7 million. The principal usesnds in 2013
included capital expenditures of $242.1 million aliidends to AES of $59.5 million. The increaseapital
expenditures of $112.4 million in 2013 versus 2043 primarily driven by spending to comply with t&TS
rule (please see “Environmental Matters — MATS’dvefor more details).

Our principal sources of funds in 2012 were nehgasvided by operating activities of $214.8 miflioNet cash
provided by operating activities is net of cashddar interest of $103.3 million and pension furgliof $48.3
million. Net cash provided by operating activitia®2012 was $31.7 million higher than in 2011 pritiyedue to
lower repairs and maintenance costs in 2012 ari®&®3$nillion swap termination payment made in 200He
principal uses of funds in 2012 included capitglenditures of $129.7 million, dividends to AES 66% million
and the payoff in 2012 of $14 million on the revolty credit facility.

Our principal sources of funds in 2011were net gashided by operating activities of $183.1 milliand net
borrowings of $89.4 million. Net cash provided tpeaating activities is net of cash paid for inté&s$108.5
million and pension funding of $37.3 million. Negsh provided by operating activities in 2011 wa3.$ million
less than in 2010 primarily due to lower earnireg$12.6 million interest rate swap termination pagtrand other
net changes in working capital. The principal usEfsinds in 2011 included capital expenditures 20%.9 million,
dividends to AES of $59.2 million and asset remaeats of $14.9 million.

Capital Requirements
Capital Expenditures

Our construction program is composed of capitakaxitures necessary for prudent utility operatiand
compliance with environmental laws and regulati@sng with discretionary investments designeceface

aging equipment or improve overall performance. Capital expenditures totaled $242.1 million, $72®illion,
and $209.9 million in 2013, 2012 and 2011, respebtj and were financed primarily with internallgrierated cash
provided by operations, borrowings on our creditlfiz, long-term borrowings, an equity capital ¢dbution from
AES and, to a lesser extent, federal grants fotsiBlmart Energy Projects. Through December 31, 2@¢Zhave
incurred total capital expenditures of $126.0 miilto comply with the MATS rule.

Our capital expenditure program, including develeptand permitting costs, for the three-year peftioth 2014

to 2016 is currently estimated to cost approxinya$di53 million (excluding environmental compliarexed
replacement generation costs). It includes apprateiy $255 million for additions, improvements andensions to
transmission and distribution lines, substatiomsygr factor and voltage regulating equipment, iistion
transformers, street lighting facilities and Sntamergy Projects. The capital expenditure progreso aicludes
approximately $163 million for power plant relagejects and $35 million for other miscellaneousipment.

In addition to the amounts listed above, IPL plemspend an additional $385 million for the thresyperiod from
2014 to 2016 to comply with the MATS rule (IPL ptato spend a total of $511 million for this projantluding
amounts already expended). In addition, IPL witiuncosts for compliance with other environmenggjulations,
including NPDES. These costs are still being reei@and could be material during the forecast pdjiptehse see
“Environmental Matters - NPDE®elow for more details). IPL also plans to sp&aé7 million on replacement
generation costs through 2017 as a result of tiiremeent of existing facilities not equipped wittivanced
environmental control technologies required to clymyth existing and expected regulations, subjecpproval
of IPL’s replacement generation filing that is @mtly pending with the IURC. Of this amount, $638lion is
projected to be spent in the three-year period 26 to 2016 (please seerivironmental Matters Unit
Retirements and Replacement Generdtlmiow for more details).
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Contractual Cash Obligations

Our non-contingent contractual obligations as of&mber 31, 2013 are set forth below:

Payment due

Less Than 1 1-3 3-5 More Than
Total Year Years Years 5 Years
(In Millions)
Long-term debt $ 1,825.3% — % 531.8 $ 4247 % 868.8
Interest obligatiorty 1,270.3 104.5 190.5 126.0 849.3
Purchase obligatior{8:
Coal, gas, purchased power and
related transportation 1,990.2 340.5 365.0 186.4 1,098.3
Other 91.0 8.6 11.6 11.5 59.3
Pension Fundirfd 54.1 54.1 — — —
Total® $ 52309% 5077 $ 1,0989$ 7486 $ 28757

M Represents interest payment obligations relatdicked and variable rate debt. Interest relatedaoable rate debt is calculated using the
rate in effect at December 31, 2C

@ Does not include purchase orders or normal purshasgyoods or services: (1) for which there isaieb an enforceable contract; or (2)
which does not specify all significant terms, irdihg fixed or minimum quantities. Does not inclumtractual commitments that can be
terminated by us without penalty on notice of 99dar less. Does not include the construction emttior the MATS project described herein,
which contract can be terminated by IPL, subjecteidain termination payments.

©® |PL elected to fund $54.1 million during Januani20However, IPL may decide to contribute more .1 million to meet certain
funding thresholds. For years 2015 and thereadtercontractual obligation for pension funding ¢lactuate due to various factors. Please see
“Pension Fundingbelow and Note 11:Pension and Other Postretirement Benefits’the audited Consolidated Financial Statemeints o
IPALCO in“ltem 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for further discussion.

®  Does not include an uncertain tax liability of $énillion (tax and related interest) as of Decenfgr2013 because it is not possible to
determine in which future period or periods th&t tton-current income tax liability for uncertaix fgositions might be paid.

Dividend Distributions

All of IPALCO'’s outstanding common stock is held AS. During 2013, 2012 and 2011, we paid $59.%anil

$66.6 million, and $59.2 million, respectively,dividends to AES. Future distributions will be deténed 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’sdbofdirectors deems relevant.

IRS Regulations

On September 13, 2013, the Internal Revenue Semieased final regulations addressing the acérisit
production and improvement of tangible property praposed regulations addressing the dispositibpsaperty.
These regulations replace previously issued tempoegulations and are effective for tax years bmigig on or
after January 1, 2014. We are currently in conmgkawith the provisions in the regulations andetiemo impact
on the financial statements in the periods covesethis report; however, we are evaluating avadlaliéctions and
safe harbor methods that have the possibilitygrificantly changing the timing of the future incertax payments.

Pension Plans
We contributed $49.7 million, $48.3 million, and73 million to the Pension Plans in 2013, 2012 201,
respectively. Funding for the qualified EmployeRBgtirement Plan of Indianapolis Power & Light Compa

(“Defined Benefit Pension Plan”) is based upon agally determined contributions that take into@aat the
amount deductible for income tax purposes and tingmmam contribution required under the EmployeeiRetent
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Income Security Act of 1974, as amended by the iBerigrotection Act of 2006, as well as targetedifog levels
necessary to meet certain thresholds. Managemestriat currently expect any of the pension asedis returned
to us during 2014.

From an ERISA funding perspective, IPL’s fundinggt liability shortfall was estimated to be approately $56
million as of January 1, 2014. The shortfall mustflbnded over seven years. In addition, IPL musi abntribute
the normal service cost earned by active parti¢gpdaring the plan year. The ERISA funding of noroest is
expected to be about $8.1 million in 2014, whictludes $3.0 million for plan expenses. Each yeerdafter, if
the plan’s underfunding increases to more thampthsent value of the remaining annual installmehtsgexcess is
separately amortized over a new seven-year pditadelected to fund $54.1 million in January, 20Mhjch
satisfies all funding requirements for the calengzar 2014. The $54.1 million contribution inclsdbe $8.1
million referenced above. IPL’s funding policy filvre Pension Plans is to contribute annually ne tlean the
minimum required by applicable law, and no morenttiee maximum amount that can be deducted for &der
income tax purposes.

Benefit payments made from the Pension Plans toyéars ended December 31, 2013, 2012 and 2011b&2re
million, $30.3 million, and $29.9 million, respectiy.

See alsdCritical Accounting Policies - Pension Costs” amdbte 11,“Pension and Other Postretirement Benefits”
to the audited Consolidated Financial StatementBAECO in“Item 8. Financial Statements and Supplementary
Data” included in this Form 10-K for further discussioiiPension Plans.

Capital Resources

IPALCO is a holding company, and accordingly subtsédly all of its cash is generated by the opeg#ctivities
of its subsidiaries, principally IPL. None of itslsidiaries, including IPL, is obligated under aslyuaranteed to
make payments with respect to the $400 million.86% Senior Secured Notes due April 1, 2016 (“2R4&LCO
Notes”) or the 2018 IPALCO Notes; however, all Bf.Is common stock is pledged to secure these notes.
Accordingly, IPALCO'’s ability to make payments dret2016 IPALCO Notes and the 2018 IPALCO Notes
depends on the ability of IPL to generate cashdisttibute it to IPALCO.

While we believe that our sources of liquidity Wk adequate to meet our needs, this belief ibas@ number of
material assumptions, including, without limitati@ssumptions about weather, economic conditiams¢i@dit
ratings and those of AES and IPL, regulatory casts, environmental regulation and pension ohliget If and

to the extent these assumptions prove to be inatEgusur sources of liquidity may be affected. Mwer, changes
in these factors or in the bank or other creditkegr could reduce available credit or our abilityénew existing
credit facilities on acceptable terms. The absefigelequate liquidity could adversely affect ouiligbto operate
our business, and our results of operations, fiahoondition, and cash flows.

Indebtedness

Line of Credit

In December 2010, IPL entered into a five-year $&lllon unsecured revolving credit agreement, issussed in
Note 9, Indebtedness — Line of Creliib the audited Consolidated Financial Statemeht® ALCO in “ltem 8.

Financial Statements and Supplementary Dathis credit agreement is a committed line ofditéor letters of
credit, working capital and general corporate pagso
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IPALCQO'’s Senior Secured Notes

In May 2011, IPALCO completed the sale of the 2(A8LCO Notes pursuant to Rule 144A and Regulation S
under the Securities Act of 1933, as amended. D48 PPALCO Notes were issued pursuant to an Inderdated
May 18, 2011, by and between IPALCO and The BarnMa# York Mellon Trust Company, N.A., as trustee.
These notes were subsequently exchanged for neas wath identical terms and like principal amoumthjch
were registered with the Securities and Exchangar@igsion pursuant to a registration statement amr-4
made effective in November 2011. In connection whik issuance, IPALCO conducted a tender offeepurchase
for cash any and all of IPALCO’s then outstandi2@11 IPALCO Notes. As a result, IPALCO no longes ha
indebtedness with an interest rate that changesodtiganges in its credit ratings. AdditionallyAIRCO no longer
has any debt with financial ratio maintenance canést although its articles of incorporation conéno contain
the same financial ratios restricting dividend pawts and intercompany loans to AES as were inclirdéte 2011
IPALCO Notes.

The 2018 IPALCO Notes were priced to the publi®®&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 tendfarafnd to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1fillion was included as a separate line item wit@ither Income
and (Deductions) in the accompanying audited Caatestgld Statements of Comprehensive Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratathiyPALCO’s existing senior secured notes. IPALBas
entered into a Pledge Agreement Supplement withBamk 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 Collatégent dated November 14, 2001.

IPL First Mortgage Bonds and Indiana Finance Authiiddond Issuances

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipaiunt of $40.0 million of 3.875% Environmentathities
Refunding Revenue Bonds Series 2011B (Indianapaiiger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfiref mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adterg 5.75% IPL first mortgage bonds, and for thastruction,
installation and equipping of pollution control figes, solid waste disposal facilities and indiedtdevelopment
projects at IPL’s Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering vagrproximately $138.2 million, after deducting thitial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the follgionitstanding indebtedness, including redempti@mprms of
$1.6 million and to pay related fees and expenses:

*  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti@hH $eries, Indianapolis Power & Light Company
Project (“1995B Bonds"), variable rate, due 2023;

«  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series, Indianapolis PowerghtlCompany Project, 5.90% Series, due 2024;

«  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series, Indianapolis Power & Light @any Project, 5.95% Series, due 2029;
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* $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series, Indianapolis Power & Light CampProject, 6.375% Series, due 2029; and

*  $17.35 million aggregate principal amount of thdidma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998ahapolis Power & Light Company Project, 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds weNter 2011. In accordance with ASC 980, the istenae
swap termination payment is being amortized to rgp@ver the term of the newly issued debt.

In June 2013, IPL issued $170 million aggregateqgipial amount of first mortgage bonds, 4.65% Sedas June
2043. Net proceeds from this offering were appratety $167.9 million, after deducting the initialrohasers’
discount and fees and expenses for the offeringlayby IPL. The net proceeds from the offeringemesed in
June of 2013 to finance the redemption of $110ionilaggregate principal amount of IPL first mortgdmpnds,
6.30% Series, due July 2013, and to pay relates] tegoenses and applicable redemption prices. \&tk alb
remaining proceeds to finance a portion of our Emmental construction program and for other gdremgorate
purposes.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéarrow
money or refinance existing indebtedness are &ffieloy our credit ratings. In addition, the applieabterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditnrgs of AES could result in IPL’s and/or IPALCO’eedit ratings
being downgraded. Any reduction in our debt or itnedings may adversely affect the trading pri€eur
outstanding debt securities.

In April 2012, Fitch Ratings downgraded the IssDefault Rating of IPALCO to ‘BB+’ from ‘BBB-’ and
downgraded the instrument rating of IPALCO’s sesiecured notes by one notch to ‘BB+’ from ‘BBB+\. |
addition, Fitch Ratings affirmed the Issuer Defaditing of IPL at ‘BBB-' as well as affirmed IPL&curity
ratings. In a press release announcing the dowagFatth Ratings cited various factors to explam downgrade,
including, but not limited to: IPALCO'’s highly levaged capital structure, the sole support IPALCEirees from
the upstream distributions from IPL, a rise in @tigig costs including pension expenses, signifitargls of
capital spending for environmental compliance &tdRd lower wholesale power pricing.

In February 2013, S&P announced that it had revitsectiteria for rating utility first mortgage bda. As a result
of the revised criteria, S&P upgraded the ratingpifs Senior Secured first mortgage bonds by astemto
‘BBB+’ from ‘BBB’.

In November 2013, S&P announced that it had revitsectiteria for long-term issuer credit ratingas a result of
the revised criteria, S&P downgraded the long-tesner credit ratings of IPALCO and IPL to ‘BB+bfn ‘BBB-’
in December 2013. The downgrade reflects S&P’ssasnent that the cumulative value provided by iexjst
structural protections insulate the credit quadityPALCO and IPL from our parent, AES, on a su#itt basis to
support a 2-notch rating differential instead & grior 3-notch rating differential. Debt instrant ratings were
affirmed.

In January 2014, Moody's upgraded the long-terimgatof IPALCO and IPL by one notch in line wittethmore
favorable view of the relative credit supportiveme$the U.S. regulatory framework for electric ayad utilities.
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The credit ratings of IPALCO and IPL as of Febru2by 2014 are as follows:

Moody's S&P Fitch Ratings

IPALCO Issuer Rating/Corporate Credit

Rating/Long-term Issuer Default Rating - BB+ BB+
IPALCO Senior Secured Notes Baa3 BB+ BB+
IPL Issuer Rating/Corporate Credit Rating/Long-

term Issuer Default Rating Baal BB+ BBB-
IPL Senior Secured A2 BBB+ BBB+
IPL Senior Unsecured - - BBB

We cannot predict whether our current credit ratiogthe credit ratings of IPL will remain in eftdor any given
period of time or that one or more of these ratiwdknot be lowered or withdrawn entirely by airaf agency. A
security rating is not a recommendation to buy,aehold securities. Such ratings may be subjecevision or
withdrawal at any time by the assigning rating oigation, and each rating should be evaluated ied@gntly of
any other rating.

Dividend and Capital Structure Restrictions

IPL's mortgage and deed of trust and its amendedes of incorporation contain restrictions on I1®hbility to
issue certain securities or pay cash dividend$o&®as any of the several series of bonds of #8uéd under its
mortgage remains outstanding, and subject to cegtaieptions, IPL is restricted in the declaratod payment of
dividends, or other distribution on shares of #@pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratbfn the mortgage, after December 31, 1939. fireuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 313,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made atsIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsahdpart for payment.

IPL is also restricted in its ability to pay divitds if it is in default under the terms of its dgtddcility, which could
happen if IPL fails to comply with certain covermrithese covenants, among other things, requirédPhaintain
total debt to total capitalization not in exces®d5 to 1, in order to pay dividends. As of Decembl, 2013 and as
of the filing of this report, IPL was in complianadth all covenants and no event of default existed

IPL's amended articles of incorporation also regtiivat, so long as any shares of preferred stackatstanding,
the net income of IPL, as specified in the artichesat least one and one-half times the totatésteon the funded
debt and the pro forma dividend requirements orothistanding, and any proposed, preferred stoakréemny
additional preferred stock is issued. IPL’'s morgagd deed of trust requires that net earningalaslated
thereunder be at least two and one-half timesrnheal interest requirements before additional barsasbe
authenticated on the basis of property additiorssoffDecember 31, 2013, these requirements wouldhaterially
restrict IPL’s ability to issue additional prefedrstock or first mortgage bonds in the ordinaryreewf prudent
business operations.

REGULATORY MATTERS
General
IPL is a regulated public utility principally engaayin providing electric service to the Indianapatietropolitan

area. As a regulated entity, we are required tacas®@in accounting methods prescribed by regutdiodies which
may differ from accounting methods required to beduby nonregulated entities.
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An inherent business risk facing any regulated ipuldllity is that of unexpected or adverse reguigtaction.
Regulatory discretion is reasonably broad in Indjas it is elsewhere. We attempt to work coopezhtiwith
regulators and those who participate in the regofgtrocess, while remaining vigilant in protectimgasserting our
legal rights in the regulatory process. We takadtive role in addressing regulatory policy issinethe current
regulatory environment. Additionally, there is iaased activity by environmental regulators. ($&e/ironmental
Matters.”)

Basic Rates and Charges

Our basic rates and charges represent the largegtanent of our annual revenues. Our basic ratkslaarges are
determined after giving consideration, on a pravambasis, to all allowable costs for ratemakingppses including
a fair return on the fair value of the utility pemy used and useful in providing service to custanThese basic
rates and charges are set and approved by the B8Qpublic hearings. Such proceedings, which lwoeirred at
irregular intervals, involve IPL, the Indiana Ofiof Utility Consumer Counselor, and other intezdsttakeholders.
Pursuant to statute, the IURC is to conduct a péericeview of the basic rates and charges of diiana utilities at
least once every four years, but the IURC has tiiecgity to review the rates of any Indiana utiltiyany time.
Once set, the basic rates and charges authorizedtdssure the realization of a fair return onfétikevalue of
property. Our basic rates and charges were lassgd] in 1996. Our declining block rate structuzaeagally
provides for residential and commercial customeiset charged a lower per kWh rate at higher con§omfevels.
Therefore, as volumes increase, the weighted aggrage per kWh decreases. Numerous factors inojdiut not
limited to, weather, inflation, customer growth arghge, the level of actual operating and mainteman
expenditures, capital expenditures including thresgiired by environmental regulations, fuel cogésjerating unit
availability and purchased power costs, can affextreturn realized.

Fuel Adjustment Charge and Authorized Annual Jictszhal Net Operating Income

IPL may apply to the IURC for a change in IPL’slfubarge every three months to recover IPL’s edtchduel
costs, including the energy portion of purchasedgyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeeci in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegp@wboth so as to provide electricity to its Hetastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basitess and charges, Indiana law requires electlitiegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition forayap of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelveonth
operating income, determined at quarterly measunedetes, exceeds a utility’s authorized annudddgiictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagainst which
the excess rolling twelve-month jurisdictional nperating income can be offset.

Environmental Compliance Cost Recovery Adjustmi&@CRA")

IPL may apply to the IURC for approval of a ratgustinent known as the Environmental Compliance Cost
Recovery Adjustment (‘ECCRA”) every six months ézover costs to install and/or upgrade CCT equipmen
The total amount of IPL’'s CCT equipment approvedE@CRA recovery as of December 31, 2013 was $618.9
million. The jurisdictional revenue requirementttivas approved by the IURC to be included in IP&tes for the
six-month period from September 2013 through Fetyr@@14 was $51.0 million. During the years ended
December 31, 2013, 2012 and 2011, we made total €@é&nditures of $126.6 million, $15.0 million, adé4.4
million, respectively. The vast majority of suctstoare recoverable through our ECCRA filings. Alsee
“Environmental Mattersfor discussion of recovery of costs to complymaurrent and expected environmental
laws and regulations.

Demand-Side Management and IPL’s Smart Energy Eroje
In 2009, the IURC issued a Generic DSM Order than#l that electric utilities subject to its juristibn must meet

an overall goal of annual cost-effective DSM praogsahat reduce retail kwWh sales (as compared td saias
would have been excluding the DSM programs) of Z¥eyear by 2019 (beginning in 2010 at 0.3% and grgwo
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2.0% in 2019, and subject to certain adjustmeiits}. IURC also found that all jurisdictional electditilities have
to participate in five initial, statewide core DSWbgrams, which are administered by a third-pagityiaistrator.
Consequently, our DSM spending, both capital aretatpng, began increasing significantly in 2010 ailtl
continue to increase in 2014, which will likely tex our retail energy sales and the associateduege

In November 2011, IPL received approval from th&(@Jfor its plan to comply with the JURC’s GeneriSM
Order, including spending of up to $54.5 milliomahgh December 31, 2013 and the opportunity fofoperance-
based incentives. In November 2013, the IURC apgat a one-year extension of IPL's DSM programdpicing
spending of up to $24.8 million, plus the authotdyroll-over any unspent funds from the previouddpet that
ended in 2013. The order also allowed for addifiespanding of up to $2.5 million if deemed necegsameet the
reductions established by the Generic DSM Order.

In February 2013, the IURC initiated a generic stigation into self-directed DSM programs for cartarge
customers. In January 2014, the IURC initiateda generic investigation into whether these ceraige
customers should be required to participate in OBdfjrams and any associated impacts on a utibityfreual
energy efficiency goals established by the IURC&&ic DSM Order. The IURC also found the Febr24¥3
investigation should be held in abeyance pendiedWRC'’s decision in the 2014 DSM investigation February
2014, the IURC issued an order setting a procedatadule in regards to this matter, including aring scheduled
to commence on June 5, 2014.

In 2010, IPL was awarded a smart grid investmeaiigior $20 million as part of its $48.9 million 8mEnergy
Project (including smart grid technology), whicloypides IPL’s customers with tools to help them mefficiently
use electricity and included an upgrade of IPL&ctic delivery system infrastructure. Under thengrthe U.S.
Department of Energy provided $20 million of norghbe reimbursements to IPL for capitalized costeeisted
with IPL’s Smart Energy Project. These reimbursets@rere accounted for as a reduction of the caga@lSmart
Energy Project costs. We received the final graimbursement in 2013.

Wind and Solar Power Purchase Agreements

We are committed under a power purchase agreem@uoirthase approximately 100 MW of wind-generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind-generatedtgtdty for 20 years from a project in Minnesotghich
began commercial operation in October 2011. We ladse 98 MW of solar-generated electricity undartcct in
2014, of which 42 MW was in operation as of Decengig 2013. We have authority from the IURC to remmahe
costs for all of these agreements through an adgrst mechanism administered within the FAC.

MISO Real Time Revenue Sufficiency Guarantee

MISO collects Revenue Sufficiency Guarantee (“RS&iarges from market participants to pay for getieara
dispatched when the costs of such generation danecovered in the market clearing price. Overpast several
years, there have been disagreements betweensiei@garties regarding the calculation methodofogiRSG
charges and how such charges should be allocatedgathe individual MISO participants. Under the hostology
currently in effect, RSG charges have little effectiPL’s financial statements as the vast majarftguch charges
are considered to be fuel costs and are recovettaiglegh IPL’'s FAC, while the remainder are beimdedred for
future recovery in accordance with GAAP. Howevbg URC's orders in IPL’s FAC 77, 78 and 79 prodegd
approved IPL’'s FAC factor on an interim basis, sabjo refund, pending the outcome of a FERC prdicge
regarding RSG charges and any subsequent appesdérttm. In IPL’s most recent FAC proceeding, IRhuested
that the subject to refund designation be remowvekthat FAC 77, 78 and 79 proceedings be madeiitalno
modifications.

MISO Transmission Expansion Cost Sharing and FER{&0L000
Beginning in 2007, MISO transmission system ownenoers including IPL began to share the costs of
transmission expansion projects with other transimissystem owner members after such projects agpeoved

by the MISO board of directors. Upon approval by iSO board of directors the transmission systemey
members must make a good faith effort to build angday for the projects. Costs allocated to IPLtFar projects of

38



other transmission system owner members are cetldnt MISO per their tariff. See also Senate Bll below
under ‘Environmental Matter$

On July 21, 2011, the FERC issued Order 1000, aingrtde transmission planning and cost allocation
requirements established in Order No. 890. Thrabgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéssamend their open access transmission tariffeescribe how
public policy requirements will be considered iodband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neighigottiansmission planning regions for interregidaallities.

MISO'’s approved tariff in part already compliestwidrder 1000. However, Order 1000 will result iracbes to
transmission expansion costs charged to us by M&©h changes relate to public policy requireméants
transmission expansion within the MISO footprinicls as to comply with renewable mandates of ottates
within the footprint. These charges are difficoltetstimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apatovhrough
December 31, 2013, we have deferred as a regulasset, $2.2 million of MISO transmission expangiosts.

Senate Bill 560

In April 2013, Senate Bill 560 became law in IndiarnThis law provides more regulatory flexibility the current
process for reviewing necessary utility system impments and determining appropriate rates. S&ih&60
allows utilities to propose a seven-year infraguicee plan for distribution, transmission and sterégthe IURC
and, if the plan is considered reasonable by tiQlthe utility could recover its investment inifdgies identified
in the plan in a timely manner. In addition, whediana utilities apply for a change in their basites and charges,
if new rates are not approved by the IURC withii® 8@ys after the utility filed its case-in-chidfetbill allows the
utility to implement temporary rates including 5@¥¢the proposed increase. Such temporary ratesdwmisubject
to a reconciliation implemented via a credit orchiarge in equal amounts each month for six moifttise IURC'’s
final order established rates were to differ frdva temporary rates previously placed into effebe TURC would
be allowed to extend the 300-day deadline by 6G d@y good cause. Both provisions, as well asdalitianal
provision that allows utilities to utilize a fornddooking test year in rate cases, recognize tpéalantensive
nature of the energy industry and seek to redmee kietween a utility’s investment and the oppotyuta recover
the investment through rates.

ENVIRONMENTAL MATTERS

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and ti@teton of
hazardous materials; the emission and discharpazardous 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, pewhit revocation
and/or facility shutdowns.

From time to time we are subject to enforcemeribastfor claims of noncompliance with environmeréaVs and
regulations. IPL cannot assure that it will be @sstul in defending against any claim of nonconmuléa However,
with the possible exception of the NOV from the E@@Ae New Source Reviéwelow), we do not believe any
currently open environmental investigations wiluk in fines material to our results of operatidinsancial
condition, or cash flows.
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Under certain environmental laws, we could be hefgbonsible for costs relating to contaminatioawatpast or
present facilities and at third-party waste dispegas. We could also be held liable for humanceskpe to such
hazardous substances or for other environmentahgan©Our costs of complying with current and future
environmental and health and safety laws, andiabilities arising from past or future releasesasfexposure to,
hazardous substances may adversely affect ourdassiresults of operations, financial conditiord aeash flows. A
discussion of the legislative and regulatory itities most likely to affect us follows.

MATS

In April 2012, the EPA’s rule to establish maximahievable control technology standards for eachatdmus air
pollutant regulated under the CAA emitted from caxadl oil-fired electric utilities, known as “MATShecame
effective. IPL management has developed a plaotapty with this rule. Most of our coal-fired capgchas acid
gas scrubbers or comparable control technologmseter, there are other improvements to such cbntro
technologies that are necessary to achieve congglidinder the CAA, compliance with MATS is requitadApril
16, 2015; however, the compliance period for centaiits, or groups of units, may be extended bie giarmitting
authorities (for up to one additional year) or thgh a CAA administrative order from the EPA (foo#rer
additional year). In December 2012, the Indianaddepent of Environmental Management (“IDEM”) grashte
one-year extension covering all coal-fired unitslatding Street and Eagle Valley, in addition tatlBnand Unit 4
at Petersburg. In February 2013, IDEM granted @gttmonth extension on Petersburg Unit 2.

On August 14, 2013, the IURC approved IPL's MAT&mlwhich includes investing up to $511 milliortte
installation of new pollution control equipment IBtL’s five largest base load generating units. Ehesal-fired
units are located at IPL’s Petersburg and Hardinge$ generating stations. The IURC also approadsirequest
to recover operating and construction costs far ¢gjuipment (including a return) through a rateistdpjent
mechanism, with certain stipulations. As part @& lFdRC MATS order, the IURC stipulated that if tHarding
Street unit is retired before IPL has fully depated the new controls (which have a 20-year deglhéiife), IPL
should not continue to collect depreciation expemsthe clean energy projects included in the ILNRETS order
for that unit. Management continues to evaluageitiipact of this IURC MATS order.

Several lawsuits challenging MATS have been filgdther parties and consolidated into a single @eding
before the U.S. Court of Appeals for the DistritGmlumbia Circuit. Oral arguments took place orc®maber 10,
2013. We cannot predict the outcome of this lifigat

Unit Retirements and Replacement Generation

In the second quarter of 2013, IPL retired in plfiee oil-fired peaking units with an average ldéapproximately
61 years (approximately 168 MW net capacity inljoialthough these units represented approximaiétyof IPL’s
generating capacity, they were seldom dispatched IO in recent years due to their relatively higheoduction
cost and in some instances repairs were neededctirdance with FERC accounting guidelines anddstahutility
practice for composite depreciation, these retirgmerere recorded as a reduction of $19.8 millmhdth ‘Utility
Plant in Service"and ‘Accumulated Depreciationdn our consolidated balance sheets, with no gaiossr
recognized.

In addition to the units recently retired, IPL ls@veral other generating units that we expecttieerer refuel by
2017. These units are primarily coal-fired and espnt 472 MW of net capacity in total. To repldus generation,
IPL filed a petition and case-in-chief with the IGRn April 2013 seeking a CPCN to build a 550 MWrgb MW
combined cycle gas turbine (“CCGT") at its Eagldl®aStation site in Indiana and to refuel HardBtgeet Station
Units 5 and 6 from coal to natural gas (106 MW stacity each). The total estimated cost of thesggts is $667
million. IPL is seeking authority to accrue postsigrvice allowance for debt and equity funds uagihd
construction, and to defer the recognition of dejation expense of the CCGT until such time thatidPallowed to
collect a return and depreciation expense on the TOf approved, the CCGT is expected to be plactxservice
in April 2017 and the refueling project is expectede complete by April 2016. If we receive apgidfor the
CCGT, the costs to build and operate the equipnather than fuel costs, would not be recoverabl&thyuntil the
resolution of a base rate case with the IURC. Rerréfueling project, we are requesting cost regoueder Senate
Bill 251, which provides for timely recovery of 8086 the revenue requirement of these federally ragguicosts,
and deferral of the remaining 20% until the resolubf a base rate case filed with the IURC. If tlerding Street
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Units 5 and 6 are not refueled, they will likelyeeto be retired because it is currently not ecacainto install
controls on those units to comply with MATS. IPLpexts to receive an order on the CPCN from the IiiRi@Ge
second quarter of 2014.

Environmental Wastewater Requirements

In August 2012, IDEM issued National Pollutant iaoge Elimination System (“NPDES”) permits to tk |
Petersburg, Harding Street, and Eagle Valley ge¢ingratations, which became effective in Octobet2(INPDES
permits regulate specific industrial wastewater stodm water discharges to the waters of IndiarteuSection
402 of the Federal Water Pollution Control Act. Sbgermits set new water quality-based levels ofgtable
metal effluent water discharges for the PetersbhudjHarding Street facilities, as well as monitgramd other
requirements designed to protect aquatic life, Withcompliance with the new metal effluent lintitans required
by October 2015. In April 2013, IPL received anesdion to the compliance deadline through Septe2®Er for
IPL’s Harding Street and Petersburg facilities gyead orders with IDEM.

IPL is conducting studies to determine what operei changes and/or additional equipment will lmpiired to
comply with the new limitations. In developing @smpliance plans, IPL must make assumptions abeut t
outcomes of future Federal rulemakings with respecbal combustion residuals, cooling water intakd
wastewater effluents. We will seek and expect tover through our environmental rate adjustmentharism,
any operating or capital expenditures related topl@nce with these NPDES permit requirements. Rexgoof
these costs is expected to be sought through aaniadtatute that allows for 80% recovery of quaii costs
through a rate adjustment mechanism with the retlesirecorded as a regulatory asset to be consifered
recovery in the next base rate case proceedingeWenyvthere can be no assurances that we will tgesaful in that
regard. In light of the uncertainties at this time, cannot predict the impact of these permit nesménts on our
consolidated results of operations, cash flowdinancial condition, but it is expected to be matier

In June 2013, EPA published proposed rules, comyriardwn as “Effluent Limitation Guidelines” or “EL$;’ to
reduce toxic pollutants discharged into waterwaypdwer plants. The proposed ELGs are intendegdate the
existing technology-based rules for controlling tligcharge of pollutants from various waste streass®ciated
with steam electric generating facilities. It i@ tearly to determine whether the final versionhaf ELGs will
materially impact IPL or its current NPDES permlitinder a consent decree, EPA is required to fiaalie ELGs
by May 22, 2014, though such deadline may be exigiod delayed.

New Source Review

In October 2009, IPL received an NOV and Findin/@flation from the EPA pursuant to the CAA SectblB(a).
The NOV alleges violations of the CAA at IPL’s terprimarily coal-fired electric generating faciié dating back
to 1986. The alleged violations primarily pertairtthe Prevention of Significant Deterioration (“P$and
nonattainment New Source Review requirements uthde€AA. Since receiving the letter, IPL managentergt
met with the EPA staff regarding possible resohdiof 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 pollutionratrol 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 seedvexy of any operating or capital expenditureateal to air
pollution control technology to reduce regulatedeanissions; however, there can be no assuranats/éwould
be successful in that regard. IPL has recordechingent liability related to this matter.
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Climate Change Legislation and Regulation

One byproduct of burning coal and other fossil $uislthe emission of GHGs, including €@e face certain risks
related to existing and potential federal, staggjanal and local GHG legislation and regulatiansluding risks
related to increased capital expenditures or atbmpliance costs which could have a material agveffect on our
results of operations, financial condition or célelws.

The possible impact of any existing or future fedl @HG legislation or regulations or any regionastate proposal
will depend on various factors, including but riatited to:

= The geographic scope of legislation and/or regutate.g., federal, regional, state), which entities
subject to the legislation and/or regulation (estectricity generators, load-serving entitiesc#leity
deliverers, etc.), the enactment date of the latjisi and/or regulation and the compliance deasl|g®t
forth therein;

= The level of reductions @HGs being sought by the regulation and/or legastage.g., 10%, 20%, 50%,
etc.) and the year selected as a baseline forrdietieig the amount or percentage of mand&ei@
reduction (e.g., 10% reduction from 1990 emissewels, 20% reduction from 2000 emission levels)etc

= The legislative and/or regulatory structure (eaggHG cap-and-trade program, a carbon@G
emission limits, etc.);

= In any cap-and-trade program, the mechanism usddtesmine the price of emission allowances oretéfs
to be auctioned by designated governmental aub®Gr representatives;

= The price of offsets and emission allowances instfondary market, including any price floors acer
caps on the costs of offsets and emission allovsgnce

= The operation of and emissions from regulated units

= The permissibility of using offsets to meet redostrequirements and the requirements of such sffset
(e.g., type of offset projects allowed, the amafriffsets that can be used for compliance purpasgs
geographic limitations regarding the origin or ltbiea of creditable offset projects), as well as tivethods
required to determine whether the offsets havetegbin reductions in GHG emissions and that those
reductions are permanent (i.e., the verificationhod);

= Whether the use of proceeds of any auction condumteesponsible governmental authorities is
reinvested in developing new energy technologg&ased to offset any cost impact on certain energy
consumers or is used to address issues unrelapemher;

= How the price of electricity is determined, inclodiwhether the price includes any costs resultiogf
any new climate change legislation and the potetatimansfer compliance costs pursuant to legamtat
market or contract, to other parties;

= Any impact on fuel demand and volatility that mdfeet the market clearing price for power;

= The effects of any legislation or regulation on tiperation of power generation facilities that nmayurn
affect reliability;

= The availability and cost of carbon control teclugy;

=  Whether legislation regulating GHG emissions wikgude the EPA from regulating GHG emissions
under the CAA or preempt private nuisance suitstber litigation by third parties;

= Any opportunities to change the use of fuel atgéeeration facilities or opportunities to increase
efficiency; and

= Qur ability to recover any resulting costs from austomers and the timing of such recovery.

At this time, we cannot estimate the costs of caemgke with existing or potential federal, stateegional GHG
emissions reductions legislation or initiatives dugart to the fact that many of these proposadsraearlier stages
of development and any final laws, if adopted, dowdry drastically from current proposals. Any fedgestate or
regional legislation adopted in the U.S. that walquire the reduction of GHG emissions could heweaterial
adverse effect on our business and/or results efadipns, financial condition and cash flows.

The U.S. Congress has considered several differefitbills pertaining to GHG legislation, includin
comprehensive GHG legislation that would impact yniawdustries and more limited legislation focusomgy on
the utility and electric generation industry. Altlgh no legislation pertaining to GHG emissions lesn passed to
date by the U.S. Congress, similar legislation imeygonsidered or passed by the U.S. Congress itire. In
addition, in the past Midwestern state governarsl(iding the governor of Indiana) and the premfdvianitoba,
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Canada committed to reduce GHG emissions througiimiplementation of a cap-and-trade program putsoate
Midwestern Greenhouse Gas Reduction Accord. Thoglparticipating states and province are no lopgesuing
this commitment, similar state or regional initi@s$ may be pursued in the future.

In January 2011, the EPA began regulating GHG eéomis§rom certain stationary sources under theadled
“Tailoring Rule.” The regulations are being implemed pursuant to two CAA programs: the Title V Gyigg
Permit program and the program requiring a perfinihdergoing certain new construction or major rfiodtions,
the PSD program. Obligations relating to Title &mits include recordkeeping and monitoring requieats. GHG
emissions are measured in tons of each particlHis &mitted and are adjusted to be equivalent taamef CQ
emissions. These units are referenced ags&gQivalents (“CQe”). PSD applies to a new source that will emit or
have the potential to emit 100,000 tons per ye&@@k and to any existing major stationary source thaergoes
a modification that causes a significant increas@ HHG emissions (currently defined to be 75,006 foer year or
more of CQe). Sources subject to PSD can be required to imgaié Best Achievable Control Technology
(“BACT"). The EPA has issued guidance on what BA€Kails for the control of GHG and individual setre
now required to determine what controls are requiog facilities within their jurisdiction on a cady-case basis.
In December 2010, the Indiana Air Pollution ConBolard adopted a final rule implementing the EPPadloring
Rule in Indiana, and the rule was published inltitgana Register in March 2011. The ultimate impHdhe
Tailoring Rule and the BACT requirements applicableis on our operations cannot be determinedstithe as
the Tailoring Rule will not require IPL to implemeBACT until IPL constructs a new major source @akes a
major modification of an existing major source. Hwer, the cost of compliance could be material.

On June 25, 2013, the President of the United Sthitected the EPA to issue a new proposed ruddbksting New
Source Performance Standards (“NSPS”) for carborxidie (“CO,") emissions for newly constructed fossil-fueled
electric utility steam generating units (‘EUSGUHR)ger than 25 MW by September 2013, and to isdirebrule

in a timely fashion after considering all publicmements. The EPA issued such new proposed ruleptegber
2013 and published the rule in January 2014. Thpg®ed rule anticipates that newly constructed-tiadéd
EUSGUs generally would need to rely upon partigllementation of carbon capture and storage tecygaio
other pollution control technology to meet the dind. In addition, new natural gas-fired EUSGUs tmoset a
standard of 1,000 pounds of carbon dioxide per meagehour (if the rule is finalized in its currefiarm). The Eagle
Valley CCGT would be subject to and is expectedamply with this proposed standard.

In his June 25, 2013 announcement, the Presideanticipated, also directed the EPA to issue riandsirds,
regulations, or guidelines, as appropriate, thdtess CQemissions from existing power plants. The Preagide
directed the EPA to (i) issue a proposed rule meJly 2014; (i) issue a final rule by June 1, 2@t (iii) require
that states submit their implementation plans té& B no later than June 30, 2016. Following this@mcement,
in September 2013, 18 states, including Indiarnat, EBA a white paper questioning EPA’s legal autfido

impose CQemission standards on existing power plants.tiiassoon to determine whether any such standards
would materially impact IPL’s operations.

In addition, in October 2013, the United Statesr8ope Court grantecertiorari for several cases that address
EPA'’s authority to issue GHG Prevention of Sigrafit Deterioration permits under Section 165 ofGRA. It is
possible that any ruling in this case will impa&A&s GHG regulatory program. It is unclear at tiiise whether
the results of this review will materially impa&lll's operations.

There is some uncertainty with respect to the impaGHG rules on IPL. The Tailoring Rule will naquire IPL
to implement BACT until IPL constructs a new magource or makes a major modification of an existigjor
source and the proposed NSPS will not require &Ptomply with an emissions standard until IPL courgs a new
electric generating unit. Because it is not cerwdiren IPL’'s next major modification or constructioha new major
source will be, it is unclear what impact the Tailg Rule BACT requirements and the proposed NSP&HG
emissions will ultimately have. The planned CCG&nging IURC approval) at Eagle Valley is expecteddmply
with the applicable BACT requirements under thddraig Rule and the proposed NSPS limit. IPL doeshave
any other major modifications of an existing sousc@lans to construct a new major source at ifme.tin
addition, the proposed rule relating to existingvpoplants has not yet been issued. In light of¢hencertainties,
we cannot predict the impact of the EPA’s curremd future GHG regulations on our consolidated tesafl
operations, cash flows, or financial condition, butould be material.
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Clean Air Interstate Rule and the Cross-State AliRion Rule

In March 2005 the EPA signed the federal Cleanltierstate Rule (“CAIR”), which imposes restrict®against
polluting the air of downwind states. At the tin@AIR established a two-phase regional “cap ancetr@dogram
for Sulfur Dioxides (“S@’) and Nitrogen Oxides (“N©) emissions that requires the largest reductioailin
pollution in more than a decade. CAIR covers 2%estancluding Indiana, and the District of Columbi

Phase | of CAIR for N&became effective on January 1, 2009 and requicittmns of NQemissions by 1.7
million tons or 53% from 2003 levels, and requiyeér-round compliance with tiNOx emissions reduction
requirements. Phase | of the program foe &@issions required reductioinsSQ: emissions by 4.3 million tons, or
45% lower than 2003 levels beginning in 2010. Weehthudar been able to comply with CAIR Phase | for NO
without any material additional capitpenditures. Installation of CCT at our HardingeSt Unit 7 generating
station completed in 20@&hd the upgrades to existing CCT equipment at eterBburg Unit 3 generating station
completed in 2006, and at our Petersburg Unit £ggimg station completed in 2011, are enahls¢p meet the
requirements of CAIR Phase | for S®hase Il of CAIR is scheduled to begin in 2015.

On July 6, 2011, the EPA announced a new rulegface CAIR that will require the further reductiohSQ:and
NOxemissions from power plants in 28 states, includimiana, that contribute to ozone and/or fineipkrt
pollution in other states. This rule, which was wmaas the U.S. Cross-State Air Pollution Rule (‘AFR"),
required initial compliance by January 1, 20123@p and annual N©Oreductions, and May 1, 2012 for ozone
season reductions. On December 30, 2011, the W8t Gf Appeals for the District of Columbia issued order
staying implementation of the CSAPR pending resmtubf legal challenges to the rule. The CourtHer ordered
that the CAIR remain in place while the CSAPR &yet.

In August 2012, the U.S. Court of Appeals issuedliag vacating the CSAPR. The Court ruling alsquieed EPA
to continue administering CAIR pending the promtitgaof a replacement rule by EPA. IPL will contento meet
its CAIR requirement by virtue of existing polluti@ontrol equipment combined with the purchasenuitsion
allowances, when needed.

In October 2012, the EPA filed a petition for agatingen bancoof this case, which was denied in January 2013. In
June 2013, the U.S. Supreme Court agreed to ratiew.C. Circuit Court’s decision to vacate the ®&Aand
heard oral arguments on this matter in Decembe8201

At this time, we cannot predict the outcome of @waurt’s review or the impact of any new rules EPAyrpropose.
National Ambient Air Quality Standards

Under the CAA, the EPA sets National Ambient Airdlity Standards (“NAAQS") for six criteria polluté
considered harmful to public health and the envirtent, including particulate matter, N®zone and SQwhich
result from coal combustion. Areas meeting the NpBAare designated attainment areas while thoselthaot
meet the NAAQS are considered nonattainment aréash state must develop a plan to bring nonattimmareas
into compliance with the NAAQS, which may includegosing operating limits on individual plants. THRA is
required to review NAAQS at five-year intervals.

Ozone.Over the past several years, the EPA has tightdreeNAAQS for ground level ozone by lowering the
standard for daily emissions of ozone from 0.08@spaer million to 0.075 parts per million. In J@@13, the U.S.
Circuit Court of Appeals upheld the 0.075 partsmélion standard. Based on this ozone daily eroissitandard, it
would be expected that several areas that arentlyridesignated as in attainment for ozone mayebesignated as
nonattainment, including areas where IPL’s Eagléeyaand Harding Street plants are located. The BRA
expected to review the ozone NAAQS in 2013 butyiasuch review. Certain environmental groups Isansal the
EPA in federal district court to force EPA to séeptember 30, 2014 deadline for such review.deigerally
expected that any revised standard resulting frach seview would be more stringent than the curfed?5 parts
per million standard. In addition, in December 2@Ight northeastern states petitioned the EPA dorércke upwind
states, including Indiana, to the Ozone Transpegiéh, a group of states required to impose entthrestrictions
on ozone emissions. If the petition is granted,faailities could be subject to such enhanced requents.
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Fine Particulate Matter.In 2005, several areas in the state of Indiana @esignated as nonattainment for fine
particulate matter for the 1997 daily and annuahgdéards, which include the areas where our Eagleya
Petersburg, and Harding Street plants are locaie2D06, the EPA lowered the daily standard foe firarticulate
matter from 65 micrograms per cubic meter to 35ragitams per cubic meter. With respect to the dadydard, in
October 2009, the EPA announced plans to desigma#s as nonattainment based on new data, anéad! where
our plants are located, despite the more stringgamidard, will be in attainment with the daily stard according to
the EPA.

With respect to the annual standard, the EPA pldisn the Federal Register a final rule revisimgNAAQS for
particulate matter in January 2013. Among otherghj the final rule lowers the primary annual Rtandard

from 15 to 12nicrograms per cubic meter of air. IDEM recommentieBPA that all monitored areas in Indiana be
designated as attainment. EPA’s designations ai@ated in December 2014. The impact of the nemdards
cannot be accurately predicted at this time, butccbe material. In November 2013, the EPA propasedle

setting a December 31, 2014 deadline for stateslimit plans to bring nonattainment areas into dmmpe with
PM, s standards. The impact of such rule, if finalizedany state requirements set forth in any such gldmitted

by the state of Indiana as a result, cannot acelyrbe predicted at this time, but could be materia

Nitrogen Oxides and Sulfur Dioxide&n April 12, 2010 a one-hour primary NAAQS becarffeative for NQ.
Additionally, on August 23, 2010 a new one-hour, §®mary NAAQS became effective. The final rule
implementing the one-hour SNAAQS also requires an increased amount of ami8€atmonitoring sites. The
EPA is considering one-hour secondary NAAQS for,/d@d SQ, and plans to promulgate these secondary
standards together in a separate rulemaking. Ongttg 2013, EPA published in the Federal Registdinal
designation, which include portions of Marion, Mang and Pike counties as nonattainment with regpebe one-
hour SQstandard .

Based on these current and potential ambient stdsdhe state of Indiana will be required to deiee whether
certain areas within the state meet the NAAQS. Wétpect to Marion, Morgan and Pike Counties, dsaseany
other areas determined to be in “nonattainmeng’stiate of Indiana will be required to modify itsit®
Implementation Plan to detail how the state widlaim its attainment status. As part of this prociss possible
that the IDEM or the EPA may require reductiongwiissions from our generating stations to reacinattent
status for fine particulate matter or S@t this time, we cannot predict what the impadt be to IPL with respect
to these new ambient standards, but it could benmaht

Waste Management and Coal Combustion Byproducts

In the course of operations, our facilities geregatlid and liquid waste materials requiring evahtlisposal or
processing. Waste materials generated at our iel@ctwer and distribution facilities include coalnsbustion
byproducts (“CCB"), oil, scrap metal, rubbish, athquantities of industrial hazardous wastes sagchpent
solvents, tree-and-land-clearing wastes and padyttdted biphenyl contaminated liquids and solife. endeavor
to ensure that all our solid and liquid wastesdisposed of in accordance with applicable natiorajional, state
and local regulations. With the exception of CCRste materials are not usually physically dispadfeth our
property, but are shipped off site for final displogreatment or recycling. A small amount of C@Bich consists
of bottom ash, fly ash and air pollution controlstes, is disposed of at our Petersburg coal-fimmdep generation
plant using engineered, permitted landfills; howeapproximately 40% of our CCB are beneficiallgdoff-site
as a raw material for production of wallboard, aate or cement and as a construction materiatuctstral fills
and approximately 60% is disposed.

On June 21, 2010, the EPA published in the FedRaglster a proposed rule that establishes regulafigoal
combustion residues under the Resource ConsenatidiiRecovery Act (“RCRA"). The proposed rule sists of
two options to which coal combustion residues wdddegulated. Each option would allow for the cored
beneficial use of CCBs. The first option would ®dijCCBs to regulation as special waste under tiktiof
RCRA. The second option would regulate CCBs ashramardous solid waste under Subtitle D of RCRA and
impose national criteria applicable to CCBs disploskin landfills and surface impoundments. In Jagw2014, the
EPA and others have entered into a consent deavesdting court approval) which decree would reqtiire EPA to
sign for publication its final action regarding CE€Begulation under RCRA by December 19, 2014. Kaete
impact and compliance cost associated with futegeilation of coal combustion residues cannot kebéished until

45



such regulations are finalized, but our busingeantial condition or results of operations coutdrbaterially and
adversely affected by such regulations.

Cooling Water Intake Regulations

We use water as a coolant at our generating fasiliunder the federal Clean Water Act (“CWA"paling water
intake structures are required to reflect the Besthnology Available (“BTA™) for minimizing advese
environmental impact. In April 2011, the EPA pubés its proposal for standards to protect fish@thér aquatic
organisms drawn into cooling water systems at la@eer plants and other industrial facilities. Tgreposal, based
on Section 316(b) of the CWA establishes BTA regmients regarding impingement mortality for all &rig
facilities that withdraw water from a source watedy above a minimum volume and utilize at lea$b28 the
withdrawn water for cooling purposes. IPL belietiest in order to meet these BTA requirements, @iliag water
intake structures associated with once-throughicggrocesses will need to modify the existing élang screens
and add a fish return and handling system for eacking system. The proposal would also require era/of
facilities that withdraw very large amounts of wate perform comprehensive site-specific studiesngduthe
permitting process and/or may require closed-cyolding systems (closed-cycle cooling towers), thieo
technology. The proposal also establishes a ppbticess, with opportunity for public input, by whithe
appropriate technology to reduce entrainment nityrtaould be implemented at each facility after siolering site-
specific factors. Under a consent decree filedhenl.S. District Court for the Southern DistrictNéw York, the
EPA is required to issue a final rule by April ZD14. It is not possible to predict the total imgaaf the final rule
at this time, but if additional capital expenditsigre necessary, they could be material. We wadl eecovery of
these capital expenditures; however, there is rmoaguiee we would be successful in that regard.

Senate Bill 251

In May 2011, Senate Bill 251 became a law in thagesdf Indiana. Senate Bill 251 is a comprehenkilevhich,
among other things, provides Indiana utilities vdatmeans for recovering 80% of costs incurred toptyg with
federal mandates through a periodic retail ratasigdjent mechanism. This includes costs to complly wi
regulations from the EPA, FERC, NERC, Departmerimérgy, etc., including capital intensive requiesns
and/or proposals described herein, such as coafittgr intake regulations, waste management andcooalbustion
byproducts, wastewater effluent, MISO transmisgigpansion costs and polychlorinated biphenylsoésohot
change existing legislation that allows for 100%oneery of clean coal technology designed to rediice
pollutants (Senate Bill 29).

Some of the most important features of Senate2Bill to IPL are as follows. Any energy utility indiana seeking
to recover federally mandated costs incurred imeation with a compliance project shall apply te lWRC for a
CPCN for the compliance project. Senate Bill 25% $arth certain factors that the IURC must conside
determining whether to grant a CPCN. It furthercsfies that if the IURC approves a proposed conmakaproject
and the projected federally mandated costs assdoveith the project, the following apply: (i) 80%tbe approved
costs shall be recovered by the energy utilitydhfoa periodic retail rate adjustment mechanisiin2Qi% of the
approved costs shall be deferred and recovereldebgrtergy utility as part of the next general catge filed by the
energy utility with the ITURC, and (iii) actual cestxceeding the projected federally mandated odstse approved
compliance project by more than 25% shall requiecHic justification and approval before beingtarized in the
energy utility’s next general rate case. Senate2Bil also required the IURC to adopt rules tokdith a voluntary
clean energy portfolio standard program. This progprovides incentives to participating electrigtippliers to
obtain specified percentages of electricity fromatl energy sources in accordance with clean porgtandard
goals, including requiring at least 50% of the nleaergy to originate from Indiana suppliers. Thalg can also be
met by purchasing clean energy credits.
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Summary

Environmental laws and regulations presently regus to incur material capital expenditures andatpe costs.
We expect to incur material costs, both in cagtgdenditures and ongoing operating and maintenewsts, to
comply with the MATS rule (up to $511 million in gital expenditures through 2016, excluding denmmiittosts
which are not expected to be material, as discuss8dATS above) and NPDES permit requirements, and, to a
lesser extent to which we cannot predict, otheeetgr environmental regulations related to: coailmastion
byproducts; cooling water intake; National Ambi&it Quality Standards; EPA’s proposed and forthamgni
regulations related to GHG emissions from powentstaand ELGs. In addition, the combination of &rg and
expected environmental regulations and other ecanfamtors make it likely that we will temporarity
permanently retire or repower several of our exgstprimarily coal-fired, smaller and older genargtunits within
the next several years (the total estimated cotesfe projects is $667 million, as discussedJnit' Retirements
and Replacement Generatiambove). We would expect to seek recovery of lmathital and operating costs related
to all such compliance, although there can be sarasces that we would be successful in that regauatidition,
environmental laws are complex, change frequemttytsave tended to become more stringent over #ee

result, our operating expenses and continuing @a@ipenditures associated with environmental matteay
increase. More stringent standards may also limnitoperating flexibility and have a negative impantour
wholesale volumes and margins. Depending uporetied bnd timing of recovery allowed by the IURGagh costs
could materially and adversely affect our resufteferations, financial condition and cash flowse Way seek
recovery of any operating or capital expenditunesyever, there can be no assurances that we wewddzessful
in that regard.
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Risk Management

Please sedtem 7A. Quantitative and Qualitative Disclosurbaut Market Riskof this Form 10-K for a
discussion of market risk and management’s riskagament.

CRITICAL ACCOUNTING POLICIES
General

We prepare our consolidated financial statemenége@ordance with GAAP. As such, we are requiremhdake
certain estimates, judgments and assumptions thdielieve are reasonable based upon the informatiaitable.
These estimates and assumptions affect the repamednts of assets and liabilities at the datd@financial
statements and the reported amounts of revenuesxgetses during the period presented. Therefwe, t
possibility exists for materially different repodtamounts under different conditions or assumptiSignificant
accounting policies used in the preparation ofcihvesolidated financial statements in Item 8 of Bosm 10-K are
described in Note,2Summary of Significant Accounting Policie& the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDancluded in this Form 10-K.
This section addresses only those accounting psliovolving amounts material to our financial staénts that
require the most estimation, judgment or assumpterd should be read in conjunction with Noté&Simmary of
Significant Accounting Policiestb the audited Consolidated Financial StatemehtBALCO in “Item 8. Financial
Statements and Supplementary Daitacluded in this Form 10-K.

Regulation

As a regulated utility, we apply the provisionsA8C 980“Regulated Operations,Wwhich gives recognition to the
ratemaking and accounting practices of the IURCthrd~ERC. In accordance with ASC 980, we havegeized
total regulatory assets of $371.9 million and $3248illion as of December 31, 2013 and 2012 and tetalatory
liabilities of $598.2 million and $580.8 million a$ December 31, 2013 and 2012. Regulatory asseisrglly
represent incurred costs that have been deferrealibe such costs are probable of future recovesystomer
rates. Regulatory assets have been included agadlle costs for ratemaking purposes, as autholiyete IURC
or established regulatory practices. Regulatomyillites generally represent obligations to makiames or future
rate reductions to customers for previous overctiies or the deferral of revenues collected fatsdhat IPL
expects to incur in the future. Specific regulatasgets and liabilities are disclosed in NottR@&gulatory Assets
and Liabilities” to the audited Consolidated Financial Statemehii8ALCO in “Item 8. Financial Statements and
Supplementary Dataihcluded in this Form 10-K.

The deferral of costs (as regulatory assets) isoggjate only when the future recovery of such €@sfprobable. In
assessing probability, we consider such factospasific orders from the IURC, regulatory precederd the
current regulatory environment. To the extent recgwf costs is no longer deemed probable, relagdlatory
assets would be required to be expensed in cysegitd earnings. Our regulatory assets and ligslihave been
created pursuant to a specific order of the [IUR@stablished regulatory practices, such as otligrastunder the
jurisdiction of the IURC being granted recoverysohilar costs. It is probable, but not certain th&se regulatory
assets will be recoverable, subject to IURC apgdrova
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Revenue Recognition

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thraustghe month. At the end of each month, amounenefgy
delivered to customers since the date of the lasemeading are estimated and the correspondibifjathrevenue
is accrued. In making our estimates of unbillecereie, we use complex models that consider varaisris
including daily generation volumes; known amouritereergy usage by nearly all residential, small cearcial and
industrial customers; estimated line losses; atichated customer rates based on prior period galiGiven the
use of these models, and that customers are biledmonthly cycle, we believe it is unlikely tmaaterially
different results will occur in future periods whevenue is billed. As part of the estimation obilled revenues,
we estimate line losses on a monthly basis. Theeeffn 2013 revenues and ending unbilled revenue®ne
percentage point increase and decrease in theatstirtine losses for the month of December 20180s4 million)
and $0.4 million, respectively. At December 31, 2@hd 2012, customer accounts receivable inclutiéleah
energy revenues of $50.1 million and $50.6 millispectively, on a base of annual revenue of Billi8n and
$1.2 billion in 2013 and 2012, respectively.

Pension Costs

We contributed $49.7 million, $48.3 million, and73 million to the Pension Plans in 2013, 2012 201,
respectively.

Approximately 88% of IPL’s active employees aree@d by the Defined Benefit Pension Plan as wethas
Employees’ Thrift Plan of Indianapolis Power & Lighompany (“Thrift Plan”). The Defined Benefit P@ns Plan
is a qualified defined benefit plan, while the ThRlan is a qualified defined contribution plamelremaining 12%
of active employees are covered by the AES Retinti8avings Plan (“RSP”). The RSP is a qualifiedrobf
contribution plan containing a profit sharing compat. All non-union new hires are covered undeRB&, while
International Brotherhood of Electrical Workers pimal unit union new hires are covered under théned
Benefit Pension Plan and Thrift Plan. The Inteovzl Brotherhood of Electrical Workers clericalftaical unit
new hires are no longer covered under the DefinerteBt Pension Plan but do receive an annual lwmp s
company contribution into the Thrift Plan. This lpreum is in addition to IPL’'s matching of participa
contributions up to 5% of base compensation. ThiinBe Benefit Pension Plan is noncontributory anflinded
through a trust. Benefits are based on each ind@lidmployee’s pension band and years of servioppssed to
their compensation. Pension bands are based plgmoarjob duties and responsibilities.

Reported expenses relevant to the Defined Benefisien Plan are dependent upon numerous factarsingsfrom
actual plan experience and assumptions of futupersence, including the performance of plan assetsactual
benefits paid out in future years. Pension coste@ated with the Defined Benefit Pension Planimacted by the
level of contributions made to the plan, earningptan assets and employee demographics, incladjagjob
responsibilities and employment periods. Changegentathe provisions of the Defined Benefit Pengitam may
impact current and future pension costs. Pensistscpay also be significantly affected by changdsely actuarial
assumptions, including anticipated rates of retmplan assets and the corporate bond discouist uiagl in
determining the projected benefit obligation andgien costs.

Additionally, a small group of former officers atitkir surviving spouses are covered under a fundeequalified
supplemental pension plan. The total number oi@pants in the plan as of December 31, 2013 wag B8 plan is
closed to new participants.

From a Financial Accounting Standards Board finansiatement perspective, IPL’s total underfundeaismpn
liability was approximately $89.1 million as of Deuber 31, 2013 of which the Defined Benefit Pensitam
liability and the Supplemental Retirement Planrafianapolis Power & Light Company (“Supplementatifeenent
Plan”) liability represented $88.9 million and $@r@lion, respectively.

Pension plan assets consist of investments iniegidlomestic and international), fixed income sities,

alternative investments (hedge funds), and casfierBnces between actual portfolio returns andeelgd returns
may result in increased or decreased pension icoBiture periods. Pension costs are determined tee plan’s
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measurement date of December 31, 2013. Pension a@stietermined for the following year based emtlarket
value of pension plan assets, expected level of@mpcontributions, a discount rate used to deiteerthe
projected benefit obligation and the expected lterga rate of return on plan assets.

For 2013, pension expense was determined usingsameed long-term rate of return on plan assets2aP%%. As of
the December 31, 2013 measurement date, IPL irenlghs discount rate from 3.80% to 4.92% for thériee
Benefit Pension Plan and increased the discouatfmatn 3.41% to 4.64% for the Supplemental RetingnRan.
The discount rate assumption affects the pensiparese determined for 2014. In addition, IPL decrddke
expected long-term rate of return on plan asseta ff.25% to 7.00% effective January 1, 2014. Theeeted long-
term rate of return assumption affects the pensigense determined for 2014. The effect on 205K pansion
expense of a 25 basis point increase and decnedse assumed discount rate is ($1.5 million) ahé $nillion,
respectively. The effect on 2014 total pension espeof a 100 basis point increase and decreabe expected
long-term rate of return on plan assets is ($5/8an) and $5.9 million, respectively.

During the year 2013, our Pension Plans realizeet actuarial gain of $129.0 million. The net adalagain is
comprised of two parts: (1) a $29.5 million pensimiset actuarial gain primarily due to higher thapected return
on assets, and (2) a $99.5 million pension liabdittuarial gain primarily due to an increase i discount rate
used to value pension liabilities.

In determining the discount rate to use for valdiagilities we use the market yield curve on higlmality fixed
income investments as of December 31, 2013. Wegrthe expected benefit payments under the pls@doan
participant data and based on certain assumptmmsecning mortality, retirement rates, terminatiates, etc. The
expected benefit payments for each year are disedurack to the measurement date using the apptempot rate
for each half-year from the yield curve, therebyaifing a present value of all expected future bepayments
using the yield curve. Finally, an equivalent sendiscount rate is determined which produces sptaslue equal
to the present value determined using the fulldy@lrve.

In determining our discount rate, we utilize a gielirve created by deriving the rates for hypota¢tzero coupon
bonds from high-yield AA-rated coupon bonds of wagymaturities between 0.5 and 30 years. Non-cialabnds
and outliers (defined as bonds with yields outsifievo standard deviations from the mean) are eledun
computing the yield curve. Using the bond univéust described, regression analysis using leasireguegression
is used to determine the best-fitting regressianethat links yield-to-maturity to time-to matwritWe then
convert the regressed coupon yield curve into &rse curve using the standard “bootstrappinghnégue, which
assumes that the price of a coupon bond for a gietrity equals the present value of the undeglyiond cash
flows using zero-coupon spot rates. In making thisversion, we assume that the regressed couplohagieach
maturity date represents a coupon-paying bondrtgaali par. We also convert the bond-equivalent frmmded
semiannually) yields to effective annual yieldsidgrthis process. After the yield curve is congiedg the Above
Mean curve is constructed from the high-qualitydem the initial yield curve construct that havgield higher
than the regression mean. The pension cash flesvgraduced for each year into the future until reverbenefit
payments are expected to be paid, and represecasheflows used to produce the pension benefigatin for
pension valuations. The pension cash flows arehedtto the appropriate spot rates and discountekitbahe
measurement date. The cash flows after 30 yeadisreunted assuming the 30-year spot rate rengaimstant
beyond 30 years. Once the present value of thefttagh as of the measurement date has been detstrasing the
spot rates from the Above Mean curve, a singlevedent discount rate is developed. This rate issthgle uniform
discount rate that, when applied to the same daslsfresults in the same present value of the ftagls as of the
measurement date.

In establishing our expected long-term rate ofreassumption, we utilize a capital market assuomptnodel
developed by the plan’s investment consultant. Toslel takes into consideration risk, return andedation
assumptions across asset classes. A combinatiquaotitative analysis of historical data and gaéiie judgment
is used to capture trends, structural changes atethipal scenarios not reflected in historical data

The result of the analyses is a series of inputsgioduce a picture of how the plan consultarielies portfolios

are likely to behave through time. Capital marlsguanptions are intended to reflect the behaviaseét classes
observed over several market cycles. Stress asgumsire also examined, since the characteristiasset classes
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are constantly changing. A dynamic model is empdagemanage the numerous assumptions requireditoats
portfolio characteristics under different base encies, time horizons, and inflation expectations.

The Plan consultant develops forward-looking, loeign capital market assumptions for risk, retung a
correlations for a variety of global asset classgsrest rates, and inflation. These assumptimesreated using a
combination of historical analysis, current maretironment assessment and by applying the coms$'sltawn
judgment. The consultant then determines an edquiliblong-term rate of return. We then take intosideration
the investment manager/consultant expenses, assvahlly other expenses expected to be paid o éflan’s
trust. Finally, we have the Plan’s actuary perfartolerance test of the consultant’s equilibriurpested long-term
rate of return (EROA). We use an EROA compatiblthilie actuary’s tolerance level.

Impairment of Long-lived Assets

GAAP requires that we measure long-lived assetgrpairment when indicators of impairment existatf asset is
deemed to be impaired, we are required to writerdthe asset to its fair value with a charge toentrearnings.
The net book value of our utility plant assets %2s billion and $2.4 billion as of December 3112@&nd 2012,
respectively. We do not believe any of these assetsurrently impaired. In making this assessmeatconsider
such factors as: the overall condition and genegadind distribution capacity of the assets; theeetqd ability to
recover additional expenditures in the assets, asdDCT projects; the anticipated demand and velgtiicing of
retail electricity in our service territory and wesale electricity in the region; and the costusflf

Income Taxes

We are subject to federal and state of Indiananmectaxes. Our income tax provision requires sigaift judgment
and is based on calculations and assumptions thabject to examination by the U.S. Internal RexesService
and other tax authorities. We regularly assesgpdential outcome of tax examinations when deteimgithe
adequacy of our income tax provisions by considgtiire technical merits of the filing position, cdse, and
results of previous tax examinations. ASC 740 pileses a more-likely-than-not recognition threshaidi
measurement requirements for financial statemegutrtimg of our income tax positions. Tax reservagenbeen
established, which we believe to be adequate &tioel to the potential for additional assessmedtee
established, reserves are adjusted only when ihenere information available or when an event ogcu
necessitating a change to the reserves. While \ie/bahat the amount of the tax reserves is resgenit is
possible that the ultimate outcome of future exatiims may exceed current reserves in amountsthed be
material.

Contingencies

We accrue for loss contingencies when the amoutiiteoloss is probable and estimable. We are sutgjecrious
environmental regulations, and are involved inaiartegal proceedings. If our actual environmeatal/or legal
obligations are different from our estimates, theognition of the actual amounts may have a méafenjzact on

our results of operations, financial condition, @agh flows; although that has not been the caseglthe periods
covered by this report. Please see Noté'‘@@mmitments and Contingencie$) the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for
information about significant contingencies involgius. As of December 31, 2013 and 2012, total loss
contingencies accrued were $4.3 million and $318anj respectively, which were included in Otheur€nt
Liabilities on the accompanying Consolidated BataBbeets.

NEW ACCOUNTING STANDARDS
Please see Note ‘Zummary of Significant Accounting Policiet) the audited Consolidated Financial Statements
of IPALCO in*“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for a discussion

of new accounting pronouncements and the potdmjadct to our results of operations, financial déod, and
cash flows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK

Overview

The primary market risks to which we are exposedilanse associated with debt and equity investments
fluctuations in interest rates and the prices ef,fwholesale power, S@llowances and certain raw materials,
including steel, copper and other commodities. \bfaetimes use financial instruments and other cotstta hedge
against such fluctuations, including, on a limibesis, financial and commaodity derivatives. We galtedo not
enter into derivative instruments for trading oesylative purposes.

Wholesale Sales

We engage in wholesale power marketing activitias primarily involve the offering of utility-ownear contracted
generation into the MISO day-ahead and real-timekeats.Our ability to compete effectively in the wholesale
market is dependent on a variety of factors, incig@ur generating availability, the supply of wesdle power, the
demand by load-serving entities, and the formatibiPL’s offers into the market. Our wholesale newves are
generated primarily from sales directly to the MI&@ergy market. The average price per MWh we sottié
wholesale market was $31.29, $28.92 and $30.4913,22012 and 2011, respectively. During the pastyfears,
wholesale revenues represented 4.3% of our tatetréd revenues on average. A decline in wholgsages can
have a significant impact on earnings, because ofasir nonfuel costs are fixed in the short terrd bower
wholesale prices can result in lower wholesale vas sold.

Equity Market Risk

Our Pension Plans are impacted significantly byettenomy as a result of the Pension Plans beinglhéavested
in common equity securities. The performance ofRbasion Plans’ investments in such common eqaityrities
and other instruments impacts our earnings asasedlur funding liability. As previously describexir Pension
Plans investments’ realized significant gains in2@Please see Note TPension and Other Postretirement
Benefits”to the audited Consolidated Financial StatemehtBALCO in “Item 8. Financial Statements and
Supplementary Dataincluded in this Form 10-K for additional Pensilan information.

Inflation

During 2009, the recession had the effect of hgitive rapid inflation on certain raw materials liming steel,
copper and other commaodities that we experienced the previous few years to the point where soostschave
even declined. Inflation on raw materials remaiteedin 2011, 2012 and 2013. These and other raveriads serve
as inputs to many operating and maintenance presdésadamental to the electric utility industry wer prices
reduce our operating and maintenance costs anawamur liquidity. The primary area in which inflat has
continued to increase at a steep rate is in theofdeealth care provided to our employees. Thisregatively
impacted our results of operations, financial cbadj and cash flows in recent years.

Interest Rate Risk

We use long-term debt as a significant source pitakin our business, which exposes us to inteastrisk. We
do not enter into market risk sensitive instruméatgrading purposes. We manage our exposureteéoeist rate risk
through the use of fixed-rate debt and by refinag@xisting long-term debt at times when it is dedraconomic
and prudent. In addition, IPL’s credit facility heanterest at variable rates based either on tineeHnterest rate or
on the London InterBank Offer Rate. Fair valueatiagj to financial instruments are dependent upenglent
market rates of interest, primarily the London iB@nk Offer Rate. At December 31, 2013, we had @yaprately
$1,825 million principal amount fixed rate debt &&D million principal amount variable rate debtstanding.

Variable rate debt at December 31, 2013 was coepie$ $50 million under the accounts receivableiggzation
facility. Based on amounts outstanding as of Deaarsf, 2013, the effect of a 25 basis point changkee
applicable rates on our variable-rate debt wouttldase or decrease our annual interest expenssaahgaid for
interest by $0.1 million and $(0.1 million), resfieely.
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The following table shows our consolidated indeh&ss (in millions) by maturity as of December 3112

2014 2015 2016 2017 2018 Thereafter Total Fair Value
Fixed-rate debt $ —$ — $ 5319 3% 246 $ 4000 $ 868.8 $ 1,825.3 $ 1,941.8
Variable-rate debt 50.0 — — — — — 50.0 50.0
Total Indebtedness $  50.05 — $ 5319 % 246 $ 4000 $ 868.8 $ 1,875.3 $ 1,991.8
Weighted Average
Interest Rates by
Maturity 0.85% N/A 6.67% 5.40% 5.00% 5.45% 5.58%

For further discussion of our fair value of ouréhdedness and book value of our indebtedness pdeassote 5,
“Fair Value Measurementsand Note 9/Indebtedness’to the audited Consolidated Financial Statemefnts o
IPALCO in“Item 8. Financial Statements and SupplementaryaDancluded in this Form 10-K.

Fuel

We have limited exposure to commodity price risktfee purchase of coal, the primary fuel used bioushe
production of electricity. We manage this risk bgyiding for all of our current projected burn thgh 2014 and
approximately 58% of our current projected burntfar three-year period ending December 31, 201deulong-
term contracts. Pricing provisions in some of ang-term coal contracts allow for price changeseumertain
circumstances. Coal purchases made in 2014 aretexb® be made at prices that are slightly higian our
weighted average price in 2013. Our exposure tidhations in the price of coal is limited becausespant to
Indiana law, we may apply to the IURC for a chaimgeur fuel charge every three months to recoverestimated
fuel costs, which may be above or below the leirglkided in our basic rates. We must present ecgelémeach
FAC proceeding that we have made every reasonéfbie ® acquire fuel and generate or purchase parvdoth
S0 as to provide electricity to our retail custosnat the lowest fuel cost reasonably possible.

Power Purchased

We depend on purchased power, in part, to meetedaift load obligations. As a result, we also hiwéted
exposure to commodity price risk for the purchafselectric energy for our retail customers. Pureltbgower costs
can be highly volatile. We are generally allowededoover, through our FAC, the energy portion afchased
power costs incurred to meet jurisdictional rel@ald. In certain circumstances, we may not be abtbt recover a
portion of purchased power costs incurred to maefwisdictional retail load. Se&tem 7. Management's
Discussion and Analysis of Financial Condition d@elsults of Operations — Regulatory Matters — Fudustment
Charge and Authorized Annual Jurisdictional Net @pi@g Income.”

Retail Energy Market

The legislatures of several states have enactesitlzat allow various forms of competition or thaperiment with
allowing some form of customer choice of electyiguppliers for retail sales of electric energgiéma has not
done so. In Indiana, competition among electriag@neroviders for sales has focused primarily anghle of bulk
power to other public and municipal utilities. lada law provides for electricity suppliers to haxelusive retail
service areas. In order to increase sales, we teaaikract new customers into our service territédghough the
retail sales of electric energy are regulated, aee tompetition from other energy sources. For @l@nsustomers
have a choice of installing electric or natural pame and hot water heating systems.

Counterparty Credit Risk
At times, we may utilize forward purchase contrdotmanage the risk associated with power purchasescould

be exposed to counterparty credit risk in theseraots. We manage this exposure to counterpartitaigk by
entering into contracts with companies that aresetq to fully perform under the terms of the cacitr Individual
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credit limits are generally implemented for eachrterparty to further mitigate credit risk. We n&go require a
counterparty to provide collateral in the eventaiarfinancial benchmarks are not maintained, otage credit

ratings are not maintained.

We are also exposed to counterparty credit riskedlto our ability to collect electricity salesrin our customers,
which may be impacted by volatility in the finarlammarkets and the economy. Historically, our wiofés of
customer accounts has been immaterial, which isamfor the electric utility industry.
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DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in the Financiateé®nents
and Supplementary Data:

1995B Bonds $40 Million aggregate principal amoointhe City of Petersburg, Indiana
Pollution Control Refunding Revenue Bonds AdjustaRbte Tender
Securities 1995B Series, Indianapolis Power & Ligbtmpany Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecuNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SeclNotes due May 1, 2018

AES The AES Corporation

ARO Asset Retirement Obligations

ASC Financial Accounting Standards Board Accounstgndards Codification

CCT Clean Coal Technology

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Adpesit

EPA U.S. Environmental Protection Agency

FAC Fuel Adjustment Charges

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

FTRs Financial Transmission Rights

GAAP Generally accepted accounting principles anlthnited States

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IPL Funding IPL Funding Corporation

IURC Indiana Utility Regulatory Commission

kwh Kilowatt hours

MATS Mercury and Air Toxics Standards

Mid-America Mid-America Capital Resources, Inc.

MISO Midcontinent Independent System Operator, Inc.

NOV Notice of Violation

Pension Plans Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Pa&vkrght Company

Purchasers Citibank, N.A. and its affiliate, CRGh&ung, LLC

Receivables Sale Agreement Second Amended andt&®&aceivables Sale Agreement, dated as of June
25, 2009, as amended, as described herein

RSG Revenue Sufficiency Guarantee

RSP The AES Retirement Savings Plan

Supplemental Retirement Plan Supplemental Retireflkan of Indianapolis Power & Light Company

Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company

U.S. United States of America
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholder and Board of Directors of
IPALCO Enterprises, Inc.

We have audited the accompanying consolidated balsineets of IPALCO Enterprises, Inc. and Subsétidthe
Company) as of December 31, 2013 and 2012, anctked consolidated statements of comprehensoaia,
common shareholder’s equity (deficit) and noncdhirg interest, and cash flows for each of the ¢hyears in the
period ended December 31, 2013. Our audits aldoded the financial statement schedules listetiénimdex at
Item 15a. These financial statements and schedudethe responsibility of the Company's managentaunt.
responsibility is to express an opinion on thesarftial statements and schedules based on ous.audit

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighago
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of the
Company's internal control over financial reporti@ur audits included consideration of internaltcolrover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstare not for the
purpose of expressing an opinion on the effectigerd the Company's internal control over finangglorting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisant
estimates made by management, and evaluating #ralbfinancial statement presentation. We beligna our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts,¢onsolidated
financial position of IPALCO Enterprises, Inc. aBdbsidiaries at December 31, 2013 and 2012, and the
consolidated results of their operations and tbesh flows for each of the three years in the pegisded December
31, 2013, in conformity with U.S. generally accebéecounting principles. Also, in our opinion, tiedated

financial statement schedules, when consideredlation to the basic financial statements takea abole, present
fairly in all material respects the information &&tth therein.

/sl ERNST & YOUNG LLP

Indianapolis, Indiana
February 25, 2014
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Comprehensive Income
For the Years Ended December 31, 2013, 2012 and 201

(In Thousands)

2013 2012

2011

UTILITY OPERATING REVENUES

UTILITY OPERATING EXPENSES:
Operation:
Fuel
Other operating expenses
Power purchased
Maintenance
Depreciation and amortization
Taxes other than income taxes
Income taxes - net
Total utility operating expenses
UTILITY OPERATING INCOME

OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during construction
Loss on early extinguishment of debt
Miscellaneous income and (deductions) - net
Income tax benefit applicable to nonoperating ineom
Total other income and (deductions) - net

INTEREST AND OTHER CHARGES:
Interest on long-term debt
Other interest
Allowance for borrowed funds used during constiutti
Amortization of redemption premiums and expense it
Total interest and other charges - net
NET INCOME

LESS: PREFERRED DIVIDENDS OF SUBSIDIARY
NET INCOME APPLICABLE TO COMMON STOCK

ADD OTHER COMPREHENSIVE INCOME:
Gain on sale of available for sale investment

COMPREHENSIVE INCOME ATTRIBUTABLE TO
COMMON STOCK

$ 1,255,734 $ 1,229,777 $ 1,171,924

376,450 340,647 334,385
235,082 217,124 203,286
94,265 121,238 90,159
112,913 99,568 119,152
182,305 176,843 167,245
45,425 44,295 42,435
58,548 67,162 62,609
1,104,988 1,066,877 1,019,271
150,746 162,900 152,653
4,331 1,087 3,950
(35) — (15,422)
(2,845) (2,290) 6,963
20,806 19,463 25,476
22,257 18,260 20,967
104,602 103,435 109,233
1,794 1,913 1,786
(2,517) (1,059) (2,674)
5,075 4,875 4,700
108,954 109,164 113,045
64,049 71,996 60,575
3,213 3,213 3,213
$ 60836 $ 68783 $ 57,362
— — 197

$ 60836 $ 68783 $ 57,559

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Balance Sheets
(In Thousands)

December 31,

December 31,

2013 2012
ASSETS
UTILITY PLANT:
Utility plant in service 4,478,752 $ 4,382,534
Less accumulated depreciation 2,149,994 2,043,540
Utility plant in service - net 2,328,758 2,338,994
Construction work in progress 207,727 70,169
Spare parts inventory 15,774 15,445
Property held for future use 1,002 1,002
Utility plant - net 2,553,261 2,425,610
OTHER ASSETS:
Nonutility property - at cost, less accumulategmciation 528 533
Other investments 5,902 5,333
Other assets - net 6,430 5,866
CURRENT ASSETS:
Cash and cash equivalents 19,067 18,487
Accounts receivable and unbilled revenue (lelssvahce
for doubtful accounts of $1,982 and $2,047peetively) 143,408 141,508
Fuel inventories - at average cost 54,763 45,236
Materials and supplies - at average cost 58,067 57,256
Deferred tax asset - current 11,990 10,809
Regulatory assets 2,409 4,906
Prepayments and other current assets 23,247 21,135
Total current assets 312,951 299,337
DEFERRED DEBITS:
Regulatory assets 369,447 523,839
Miscellaneous 31,976 30,695
Total deferred debits 401,423 554,534
TOTAL 3,274,065 $ 3,285,347
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder's equity (deficit):
Paid in capital 61,468 $ 11,811
Accumulated deficit (13,694) (15,030)
Total common shareholder's equity (deficit) 47,774 (3,219)
Cumulative preferred stock of subsidiary 59,784 59,784
Long-term debt (Note 9) 1,821,713 1,651,120
Total capitalization 1,929,271 1,707,685
CURRENT LIABILITIES:
Short-term debt (Note 9) 50,000 160,000
Accounts payable 99,966 76,343
Accrued expenses 27,417 24,310
Accrued real estate and personal property taxes 19,224 19,405
Regulatory liabilities 12,436 10,475
Accrued interest 29,691 31,979
Customer deposits 26,241 24,796
Other current liabilities 12,200 11,210
Total current liabilities 277,175 358,518
DEFERRED CREDITS AND OTHER LONG-TERM LIABILITIES:
Regulatory liabilities 585,753 570,344
Accumulated deferred income taxes - net 332,363 341,859
Non-current income tax liability 6,734 6,138
Unamortized investment tax credit 6,661 8,162
Accrued pension and other postretirement benefits 93,680 274,017
Asset retirement obligations 41,381 17,579
Miscellaneous 1,047 1,045
Total deferred credits and other long-terabilities 1,067,619 1,219,144
COMMITMENTS AND CONTINGENCIES (Note 12)
TOTAL 3,274,065 $ 3,285,347

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Cash Flows
For the Years Ended December 31, 2013, 2012 and 201
(In Thousands)

2013 2012 2011
CASH FLOWS FROM OPERATIONS:
Net income $ 64,049 $ 71,996 $ 60,575
Adjustments to reconcile net income to net casliged by operating activities:
Depreciation and amortization 183,528 179,217 169,421
Amortization of regulatory assets 3,686 2,206 2,529
Deferred income taxes and investment tax ceefjitstments - net (10,284) (4,370) (8,889)
Charges related to early extinguishment of debt 377 — 15,422
Termination of interest rate swap — — (12,572)
Allowance for equity funds used during constiarc (4,088) (881) (3,772)
Gain on sale of nonutility property (297) — (13,320)
Change in certain assets and liabilities:
Accounts receivable (1,900) (5,501) 4,531
Fuel, materials and supplies (10,337) 4,339 (17,938)
Income taxes receivable or payable 3,026 (6,681) 8,272
Financial transmission rights (1,869) 360 (621)
Accounts payable and accrued expenses 16,124 (2,947) 2,514
Accrued real estate and personal property taxes (181) 1,945 648
Accrued interest (2,288) 971 1,777
Pension and other postretirement benefit exgens (180,337) 15,846 58,883
Short-term and long-term regulatory assetsliabdities 148,169 (43,514) (91,761)
Other - net 3,997 1,780 7,385
Net cash provided by operating activi 211,375 214,766 183,084
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures - utility (242,124) (129,747) (209,851)
Proceeds from sales and maturities of short-tewestments — — 2,000
Proceeds from the sales of assets 225 1 13,467
Grants under the American Recovery and Reinvestde of 2009 923 6,028 7,919
Cost of removal, net of salvage (7,553) (9,251) (14,896)
Other (5,990) (6,608) (3,958)
Net cash used in investing activit (254,519) (139,577) (205,319)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 150,500 73,000 138,000
Short-term debt repayments (150,500) (87,000) (124,000)
Long-term borrowings, net of discount 169,728 — 634,581
Retirement of long-term debt and early tendempuen (110,377) — (559,145)
Dividends on common stock (59,500) (66,600) (59,231)
Equity contribution from AES 49,091 — —
Preferred dividends of subsidiary (3,213) (3,213) (3,213)
Deferred financing costs paid (1,996) (166) (8,633)
Other 9) (6) (637)
Net cash provided by (used in) financing activ 43,724 (83,985) 17,722
Netchange in cash and cash equivalents 580 (8,796) (4,513)
Cash and cash equivalents at beginning of period 18,487 27,283 31,796
Cash and cash equivalents at end of period $ 19,067 $ 18,487 $ 27,283
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest (net of amount capitalized) $ 106,175 $ 103,254 $ 108,488
Income taxe $ 45,000 $ 58,75( § 37,75(
As of December 31,
2013 2012 2011
Non-cash investing activities:
Accruals for capital expenditures $ 17,957 $ 16,658 $ 15,315

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Common Shareholder's Edy (Deficit)
and Noncontrolling Interest
(In Thousands)

Accumulated

Other Total Common Cumulative
Paidin  Accumulated Comprehensive Shareholder's Preferred Stock
Capital Deficit Income (Loss) Equity (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 57,362 57,362
Gain on sale of available for sale investmest (n

of income tax expense of $134) 197 197

Distributions to AES (59,231) (59,231
Contributions from AES 556 556
Balance at December 31, 2011 $ 11,367 $ (17,213% —$ (5,846 $ 59,784
2012
Comprehensive Income attributable to common stock:

Net income applicable to common stock 68,783 68,783
Distributions to AES (66,600) (66,600
Contributions from AES 444 444
Balance at December 31, 2012 $ 11,811 $ (15,030% —$ (3,219 $ 59,784
2013
Comprehensive Income attributable to common stock:

Net income applicable to common stock 60,836 60,836
Distributions to AES (59,500) (59,500
Contributions from AES 49,657 49,657
Balance at December 31, 2013 $ 61468 $ (13,694% —$ 47,774 $ 59,784

See notes to consolidated financial statements.

61



IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2013, 2012 and 201

1. ORGANIZATION

IPALCO Enterprises, Inc. (“IPALCO”) is a holding mpany incorporated under the laws of the statadiiha.
IPALCO is a wholly-owned subsidiary of The AES Cargtion (“AES”), acquired by AES in March 2001.
IPALCO owns all of the outstanding common stockt®tubsidiaries. Substantially all of IPALCO’s iness
consists of the generation, transmission, distidinuand sale of electric energy conducted throtgprincipal
subsidiary, Indianapolis Power & Light Company (IR IPL was incorporated under the laws of thdestaf
Indiana in 1926. IPL has more than 470,000 retagtamers in the city of Indianapolis and neighbgities, towns
and communities, and adjacent rural areas all witté state of Indiana, the most distant pointdpeioproximately
forty miles from Indianapolis. IPL has an exclusight to provide electric service to those custsnéPL owns
and operates two primarily coal-fired generatingnps, one combination coal and gas-fired planttaad
combustion turbines at a separate site that atesedl for generating electricity. IPL’s net electyeneration
capacity for winter is 3,272 megawatts and net semapacity is 3,148 megawatts.

IPALCOQO's other direct subsidiary is Mid-America Gt Resources, Inc. (“Mid-America”). Mid-America the
holding company for IPALCO'’s unregulated activiti@hich have not been material to the financialestents in
the periods covered by this report. IPALCO'’s retpdabusiness is conducted through IPL. IPALCO has t
business segments: utility and nonutility. Theitytsegment consists of the operations of IPL arefyhing else is
included in the nonutility segment.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

IPALCO'’s consolidated financial statements are greg in accordance with generally accepted acaaginti
principles in the United States (“GAAP”) and in qamction with the rules and regulations of the Sii@s and
Exchange Commission. The consolidated financia¢stants include the accounts of IPALCO, its regualaitility
subsidiary, IPL, and its unregulated subsidiarydMmerica. All intercompany items have been elinaan
consolidation. Certain costs for shared resourn@mngst IPL and IPALCO, such as labor and benefits allocated
to each entity based on allocation methodologiasittanagement believes to be reasonable. We halgaésd
subsequent events through the date this repasi®d.

All income of Mid-America, as well as nonoperatingome of IPL, are included below UTILITY OPERATING
INCOME in the accompanying Consolidated Statemeh@omprehensive Income.

Use of Management Estimates

The preparation of financial statements in confeymiith GAAP requires that management make ceeatimates
and assumptions that affect the reported amourass#ts and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeiitse reported amounts of revenues and expensiegdhbe
reporting period may also be affected by the egégiand assumptions management is required to rAakeal
results may differ from those estimates.

Reclassifications

Certain prior period amounts have been reclassifiembnform to the current year presentation.
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Regulation

The retail utility operations of IPL are subjectth@ jurisdiction of the Indiana Utility RegulatoGommission
(“IURC™). IPL’s wholesale power transactions aréjget to the jurisdiction of the Federal Energy Ratpry
Commission (“FERC"). These agencies regulate IRIil#ty business operations, tariffs, accountingpreciation
allowances, services, issuances of securitieshandale and acquisition of utility properties. Tinancial
statements of IPL are based on GAAP, includingptteisions of Financial Accounting Standards Board
Accounting Standards Codification (“ASC”) 98Regulated Operations,iwhich gives recognition to the
ratemaking and accounting practices of these agen8iee also Note Bregulatory Assets and Liabilitiesfor a
discussion of specific regulatory assets and lizdsl

Revenues and Accounts Receivable

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thrastghe month. At the end of each month, amounenefgy
delivered to certain customers since the dateeofatbt meter reading are estimated and the comegmpunbilled
revenue is accrued. In making its estimates ofli@abievenue, IPL uses complex models that consideous
factors including daily generation volumes; knovmaaints of energy usage by nearly all residentiagls
commercial and industrial customers; estimatedltisses; and estimated customer rates based ampriod
billings. Given the use of these models, and thatamers are billed on a monthly cycle, we beligigunlikely
that materially different results will occur in tue periods when revenue is billed. As part ofalmation of
unbilled revenues, IPL estimates line losses omathty basis. At December 31, 2013 and 2012, cust@ocounts
receivable include unbilled energy revenues of $5dillion and $50.6 million, respectively, on a bax annual
revenue of $1.3 billion and $1.2 billion in 2013da2012, respectively. Our provision for doubtfutaants included
in Other operating expenses on the accompanyingdlidated Statements of Comprehensive Income was $3
million, $3.4 million and $3.7 million for the yeaended December 31, 2013, 2012 and 2011, resglgctiv

IPL’s basic rates include a provision for fuel soa$ established in IPL’s most recent rate proogedihich last
adjusted IPL'’s rates in 1996. IPL is permitteddoaver actual costs of purchased power and fueluwoad, subject
to certain restrictions. This is accomplished tigtogquarterly Fuel Adjustment Charges (“FAC”) prodiegs, in
which IPL estimates the amount of fuel and purctigsever costs in future periods. Through thesegedings,

IPL is also permitted to recover, in future rat@sjerestimated fuel and purchased power costs pran periods,
subject to certain restrictions, and thereforeawer or underestimated costs are deferred or adt@né amortized
into fuel expense in the same period that IPL'egare adjusted. See also NoteRegulatory Matters for a
discussion of other costs that IPL is permittedemver through periodic rate adjustment proceeding

In addition, we are one of many transmission sysiamer members of the Midcontinent Independente3yst
Operator, Inc. (“MISQ”), a regional transmissiomanization which maintains functional control ot

combined transmission systems of its members amges one of the largest energy markets in thelbd tGe
MISO market, IPL offers its generation and bidsli#gsnand into the market on an hourly basis. MIS®esethese
hourly offers and bids based on locational margimades, which is pricing for energy at a givendtien based on a
market clearing price that takes into account pafdimitations, generation, and demand throughloetMISO
region. MISO evaluates the market participantsrgpeffers and demand bids to economically ancbd}i
dispatch the entire MISO system. IPL accountstiesé hourly offers and bids, on a net basis, inLUTY
OPERATING REVENUES when in a net selling positiodan UTILITY OPERATING EXPENSES — Power
Purchased when in a net purchasing position.

Contingencies

IPALCO accrues for loss contingencies when the arhofithe loss is probable and estimable. IPL Igestt to
various environmental regulations, and is involiredertain legal proceedings. If IPL’s actual eowimental and/or
legal obligations are different from our estimatég, recognition of the actual amounts may haveternal impact
on our results of operations, financial conditiand cash flows; although that has not been thedaéeg the
periods covered by this report. As of December2®1,3 and 2012, total loss contingencies accrued 13
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million and $3.9 million, respectively, which wereluded in Other Current Liabilities on the accanping
Consolidated Balance Sheets.

Concentrations of Risk

Substantially all of IPL’s customers are locatethim the Indianapolis area. In addition, approxieha66% of
IPL’s full-time employees are covered by collectbargaining agreements in two bargaining unitdhgsizal unit
and a clerical-technical unit. IPL’s contract witte physical unit expires on December 14, 2015thadtontract
with the clerical-technical unit expires Februafy 2017. Additionally, IPL has long-term coal caus with six
suppliers, with about 30% of our existing coal unctentract coming from one supplier. Substantiallyof the coal
is currently mined in the state of Indiana.

Allowance For Funds Used During Construction

In accordance with the Uniform System of Accountesspribed by FERC, IPL capitalizes an allowancelernet
cost of funds (interest on borrowed funds and aageable rate of return on equity funds) used faistwiction
purposes during the period of construction witlbaesponding credit to income. IPL capitalized antswsing
pretax composite rates of 8.6%, 8.4%, and 8.6%ndgw013, 2012 and 2011, respectively.

Utility Plant and Depreciation

Utility plant is stated at original cost as defirfed regulatory purposes. The cost of additionstiiity plant and
replacements of retirement units of property aggéd to plant accounts. Units of property replameabandoned
in the ordinary course of business are retired ftioenplant accounts at cost; such amounts, legagml are charged
to accumulated depreciation. Depreciation is comgbibty the straight-line method based on functioat@s
approved by the IURC and averaged 4.0%, 4.0%, &% 8uring 2013, 2012 and 2011, respectively. Daption
expense was $180.0 million, $175.9 million, and&36nillion for the years ended December 31, 2@032 and
2011, respectively.

Derivatives

We have only limited involvement with derivativadincial instruments and do not use them for tragimgoses.
IPALCO accounts for its derivatives in accordanétwSC 815'Derivatives and Hedging."PL had one interest
rate swap agreement, which was terminated in Noee@®11. IPL entered into this agreement as a mefans
managing the interest rate exposure on a $40 millisecured variable-rate debt instrument. Thedatesettlement
amounts from the swap agreement prior to its tesition were reported in the financial statements esmponent
of interest expense.

In addition, IPL has entered into contracts invadythe physical delivery of energy and fuel. Beestliese
contracts qualify for the normal purchases and absales scope exception in ASC 815, IPL has eldataccount
for them as accrual contracts, which are not aefuiir changes in fair value.

Fuel, Materials and Supplies

We maintain coal, fuel oil, materials and suppiregntories for use in the production of electyicithese
inventories are accounted for at the lower of cosharket, using the average cost.

Impairment of Long-lived Assets

GAAP requires that we measure long-lived assetgriprairment when indicators of impairment existatf asset is
deemed to be impaired, we are required to writerdthe asset to its fair value with a charge toentrearnings.
The net book value of our utility plant assets %2s billion and $2.4 billion as of December 3112@&nd 2012,
respectively. We do not believe any of these assetsurrently impaired. In making this assessmeatconsider
such factors as: the overall condition and genegadind distribution capacity of the assets; theeetqd ability to
recover additional expenditures in the assets, asdDCT projects; the anticipated demand and velgtiicing of
retail electricity in our service territory and wasale electricity in the region; and the costual f
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Income Taxes

IPALCO includes any applicable interest and peeslielated to income tax deficiencies or overpaysierthe
provision for income taxes in its Consolidated &tatnts of Comprehensive Income. There were noeisiter
penalties applicable to the periods containedigréport.

Deferred taxes are provided for all significant pamary differences between book and taxable incdihe.effects
of income taxes are measured based on enacteditavsites. Such differences include the use olerated
depreciation methods for tax purposes, the uséffefent book and tax depreciable lives, ratesiargervice dates
and the accelerated tax amortization of pollutiontml facilities. Deferred tax assets and liala@$tare recognized
for the expected future tax consequences of egiglifierences between the financial reporting andréporting
basis of assets and liabilities. Those income taggable which are includable in allowable costsébemaking
purposes in future years are recorded as regulagssts with a corresponding deferred tax liabilityestment tax
credits that reduced federal income taxes in tlaesythey arose have been deferred and are beingizeddo
income over the useful lives of the propertiesdocaidance with regulatory treatment. Contingetiliges related
to income taxes are recorded in accordance with A8CIncome Taxes.”

Cash and Cash Equivalents

We consider all highly liquid investments purchaséih original maturities of three months or lesshee date of
acquisition to be cash equivalents.

Repair and Maintenance Costs

Repair and maintenance costs are expensed asadcurr

Per Share Data

IPALCO is a wholly-owned subsidiary of AES and does report earnings on a per-share basis.
New Accounting Pronouncements

Fair Value Measurement (Topic 820)

In May 2011, the Financial Accounting Standards@dq&-FASB”) issued Accounting Standards Update Td20
“Fair Value Measurement Amendments to Achieve ConfraioilYalue Measurement and Disclosure Requirements
in U.S. Generally Accepted Accounting Principled &mternational Financial Reporting Standarti3 he
amendments in this update result in common faineaheasurement and disclosure requirements undaP@#ad
International Financial Reporting Standards. Cousatly, the amendments change the terminology tesed
describe many of the requirements under GAAP faasueng fair value and for disclosing informatidyoat fair
value measurements. For many of the requiremdrg$;ASB does not intend for the amendments inubéate to
result in a change in the application of the regmients in Topic 820. Some of the amendments cl&§FASB’s
intent about the application of existing fair valmeasurement requirements. Other amendments chgvayticular
principle or requirement for measuring fair valudar disclosing information about fair value measuents. The
amendments in this update were effective for IPAUSQInning January 1, 2012 and did not have a mhtffect
on IPALCO'’s consolidated financial statements.
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Comprehensive Income (Topic 220)

In June 2011, the FASB issued Accounting Standdpitate Topic 220Presentation of Comprehensive Incoie
Under the amendments in this update, an entityHesption to present the total of comprehensicerime, the
components of net income, and the components ef attmprehensive income either in a single contisuo
statement of comprehensive income or in two sepdmait consecutive statements. The amendmentssimplliate
were effective for IPALCO beginning January 1, 2@h2 did not have a material effect on IPALCO’sswidated
financial statements.

Reporting of Amounts Reclassified Out of Accumdl@ther Comprehensive Income

In February 2013, the FASB issued Accounting Stedglblpdate No. 2013-02Reporting of Amounts Reclassified
Out of Accumulated Other Comprehensive Incbmegiuiring companies to present current periodassifications
out of accumulated other comprehensive income (“RDEor significant items reclassified out of AO@I net
income in their entirety in the period, companiasstireport the effect of the reclassifications lom tespective line
items in the statement where net income is predehtecertain circumstances, this can be done erfabe of that
statement. Otherwise, it must be presented in dtbesnThe amendments in this update are effeaivePALCO
beginning January 1, 2013 and did not have a nadteffiect on IPALCO’s consolidated financial stataits.

3. REGULATORY MATTERS
General

IPL is subject to regulation by the IURC as tosisvices and facilities, the valuation of propetityg construction,
purchase, or lease of electric generating fadglitiee classification of accounts, rates of deptami, retail rates and
charges, the issuance of securities (other thateages of indebtedness payable less than twelvéhsafter the
date of issue), the acquisition and sale of sonmdigutility properties or securities and certather matters.

In addition, IPL is subject to the jurisdictionthie FERC with respect to short-term borrowing mgfulated by the
IURC, the sale of electricity at wholesale andtt@smission of electric energy in interstate commagthe
classification of accounts, reliability standardsd the acquisition and sale of utility propertyértain
circumstances as provided by the Federal PowerA&ct regulated entity, IPL is required to useaiaraccounting
methods prescribed by regulatory bodies which nitigrdrom those accounting methods required tabed by
unregulated entities.

IPL is also affected by the regulatory jurisdictiofithe U.S. Environmental Protection Agency (“ERAt the
federal level, and the Indiana Department of Envinental Management at the state level. Other sogmf
regulatory agencies affecting IPL include, but@oelimited to, North American Electric Reliabilityorporation,
the U.S. Department of Labor and the Indiana Odibopal Safety and Health Administration.

Fuel Adjustment Charge and Authorized Annual Jurisdctional Net Operating Income

IPL may apply to the IURC for a change in IPL’slfabarge every three months to recover IPL’s edtchduel
costs, including the energy portion of purchaseggyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegpawboth so as to provide electricity to its letastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC's ability to review basitess and charges, Indiana law requires electlitiegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelveonth
operating income, determined at quarterly measuneneges, exceeds a utility’s authorized annuadglictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagginst which
the excess rolling twelve-month jurisdictional nperating income can be offset.
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Environmental Compliance Cost Recovery AdjustmentECCRA")

IPL may apply to the IURC for approval of a ratguastinent known as the Environmental Compliance Cost
Recovery Adjustment (‘ECCRA”) every six months ézover costs to install and/or upgrade CCT equipmen
The total amount of IPL’s CCT equipment approvaedEG@CRA recovery as of December 31, 2013 was $618.9
million. The jurisdictional revenue requirementttixas approved by the IURC to be included in IPfates for the
six-month period from September 2013 through Fefyra@14 was $51.0 million. During the years ended
December 31, 2013, 2012 and 2011, we made total &@&nditures of $126.6 million, $15.0 million, a$64.4
million, respectively. The vast majority of suchst®are recoverable through our ECCRA filings.

Demand-Side Management and IPL’s Smart Energy Projet

In 2009, the IURC issued a Generic DSM Order thah#l that electric utilities subject to its juristibn must meet
an overall goal of annual cost-effective DSM pragsahat reduce retail kWh sales (as compared t¢ saies
would have been excluding the DSM programs) of Z¥eyear by 2019 (beginning in 2010 at 0.3% and grguo
2.0% in 2019, and subject to certain adjustmeiits. IURC also found that all jurisdictional electditilities have
to participate in five initial, statewide core DSWbgrams, which are administered by a third-padityiaistrator.
Consequently, our DSM spending, both capital aretating, began increasing significantly in 2010 altl
continue to increase in 2014, which will likely tex our retail energy sales and the associateduege

In November 2011, IPL received approval from th&@QJfor its plan to comply with the IJURC’s GeneriSM
Order, including spending of up to $54.5 milliomabgh December 31, 2013 and the opportunity fofoperance-
based incentives. In November 2013, the IURC apgat a one-year extension of IPL's DSM programduiting
spending of up to $24.8 million, plus the authotayoll-over any unspent funds from the previouddpet that
ended in 2013. The order also allowed for addifiespanding of up to $2.5 million if deemed necegsameet the
reductions established by the Generic DSM Order.

In February 2013, the IURC initiated a generic stigation into self-directed DSM programs for cariarge
customers. In January 2014, the IURC initiatedwa generic investigation into whether these ceriaige
customers should be required to participate in OBdfjrams and any associated impacts on a utibtyraial
energy efficiency goals established by the IURC&&ic DSM Order. The IURC also found the Febr24¥3
investigation should be held in abeyance pendiedWRC'’s decision in the 2014 DSM investigation February
2014, the IURC issued an order setting a procedgtadule in regards to this matter, including aring scheduled
to commence on June 5, 2014.

In 2010, IPL was awarded a smart grid investmeanigfor $20 million as part of its $48.9 million & Energy
Project (including smart grid technology), whicloypides IPL’s customers with tools to help them mefficiently
use electricity and included an upgrade of IPL&ctic delivery system infrastructure. Under thangrthe U.S.
Department of Energy provided $20 million of norgthbe reimbursements to IPL for capitalized cosseasted
with IPL’s Smart Energy Project. These reimbursets@rere accounted for as a reduction of the capa@lSmart
Energy Project costs. We received the final gramhbursement in 2013.

Wind and Solar Power Purchase Agreements

We are committed under a power purchase agreem@nirthase approximately 100 MW of wind-generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind-generatedtatgty for 20 years from a project in Minnesotahich
began commercial operation in October 2011. We ladse 98 MW of solar-generated electricity undartcct in
2014, of which 42 MW was in operation as of Decengig 2013. We have authority from the IURC to remahe
costs for all of these agreements through an adprst mechanism administered within the FAC.

MISO Real Time Revenue Sufficiency Guarantee
MISO collects Revenue Sufficiency Guarantee (“RS&iarges from market participants to pay for getieara

dispatched when the costs of such generation danecovered in the market clearing price. Overpast several
years, there have been disagreements betweenstetdgarties regarding the calculation methodofogRSG
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charges and how such charges should be allocatedgathe individual MISO participants. Under the haetology
currently in effect, RSG charges have little effestiPL’s financial statements as the vast majarftguch charges
are considered to be fuel costs and are recovettaiglegh IPL’s FAC, while the remainder are beimdedred for
future recovery in accordance with GAAP. Howevke lURC's orders in IPL's FAC 77, 78 and 79 prodegs
approved IPL’'s FAC factor on an interim basis, sgbjo refund, pending the outcome of a FERC pidioge
regarding RSG charges and any subsequent appesdértim. In IPL's most recent FAC proceeding, IRhuested
that the subject to refund designation be remowelthat FAC 77, 78 and 79 proceedings be madeiitalno
modifications.

MISO Transmission Expansion Cost Sharing and FERC @ler 1000

Beginning in 2007, MISO transmission system ownentoers including IPL began to share the costs of
transmission expansion projects with other transimmssystem owner members after such projects agveoved
by the MISO board of directors. Upon approval by iSO board of directors the transmission systemes
members must make a good faith effort to build angday for the projects. Costs allocated to IPLtFar projects of
other transmission system owner members are cetldnt MISO per their tariff.

On July 21, 2011, the FERC issued Order 1000, aimgrtde transmission planning and cost allocation
requirements established in Order No. 890. Thrabgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéssamend their open access transmission tariffeescribe how
public policy requirements will be considered iodband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neiggptiansmission planning regions for interregidaallities.

MISO'’s approved tariff in part already compliestwidrder 1000. However, Order 1000 will result iracges to
transmission expansion costs charged to us by M&©h changes relate to public policy requireméants
transmission expansion within the MISO footprint¢ls as to comply with renewable mandates of ottaes
within the footprint. These charges are difficolteistimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apaloVhrough
December 31, 2013, we have deferred as a regulasset, $2.2 million of MISO transmission expangiosts.

Senate Bill 560

In April 2013, Senate Bill 560 became law in IndianThis law provides more regulatory flexibility the current
process for reviewing necessary utility system impments and determining appropriate rates. S&ith&60
allows utilities to propose a seven-year infraguicee plan for distribution, transmission and sterégthe IURC
and, if the plan is considered reasonable by tiQlthe utility could recover its investment inifdgies identified
in the plan in a timely manner. In addition, whediaina utilities apply for a change in their basites and charges,
if new rates are not approved by the IURC withif 8ys after the utility filed its case-in-chidfetbill allows the
utility to implement temporary rates including 5@¥¢the proposed increase. Such temporary ratesdwmibubject
to a reconciliation implemented via a credit orcharge in equal amounts each month for six moifttise IURC’s
final order established rates were to differ frdva temporary rates previously placed into effebe TURC would
be allowed to extend the 300-day deadline by 6G d@y good cause. Both provisions, as well asdalitianal
provision that allows utilities to utilize a forwddooking test year in rate cases, recognize tpdalantensive
nature of the energy industry and seek to reduce lietween a utility’s investment and the oppotyutu recover
the investment through rates.
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4. UTILITY PLANT IN SERVICE

The original cost of utility plant in service segag¢ed by functional classifications, follows:

As of December 31,

2013 2012
(In Thousands)

Production $ 2,743,677 $ 2,708,826

Transmission 256,892 249,577

Distribution 1,283,391 1,249,445

General plant 194,792 174,686

Total utility plant in service $ 4,478,752 $ 4,382,534

Substantially all of IPL’s property is subject t&4,025.3 million direct first mortgage lien, as@écember 31,
2013, securing IPL’s first mortgage bonds. Proparigler capital leases as of December 31, 2013 @t ®as
insignificant. Total non-contractually or legallgquired removal costs of utility plant in servicebecember 31,
2013 and 2012 were $605.2 million and $575.9 nmlli@spectively and total contractually or legaéguired
removal costs of utility plant in service at DecemB1, 2013 and 2012 were $41.4 million and $17lEom,
respectively. Please see NotéAsset Retirement Obligationdor further information.

IPL anticipates material additional costs to compith various pending and final federal legislateomd regulations
and it is IPL’s intent to seek recovery of any aiddial costs. The majority of the expendituresdonstruction
projects designed to redusfur dioxides and mercury emissions are recoverfabm jurisdictional retail
customers as part of IPL's CCT projects, howeviegesjurisdictional retail rates are subject toulagpry approval,
there can be no assurance that all costs will bevered in rates.

5. FAIR VALUE MEASUREMENTS
Fair Value Hierarchy

ASC 820 defined and established a framework forsmeag fair value and expands disclosures abouvéie
measurements for financial assets and liabilitias &re adjusted to fair value on a recurring bastdor financial
assets and liabilities that are measured at féilrevan a nonrecurring basis, which have been atjust fair value
during the period. In accordance with ASC 820, weehcategorized our financial assets and liakslitiet are
adjusted to fair value, based on the priority @ ithputs to the valuation technique, following theee-level fair
value hierarchy prescribed by ASC 820, as follows:

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

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

Level 3 - unobservable inputs reflecting managefaawn assumptions about the inputs used in prithegasset or
liability.

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgther 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 ovilue.
Accordingly, the estimates presented herein armeo¢ssarily indicative of the amounts that we doedlize in a
current market exchange. The use of different miaxksumptions and/or estimation methodologies raag la
material effect on the estimated fair value amaunts
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Cash Equivalents

As of December 31, 2013 and 2012, our cash equitatmnsisted of money market funds. The fair valueash
equivalents approximates their book value due éw ghort maturity (Level 1), which was $5.4 mitiand $6.4
million as of December 31, 2013 and 2012, respelstiv

Pension Assets

As of December 31, 2013, IPL’s pension assetsearegnized at fair value in the determination of wetraccrued
pension obligation in accordance with the guidaiastablished in ASC 715 and ASC 820, which is ritesd
below. For a complete discussion of the impaceobgnizing pension assets at fair value, please tefNote 11,
“Pension and Other Postretirement Benéfits

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 considangas in market spreads for similar securities oAdiagly, the
purpose of this disclosure is not to approximagwhlue on the basis of how the debt might be aefied.

The following table shows the face value and tleviaue of fixed rate and variable rate indebtexing evel 2) for
the periods ending:

December 31, 2013 December 31, 2012
Face Value Fair Value Face Value Fair Value
(In Millions)
Fixed-rate $ 1,825.3 $ 1,941.8 $ 1,765.3 $ 2,012.3
Variable-rate 50.0 50.0 50.0 50.0
Total indebtedness $ 1,875.3 % 1,991.8 $ 1,8153 $ 2,062.3

The difference between the face value and the iceyrmalue of this indebtedness represents unameartizscounts
of $3.6 million and $4.2 million at December 31130and December 31, 2012, respectively.

Other Financial Assets and Liabilities

IPALCO had one financial asset measured at fairevah a nonrecurring basis, which was adjusteditoélue
during the periods coved by this report due tonapairment loss. In 2011, we recorded an impairmarthis
nonutility investment of $1.6 million, as the inteent (a 4.4% ownership interest in a venture eafind) was
deemed to be other than temporarily impaired. IRingathis determination, we considered, among othiegs, the
amount and length of time of impairment of the uidiial investments held by the fund as well asftiere outlook
of such investments. Because the investment iputdicly traded and therefore does not have a guaiarket
price, the impairment loss was based on our besladle estimate of the fair value of the investimarich
included primarily unobservable estimates (LevelT3)e recorded value for this asset was $1.9 milibboth
December 31, 2013 and December 31, 2012, resplyctive

70



As of December 31, 2013 and 2012, all (excludingspmn assets — see Note 1Rgehsion and Other Postretirement
Benefits) of IPALCO'’s financial assets or liabilities maaed at fair value on a recurring basis were cansidl
Level 3, based on the fair value hierarchy. Thiofaing table presents those financial assets adulities:

Fair Value Measurements
Using Level 3 at
December 31,2013  December 31, 2012
(In Thousands)

Financial assets:
Financial transmission rights $ 4,288 $ 2,419
Total financial assets measured at fair value $ 4288 $ 2,419

Financial liabilities:
Other derivative liabilities $ 155 $ 170
Total financial liabilities measured at fair value $ 155 $ 170

The following table sets forth a reconciliationfiofancial instruments, measured at fair value oecarrring basis,
classified as Level 3 in the fair value hierarchgté, amounts in this table indicate carrying vajwehich
approximate fair values):

Derivative Financial

Instruments, net Investments in
Liability Debt Securities Total
(In Thousands)
Balance at January 1, 2011 $ (7,461) $ 41,669 $ 34,208
Unrealized gain recognized in OCI — 331 331
Unrealized losses recognized in earnings (15) — (15)
Unrealized loss recognized as a regulatory ligbilit (5,095) — (5,095)
Issuances 8,085 — 8,085
Settlements 7,084 (42,000) (34,916)
Balance at December 31, 2011 2,598 $ — $ 2,598
Unrealized gain recognized in earnings 11 — 11
Issuances 8,832 — 8,832
Settlements (9,192) — (9,192)
Balance at December 31, 2012 2,249 $ — % 2,249
Unrealized gain recognized in earnings 15 — 15
Issuances 13,621 — 13,621
Settlements (11,752) — (11,752)
Balance at December 31, 2013 $ 4,133 $ — $ 4,133

Valuation Techniques
Financial Transmission Rights

In connection with IPL’s participation in MISO, the second quarter of each year IPL is granteadhdiiah
instruments that can be converted into cash omiginhTransmission Rights (“FTRs”) based on IPIdseicasted
peak load for the period. FTRs are used in the Mh&®ket to hedge IPL’s exposure to congestion @srghich
result from constraints on the transmission syst@in.converts all of these financial instrument®iRTRs. IPL’'s
FTRs are valued at the cleared auction prices Té&tsHn the MISO’s annual auction. Because of tfieequent
nature of this valuation, the fair value assigreethe FTRs is considered a Level 3 input undefahiesalue
hierarchy required by ASC 820. An offsetting regaitg liability has been recorded as these reveouessts will
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be flowed through to customers through the FACs#ah, there is no impact on our Consolidated Stetésrof
Comprehensive Income.

6. REGULATORY ASSETS AND LIABILITIES

Regulatory assets represent deferred costs ort€tbdt have been included as allowable costsaalitsrfor
ratemaking purposes. IPL has recorded regulat@sta®r liabilities relating to certain costs aedits as authorized
by the IURC or established regulatory practiceadoordance with ASC 980. IPL is amortizing non tetated
regulatory assets to expense over periods rangimg f to 35 years. Tax-related regulatory assetesent the net
income tax costs to be considered in future regofgtroceedings generally as the tax-related ansoang paid.
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The amounts of regulatory assets and regulatdoilitias at December 31 are as follows:

2013 2012

Recovery Period

(In Thousands)
Regulatory Assets

Current:
Deferred fuel $ — $ 1,332
Environmental project costs 2,409 3,574
Total current regulatory assets 2,409 4,906
Long-term:
Unrecognized pension and other
postretirement benefit plan costs 3,187 341,471
Income taxes recoverable through rates 41,9 44,259
Deferred MISO costs 97,540 89,479

Unamortized Petersburg Unit 4 carrying

charges and certain other costs 4,2 14,803
Unamortized reacquisition premium on debt 5,823 27,510
Environmental project costs 5,505 5,935
Other miscellaneous 538 382

Total long-term regulatory assets 369,447 523,839
Total regulatory assets $ 371856 $ 528,745

Regulatory Liabilities

Current:
Deferred fuel $ 2,600 $ —
FTR’s 4,288 2,419
Fuel related 2,500 2,500
DSM program costs 3,048 5,556
Total current regulatory liabilities 12,436 10,475
Long-term:
ARO and accrued asset removal costs 580,865 559,760
Unamortized investment tax credit 4,317 5,307
Fuel related 571 5,277
Total long-term regulatory liabilities 585,753 570,344
Total regulatory liabilities $ 598,189 $ 580,819

Through 2014Y
Through 2014Y

Various
Various
To be determinéd

Through 2026Y®
Over remaining life of debt

Through 202
To be determined

Through 2014Y
Through 2014Y
Through 2014"
Through 2014Y

Not Applicable
Through 2021
To be determinéd]

™ Recovered (credited) per specific rate orders

@ Recovery is probable but timing not yet determined

®  Recovered with a current return

@ per IURC Order, offset MISO transmission expansiasts beginning October 2011
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Deferred Fuel

Deferred fuel costs are a component of currentlaégiy assets and are expected to be recoveredgihfoture
FAC proceedings. IPL records deferred fuel in adance with standards prescribed by the FERC. Tfezrdd fuel
adjustment is the result of variances between estidifuel and purchased power costs in IPL's FA€Caatual fuel
and purchased power costs. IPL is generally pegthitt recover underestimated fuel and purchasee@poests in
future rates through the FAC proceedings and thesghe costs are deferred when incurred and aredrinto fuel
expense in the same period that IPL’s rates arestat] to reflect these costs.

Deferred fuel was a regulatory liability of $2.6llioin as of December 31, 2013 and a regulatorytasfsil.3
million as of December 31, 2012. The deferred asslet decreased $3.9 million in 2013 as a resliRlo€harging
more for fuel than our actual costs to our juriidital customers.

Unrecognized Pension and Postretirement Benefit PhaCosts

In accordance with ASC 7I'®ompensation — Retirement Benefiatid ASC 980, we recognize a regulatory asset
equal to the unrecognized actuarial gains and $ossd prior service costs. Pension expenses asedestbased on
the benefit plan’s actuarially determined pensiahility and associated level of annual expensdsetoecognized.
The other postretirement benefit plan’s deferregkfiecost is the excess of the other postretirdrenefit liability
over the amount previously recognized.

Income Taxes Recoverable Through Rates

This amount represents the portion of deferredrimetaxes that we believe will be recovered thrdudlre rates,
based upon established regulatory practices, wiechit the recovery of current taxes. Accordingiys regulatory
asset is offset by a deferred tax liability aneéxpected to be recovered, without interest, oveptriod underlying
book-tax timing differences reverse and becomeetiitiaxes.

Deferred MISO Costs

These consist of administrative costs for transimmsservices, transmission expansion cost shaaimg certain
other operational and administrative costs fromMi®0O market. IPL received orders from the IURCt tipanted
authority for IPL to defer such costs and seekvenpin a future basic rate case. Recovery of thests is
believed to be probable, but not certain. See BgtRegulatory Matters.”

Asset Retirement Obligation and Accrued Asset Rema¥ Costs

In accordance with ASC 715 and ASC 980, IPL, alatgd utility, recognizes the cost of removal comgat of its

depreciation reserve that does not have an assdd&gal retirement obligation as a deferred lighiT his amount
is net of the portion of legal Asset Retirementi@dgions (“ARQ”) costs that is currently being rgeced in rates.
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7. ASSET RETIREMENT OBLIGATIONS

ASC 410“Asset Retirement and Environmental Obligatiorsafdresses financial accounting and reportingefgall
obligations associated with the retirement of Itimgd assets that result from the acquisition, troasion,
development and/or normal operation. A legal oliggafor purposes of ASC 410 is an obligation thgtarty is
required to settle as a result of an existing kstatute, ordinance, written or oral contract ordbetrine of
promissory estoppel.

IPL’s ARO relates primarily to environmental issuegolving asbestos, ash ponds, landfills and nliseeous
contaminants associated with its generating plaragssmission system and distribution system. Bliewing is a
reconciliation of the ARO legal liability year ebalances:

2013 2012
(In Millions)

Balance as of January 1 $ 176 $ 16.6
Liabilities incurred - ash pond adjustments 22.7 —
Accretion expense 1.1 1.0

Balance as of December 31 $ 414 $ 17.6

Additional liabilities of $22.7 million were incued in 2013 for adjustments recorded to the estidnARO liability
for IPL’s ash ponds. As of December 31, 2013 artP2CPL did not have any assets that are legadliricted for
settling its ARO liability.
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8. SHAREHOLDER'S EQUITY
Capital Stock

IPALCOQO's no par value common stock is pledged utle’ Amended and Restated Credit and Reimbursement
Agreement as well as AES’ Collateral Trust Agreetn&here have been no changes to IPALCO'’s capitaks
balances during the three years ended Decemb@023,

Paid In Capital

On July 31, 2013, IPALCO received an equity capitaitribution of $49.1 million from AES for fundimeeds
related to IPL’s environmental construction progréfALCO then made the same equity capital contidiouto
IPL.

Dividend Restrictions

IPL’s mortgage and deed of trust and its amendegdes of incorporation contain restrictions on 1®hbility to
issue certain securities or pay cash dividenddo&®as any of the several series of bonds of #8Lued under its
mortgage remains outstanding, and subject to ceetaieptions, IPL is restricted in the declaradod payment of
dividends, or other distribution on shares of @pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratbfn the mortgage, after December 31, 1939. Tiuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 313,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made aisIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsehdpart for payment.

IPL is also restricted in its ability to pay diviugs if it is in default under the terms of its dtedjreement, which
could happen if IPL fails to comply with certainvemants. These covenants, among other things,reetiRli to
maintain a ratio of total debt to total capitalizatnot in excess of 0.65 to 1, in order to paydénds. As of
December 31, 2013 and as of the filing of this red®L was in compliance with all covenants andenent of
default existed.

Cumulative Preferred Stock of Subsidiary

IPL has five separate series of cumulative prefesteck. Holders of preferred stock are entitledeteive
dividends at rates per annum ranging from 4.0%@6%. During each year ended December 31, 2012 a6d
2011, total preferred stock dividends declared &€ million. Holders of preferred stock are detltto two votes
per share for IPL matters, and if four full qualtetividends are in default on all shares of thef@ired stock then
outstanding, they are entitled to elect the smiatiamber of IPL directors to constitute a majoafyPL’s board of
directors. Based on the preferred stockholdersitalbd elect a majority of IPL's board of direc®in this
circumstance, the redemption of the preferred shiareonsidered to be not solely within the contfahe issuer
and the preferred stock was considered temporamgyeand presented in the mezzanine level of titbted
consolidated balance sheets in accordance witreteeant accounting guidance for non-controllinggiasts and
redeemable securities. IPL has issued and outsigua®i0,000 shares of 5.65% Preferred Stock, whiemaw
redeemable at par value, subject to certain réstni in whole or in part. Additionally, IPL hag 853 shares of
preferred stock which are redeemable solely abgtion of IPL and can be redeemed in whole or i @any time
at specific call prices.

76



At December 31, 2013, 2012 and 2011, preferredkstonsisted of the following:

December 31, 2013 December 31,
Shares 2013 2012 2011
Outstanding Call Price Par Value, plus premium, if applicable

(In Thousands)
Cumulative $100 par value,
authorized 2,000,000 shares

4% Series 47,611% 118.00 $ 5,410 $ 5410 $ 5,410
4.2% Series 19,331 103.00 1,933 1,933 1,933
4.6% Series 2,481 103.00 248 248 248
4.8% Series 21,930 101.00 2,193 2,193 2,193
5.65% Series 500,000 100.00 50,000 50,000 50,000

Total cumulative preferred stock 591,353 $ 59,784 $ 59,784 $ 59,784

9. INDEBTEDNESS
Restrictions on Issuance of Debt

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBh&at-
term indebtedness must be approved by the FERCh#Blapproval from FERC to borrow up to $500 nillad
short-term indebtedness outstanding at any timeugir July 28, 2014. As of December 31, 2013, IRb &las
authority from the IURC to, among other thingsuessip to $425 million in aggregate principal amoafibng-
term debt and refinance up to $171.9 million inséRrpg indebtedness through December 31, 2016,ahdve up to
$500 million of long-term credit agreements andiiliity facilities outstanding at any one time. IRIso has
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andifgncial
covenant restrictions under our existing debt @tians. Under such restrictions, IPL is generdligveed to fully
draw the amounts available on its credit faciligfinance existing debt and issue new debt apprbyetie IURC
and issue certain other indebtedness.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawdaorrow
money or refinance existing indebtedness are affiloy our credit ratings. In addition, the appliesibterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditrrgs of AES could result in IPL’s and/or IPALCO’sedit ratings
being downgraded.
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Long-Term Debt

The following table presents our long-term indehtess:

December 31,

Series Due 2013 2012
(In Thousands)

IPL First Mortgage Bonds (see below):
6.30% July 2013 $ — 110,000
4.90%? January 2016 30,000 30,000
4.90%? January 2016 41,850 41,850
4.90%? January 2016 60,000 60,000
5.40% August 2017 24,650 24,650
3.875%? August 2021 55,000 55,000
3.875%? August 2021 40,000 40,000
4.55%® December 2024 40,000 40,000
6.60% January 2034 100,000 100,000
6.05% October 2036 158,800 158,800
6.60% June 2037 165,000 165,000
4.875% November 2041 140,000 140,000
4.65% June 2043 170,000 —

Unamortized discount — net (1,339) (1,096)

Total IPL first mortgage bonds 1,023,961 964,204
Total Long-term Debt — IPL 1,023,961 964,204
Long-term Debt — IPALCO:
7.25% Senior Secured Notes April 2016 400,000 400,000
5.00% Senior Secured Notes May 2018 400,000 400,000

Unamortized discount — net (2,248) (3,084)

Total Long-term Debt — IPALCO 797,752 796,916
Total Consolidated IPALCO Long-term Debt 1,82B7 1,761,120
Less: Current Portion of Long-term Debt — 110,000
Net Consolidated IPALCO Long-term Debt $ 1,821,713 $ 1,651,120

@ First Mortgage Bonds are issued to the city of Bbigg, Indiana, to secure the loan of proceeds frarious tax-exempt instruments

issued by the city.

@ First Mortgage Bonds are issued to the Indianarfe®uthority, to secure the loan of proceeds fthentax-exempt bonds issued by the

Indiana Finance Authority.

IPL First Mortgage Bonds and Indiana Finance AutlhoBond Issuances

The mortgage and deed of trust of IPL, togethehn Wit supplemental indentures thereto, securdrgtarfortgage
bonds issued by IPL. Pursuant to the terms of thegage, substantially all property owned by IPkubject to a
first mortgage lien securing indebtedness of $1®8iillion as of December 31, 2013. The IPL firgirtgage

bonds require net earnings as calculated thereulnedat least two and one-half times the annuateste

requirements before additional bonds can be alt@etl on the basis of property additions. IPL wasompliance

with such requirements as of December 31, 2013.

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipalunt of $40.0 million of 3.875% EnvironmentatHities
Refunding Revenue Bonds Series 2011B (Indianapaliger & Light Company Project) due August 2021 .cAils
September 2011, IPL issued $95.0 million aggrepeteipal amount of first mortgage bonds to theidna
Finance Authority at 3.875% to secure the loanrotpeds from these two series of bonds issuedéinthana
Finance Authority. Proceeds of these bonds were teseetire $40.0 million of existing 5.75% IPLdtrmortgage
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bonds, and for the construction, installation agdigping of pollution control facilities, solid wisdisposal
facilities and industrial development projectsRit’s Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering waggproximately $138.2 million, after deducting thiial
purchasers’ discount and fees and expenses faffégring payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the foll@nontstanding indebtedness, including redempti@mpims of
$1.6 million and to pay related fees and expenses:

»  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti€@gB $eries, Indianapolis Power & Light Company
Project (“1995B Bonds”"), variable rate, due 2023;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series, Indianapolis PowerghtlCompany Project, 5.90% Series, due 2024;

*  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series, Indianapolis Power & Light @any Project, 5.95% Series, due 2029;

«  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series, Indianapolis Power & Light CampProject, 6.375% Series, due 2029; and

«  $17.35 million aggregate principal amount of thdiéma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998ahapolis Power & Light Company Project, 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipeyment on the
interest rate swap related to the 1995B Bonds iveNdber 2011. In accordance with ASC 980, the istawde
swap termination payment is being amortized to rgp@ver the term of the newly issued debt.

In June 2013, IPL issued $170 million aggregateqgypial amount of first mortgage bonds, 4.65% Sedas June
2043. Net proceeds from this offering were apprataty $167.9 million, after deducting the initialnohasers’
discount and fees and expenses for the offeringlgayby IPL. The net proceeds from the offeringavased in
June of 2013 to finance the redemption of $110imnilaggregate principal amount of IPL first mortgdmpnds,
6.30% Series, due July 2013, and to pay relates] tegoenses and applicable redemption prices. \atk als
remaining proceeds to finance a portion of our @mmental construction program and for other gdremgorate
purposes.

IPALCQO'’s Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillof 5.00% Senior Secured Notes due May 1, 20A&18
IPALCO Notes”) pursuant to Rule 144A and Regulattounder the Securities Act of 1933, as amended.ZDi8
IPALCO Notes were issued pursuant to an IndentateddMay 18, 2011, by and between IPALCO and TheBa
of New York Mellon Trust Company, N.A., as trust&bese notes were subsequently exchanged for nes wnith
identical terms and like principal amounts, whichrevregistered with the Securities and Exchanger@iesion
pursuant to a registration statement on Form S-deneffective in November 2011. In connection witis t
issuance, IPALCO conducted a tender offer to rémse for cash any and all of IPALCO’s then outstan$375
million of 8.625% (original coupon 7.625%) SeniacBred Notes due November 14, 2011 (“2011 IPALCO
Notes”). As a result, IPALCO no longer has indebtss$ with an interest rate that changes due tagelsan its
credit ratings. Additionally, IPALCO no longer hasy debt with financial ratio maintenance covenaaithough
its articles of incorporation continue to contdie same financial ratios restricting dividend pagtaeand
intercompany loans to AES as were included in EI2PALCO 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 thecount. These costs and other related finanaistsare being
amortized through 2018 using the effective intemasthod. We used the net proceeds to repurchaséthi
outstanding 2011 IPALCO Notes through the tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitempf the
2011 IPALCO Notes, as well as other fees and exgeradated to the issuance of the 2018 IPALCO Ndtes
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total loss on early extinguishment of debt of $1fillion was included as a separate line item wit@ither Income
and (Deductions) in the accompanying audited Caaesigld Statements of Comprehensive Income.

The 2018 IPALCO Notes are secured by IPALCO’s ptedfjall of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ranatiiyPALCO’s existing senior secured notes. IPADBas
entered into a Pledge Agreement Supplement withBamk 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.

Accounts Receivable Securitization

IPL formed IPL Funding Corporation (“IPL Fundingt) 1996 as a special-purpose entity to purchassvailes
originated by IPL pursuant to a receivables pureteggeement between IPL and IPL Funding. IPL Fundiso
entered into a sale facility as defined in the 8dcAmended and Restated Receivables Sale Agreedaat] as of
June 25, 2009, among IPL, IPL Funding Corporatasthe Seller, Indianapolis Power & Light Compaas/the
Collection Agent, Royal Bank of Scotland plc, as fgent, the Liquidity Providers and Windmill Fundi
Corporation (“Receivables Sale Agreement”), whicitumed as extended on October 24, 2012. At that, tim
Citibank, N.A. and its affiliate, CRC Funding, LL&placed The Royal Bank of Scotland plc and Wirldmi
Funding Corporation as Agent and Investor, respelgti collectively now referred to as the “Purchase&his
agreement has since been renewed annually andclascsirrently is set to mature on October 20, 2014

Pursuant to the terms of the Receivables Sale Awgat the Purchasers agree to purchase from IPdifginon a
revolving basis, interests in the pool of receiealppurchased from IPL up to the lesser of (1) anwatndetermined
pursuant to the sale facility that takes into actaertain eligibility requirements and reservdatieg to the
receivables, or (2) $50 million. That amount wa#8 $fllion as of December 31, 2013 and Decembef812. As
collections reduce accounts receivable includeatiérpool, IPL Funding sells ownership interestadditional
receivables acquired from IPL to return the ownigrgfiterests sold to the maximum amount permittgdhie sale
facility. IPL Funding is included in the ConsoliddtFinancial Statements of IPALCO.

ASC 860 requires specific disclosures for transééfinancial assets to the extent they are comsitienaterial to
the financial statements. Taking into consideratienobligation to the Purchasers is now treatedkeas on
IPALCO's consolidated balance sheet, the followdigrussion addresses those disclosures that maeagem
believes are material to the financial statements.

IPL retains servicing responsibilities in its ralg collection agent on the amounts due on thersokelvables. Per
the terms of the purchase agreement IPL Funding [#2ly $0.6 million annually in servicing fees. Als
accordance with the purchase agreement, the rdtesvare purchased from IPL at a discounted ifa3e86 as of
December 31, 2013 facilitating IPL Funding’s alyilib pay its expenses such as the servicing feaibes above.
No servicing asset or liability is recorded since $ervicing fee paid to IPL approximates a markist. However,
the Purchasers assume the risk of collection opthehased receivables without recourse to IPhénavent of a
loss.

The total fees paid to the Purchasers recognizetiesales of receivables were $0.4 million, $0ilion and $0.6
million for the years ended December 31, 2013, 20i®2011, respectively. These amounts were indlid®ther
interest on the Consolidated Statements of Compsébe Income.

IPL and IPL Funding have indemnified the Purchaseran after-tax basis for any and all damagesegsclaims,
etc., arising out of the facility, subject to cémthmitations defined in the Receivables Sale Agnent, in the event
that there is a breach of representations and n#ésamade with respect to the purchased receisalld/or certain
other circumstances as described in the ReceivaalesAgreement.

Under the sale facility, if IPL fails to maintaincartain debt-to-capital ratio, it would constitatétermination
event.” As of December 31, 2013, IPL was in comm@&with such covenant.

In the event that IPL’s long-term senior unsecunesdlit rating falls below BBB- at S&P and Baa3 atddy’s
Investors Service, the facility agent has the ghbib (i) replace IPL as the collection agent; éiijddeclare a “lock-
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box” event. Under a lock-box event or a terminategnt, the facility agent has the ability to requall proceeds of
purchased receivables of IPL to be directed to-lomk accounts within 45 days of notifying IPL. Ar@nation
event would also (i) give the facility agent theiop to take control of the lock-box account, aigddive the
Purchasers the option to discontinue the purchbadditional interests in receivables and causeralteeds of the
purchased interests to be used to reduce the Ramthinvestment and to pay other amounts oweledtirchasers
and the facility agent. This would have the effgfateducing the operating capital available to B3Lthe aggregate
amount of such purchased interests in receivaBk® iillion as of December 31, 2013).

Line of Credit

In December 2010, IPL entered into a 5-year $28Bomiunsecured revolving credit facility creditragment (the
“Credit Agreement”) with a syndication of banks.ig Eredit Agreement is a committed line of credit fetters of
credit, working capital and general corporate pagsowvhich matures on December 14, 2015 and baarsshat
variable rates as defined in the Credit Agreentenar to execution, IPL and IPALCO had existing gt banking
relationships with the parties in this agreemeistoADecember 31, 2013 and 2012, IPL had no outstgn
borrowings on the committed line of credit.

Debt Maturities

Maturities on long-term indebtedness subsequebetember 31, 2013, are as follows:

Year Amount
(In Thousands)

2014 $ —
2015 —
2016 531,850
2017 24,650
2018 400,000
Thereafter 868,800
Total $ 1,825,300

10. INCOME TAXES

IPALCO follows a policy of comprehensive interpeatimcome tax allocation. Investment tax creditatesd to
utility property have been deferred and are bemgréized over the estimated useful lives of thatesl property.

AES files federal and state income tax returns ticiznsolidate IPALCO and its subsidiaries. Und&xasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanade
records the provision for income taxes as if IPAL&M@ its subsidiaries each filed separate incomectairns.
IPALCO is no longer subject to U.S. or state incdmeexaminations for tax years through March DQ12 but is
open for all subsequent periods.

On May 10, 2011, the state of Indiana enacted HBilt&004, which phases in over four years a 2%ucion to
the state corporate income tax rate. Upon enactoféhe law in the second quarter of 2011, anahadjustment to
the deferred tax balances was recorded accorditigetanticipated reversal of temporary differenteshe fourth
quarter of each tax year until the tax rate becdimaswith the 2016 tax year, the reversal of tkmporary
differences is to be re-evaluated and the apprgpaidjustment to the deferred tax balances is ret@ded. The
change in required deferred taxes on plant and-pédated temporary differences for 2013 tax yeaevaluation
resulted in a reduction of the associated regulasset of $0.8 million. The change in requirecedef taxes on
non-property related temporary differences whighraot probable to cause a reduction in future bastomer rates
resulted in a tax benefit of $0.1 million in 20T3e statutory state corporate income tax rateh&l?.25% for
2014.
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On September 13, 2013, the Internal Revenue Semieased final regulations addressing the acérisit
production and improvement of tangible property prmposed regulations addressing the dispositiqgrayerty.
These regulations replace previously issued tempoegulations and are effective for tax years beigig on or
after January 1, 2014. We are currently in compkawith the provisions in the regulations and themo impact
on the financial statements in the periods covesethis report; however, we are evaluating eleciand safe
harbor methods available which may significantlgetpe the timing of future income tax payments.

The following is a reconciliation of the beginniagd ending amounts of unrecognized tax benefitthiyears
ended December 31, 2013, 2012 and 2011:

2013 2012 2011
(In Thousands)

Unrecognized tax benefits at January 1 $ 6,138 $ 5354 $ 4,757
Gross increases — current period tax positions 86 9 997 753
Gross decreases — prior period tax positions 0)(39 (213) (156)

Unrecognized tax benefits at December 31 $ 6,734 $ 6,138 $ 5,354

The unrecognized tax benefits at December 31, 2&di2sent tax positions for which the ultimate dxithility is
highly certain but for which there is uncertaintoat the timing of such deductibility. Becauselsf tmpact of
deferred tax accounting, other than interest amalgies, the timing of the deductions will not affé¢he annual
effective tax rate but would accelerate the taxypayts to an earlier period.

Tax-related interest expense and income is repatqhrt of the provision for federal and stat®ine taxes.
Penalties, if incurred, would also be recognized asmponent of tax expense. There are no intergstnalties
applicable to the periods contained in this report.

Federal and state income taxes charged to incoenasaiollows:

2013 2012 2011
(In Thousands)

Charged to utility operating expenses:
Current income taxes:

Federal $ 53,937 $ 55,201 $ 54,377
State 15,191 16,641 16,539
Total current income taxes 69,128 71,842 70,916
Deferred income taxes:
Federal (8,048) (3,285) (5,027)
State (1,031) 204 (1,608)
Total deferred income taxes (9,079) (3,081) (6,635)
Net amortization of investment cre (1,501) (1,599) (1,672)
Total charge to utility operating expenses 58,548 67,162 62,609

Charged to other income and deductions:
Current income taxes:

Federal (16,909) (15,646) (19,639)
State (4,193) (4,127) (5,255)
Total current income taxes (21,102) (19,773) (24,894)
Deferred income taxes:
Federal 246 251 (476)
State 50 59 (106)
Total deferred income taxes 296 310 (582)
Net provision to other income and deductions (20,806) (19,463) (25,476)
Total federal and state income tax provisions $ 37,742 $ 47,699 $ 37,133
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The provision for income taxes (including net irtmesnt tax credit adjustments) is different thanaheunt
computed by applying the statutory tax rate togeémcome. The reasons for the difference, stateal@ercentage
of pretax income, are as follows:

2013 2012 2011
Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal tax benefit 6.7% 7.2% 6.7%
Amortization of investment tax credits (1.5%) (1.4%) (1.8%)
Preferred dividends of subsidiary 1.1% 1.0% 1.2%
Depreciation flow through and amortization (0.3%) (0.2%) 0.1%
Additional funds used during construction - equity 0.6% 1.6% 1.2%
Manufacturers’ Production Deduction (Sec. 199) (3.8%) (3.7%) (3.5%)
Other — net 0.5% 1.4% 0.4%
Effective tax rate 38.3% 40.9% 39.3%

Internal Revenue Code Section 199 permits taxpagestaim a deduction from taxable income attrilblgao
certain domestic production activities. IPL’s etecproduction activities qualify for this deduatioBeginning in
2010 and thereatfter, the deduction is equal to Btheotaxable income attributable to qualifying guotion activity.
The tax benefit associated with the Internal ReeeBade Section 199 domestic production deductio26d2 and
2011 was $4.3 million and $3.1 million, respectyé@lhe benefit for 2013 is estimated to be $3.Tioml

The significant items comprising IPALCO’s net acauated deferred tax liability recognized on theisad
Consolidated Balance Sheets as of December 31,1 2012, are as follows:

2013 2012
(In Thousands)

Deferred tax liabilities:

Relating to utility property, net $ 462,049 $ 475,517
Regulatory assets recoverable through future rates 141,678 197,909
Other 15,280 12,674
Total deferred tax liabilities 619,007 686,100
Deferred tax assets:
Investment tax credit 2,619 3,216
Regulatory liabilities including ARO 239,713 229,025
Employee benefit plans 45,712 114,420
Other 10,590 8,389
Total deferred tax assets 298,634 355,050
Accumulated net deferred tax liability 320,373 331,050
Less: deferred tax asset - current (11,990) (10,809)
Accumulated deferred income taxes — net $ 332,363 $ 341,859
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11. PENSION AND OTHER POSTRETIREMENT BENEFITS

Approximately 88% of IPL’s active employees are@®d by the Employees’ Retirement Plan of Indiafiapo
Power & Light Company (“Defined Benefit PensioniiP)aas well as the Employees’ Thrift Plan of Indagolis
Power & Light Company (“Thrift Plan”). The Defindgenefit Pension Plan is a qualified defined berpéin,
while the Thrift Plan is a qualified defined cobtrtion plan. The remaining 12% of active employaescovered
by the AES Retirement Savings Plan. The AES Regr@ravings Plan (“RSP”) is a qualified definedtdbation
plan containing a profit sharing component. All aarion new hires are covered under the RSP, whikrhational
Brotherhood of Electrical Workers (“IBEW") physicahit union new hires are covered under the DefBedefit
Pension Plan and Thrift Plan. The IBEW clericakta@cal unit new hires are no longer covered undemefined
Benefit Pension Plan but do receive an annual lsamp company contribution into the Thrift Plan. Thisp sum
is in addition to the IPL match of participant adioaitions up to 5% of base compensation. The DdfiBenefit
Pension Plan is noncontributory and is funded thhoa trust. Benefits are based on each individugleyee’s
pension band and years of service as opposeditatmpensation. Pension bands are based prinanijgb duties
and responsibilities.

Additionally, a small group of former officers atftkir surviving spouses are covered under a fundedqualified
Supplemental Retirement Plan of Indianapolis Pa&kight Company (“Supplemental Retirement Plan"hel
total number of participants in the plan as of Delser 31, 2013 was 25. The plan is closed to neticgzants.

In addition, IPL provides postretirement healthechenefits to certain active or retired employeesthe spouses
of certain active or retired employees. Approxirhale’8 active employees and 52 retirees (includipguses) were
receiving such benefits or entitled to future béeefs of January 1, 2013. The plan is unfundeés&h
postretirement health care benefits and the relaidligation were not material to the consolidatedricial
statements in the periods covered by this report.
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The following table presents information relatingtie Pension Plans:

Pension benefits
as of December 31,

2013 2012

Change in benefit obligation:
Projected benefit obligation at beginning Measunenizate (see below)
Service cost
Interest cost
Actuarial (gain) loss
Amendments (primarily increases in pension bands)
Benefits paid
Projected benefit obligation at ending Measurenbaie
Change in plan assets:
Fair value of plan assets at beginning Measurebate
Actual return on plan assets
Employer contributions
Benefits paid
Fair value of plan assets at ending Measuremerg Dat
Funded status
Amounts recognized in the statement cfinancial position under ASC 715
Current liabilities
Noncurrent liabilities
Net amount recognized
Sources of change in regulatory assé?:
Prior service cost (credit) arising during period
Net loss (gain) arising during period
Amortization of prior service (cost) credit
Amortization of gain (loss)
Total recognized in regulatory assefd

Total amounts included in accumulated other conmgmsive income (loss)
Amounts included in regulatory assets and liabilites®:

Net loss (gain)

Prior service cost (credit)
Total amounts included in regulatory assets (liabities)

(In Thousands)

$ 763,600 $ 679,261
9,195 7,986
28,363 30,232
(99,455) 69,099

1) 7,349
(50,989) (30,327)
650,713 763,600
495,082 426,384
67,791 50,713
49,702 48,312
(50,989) (30,327)
561,586 495,082

$  (89,127) $ (268,518)

$ — 3 —
(89,127) (268,518)

$  (89,127) $ (268,518)

$ — $ 7,350
(128,960) 50,938
(4,916) (4,246)
(22,735) (19,471)

$ (156,611) $ 34,571
NA® NA®

$ 162,863 $ 314,557
28,920 33,836

$ 191,783 $ 348,393

) Represents amounts included in regulatory askaidlities) yet to be recognized as componentseifprepaid

(accrued) benefit costs.
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Effect of ASC 715

ASC 715 requires a portion of pension and othetrptisement liabilities to be classified as currkalilities to the
extent the following year's expected benefit paytaeme in excess of the fair value of plan asget®ach Pension
Plan has assets with fair values in excess ofdl@wing year's expected benefit payments, no anmhave been
classified as current. Therefore, the entire nedwarhrecognized in IPALCO’s Consolidated Balance&t$ of
$89.1 million is classified as a long-term lialyilit

Information for Pension Plans with a projected benét obligation in excess of plan assets

Pension benefits
as of December 31,

2013 2012

(In Thousands)
Benefit obligation $ 650,713 $ 763,600
Plan assets 561,586 495,082
Benefit obligation in excess of plan assets $ 89,127 $ 268,518

IPL’s total benefit obligation in excess of plasets was $89.1 million as of December 31, 2013.@88llion
Defined Benefit Pension Plan and $0.2 million Sepmntal Retirement Plan).

Information for Pension Plans with an accumulated knefit obligation in excess of plan assets

Pension benefits
as of December 31,

2013 2012
(In Thousands)
Accumulated benefit obligation $ 638,048 $ 746,542
Plan assets 561,586 495,082
Accumulated benefit obligation in excess of plagets $ 76,462 $ 251,460

IPL’s total accumulated benefit obligation in exce$ plan assets was $76.5 million as of DecembefG13
($76.3 million Defined Benefit Pension Plan and2h@illion Supplemental Retirement Plan).

Pension Benefits and Expense

The 2013 net actuarial gain of $129.0 million isngised of two parts: (1) a $29.5 million pensi@set actuarial
gain primarily due to the higher than expectedrretin assets, and (2) a $99.5 million pensionliigtactuarial
gain primarily due to an increase in the discoat# used to value pension liabilities. The unrecaghnet loss of
$162.9 million in the Employees’ Retirement Plarirafianapolis Power & Light Company and Supplementa
Retirement Plan of Indianapolis Power & Light Comp#‘Pension Plans”) has accumulated over time arilyn
due to the long-term declining trend in corporatadrates, the lower than expected return on adseitsg the year
2008, and the adoption of new mortality tables Whireased the expected benefit obligation dubddonger
expected lives of participants, since ASC 715 vapged. During 2013, the accumulated net losssigasficantly
decreased due to a combination of (1) higher discates used to value pension liabilities, andg(@gter than
expected return on pension assets. The unrecabnétdoss, to the extent that it exceeds 10%eftieater of the
benefit obligation or the assets, will be amortiaad included as a component of net periodic beceét in future
years. The amortization period is approximatel\dMears based on estimated demographic data asoceiniber
31, 2013. The projected benefit obligation of $65@illion, less the fair value of assets of $56hiion results in
a funded status of ($89.1 million) at December2i,3.
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Pension benefits for
years ended December 31,
2013 2012 2011
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 9,195 $ 7,986 $ 7,234
Interest cost 28,363 30,232 31,828
Plan settlements — — —
Expected return on plan assets (38,287) (32,554) (32,168)
Amortization of prior service cost 4,916 4,246 4,346
Recognized actuarial loss 22,735 19,471 13,306
Total pension cost 26,922 29,381 24,546
Less: amounts capitalized 2,881 2,497 2,258
Amount charged to expense $ 24,041 $ 26,884 $ 22,288
Rates relevant to each year's expense calculatio
Discount rate — defined benefit pension plan 3.80% 4.56% 5.38%
Discount rate — supplemental retirement plan 3.41% 4.37% 5.09%
Expected return on defined benefit pension plartass 7.25% 7.50% 7.75%
Expected return on supplemental retirement plaetgass 7.25% 7.50% 7.75%

Pension expense for the following year is deterthime of the December 3ineasurement date based on the fair
value of the Pension Plans’ assets, the expectegdteym rate of return on plan assets and a discatmused to
determine the projected benefit obligation. In lelshing our expected long-term rate of return agstion, we
consider historical returns, as well as, the exqub@iiture weighted-average returns for each atzed based on the
target asset allocation. For 2013, pension expeasadetermined using an assumed long-term ratetafr on plan
assets of 7.25%. As of the December 31, 2013 meammunt date, IPL increased the discount rate fr@998.to
4.92% for the Defined Benefit Pension Plan anddased the discount rate from 3.41% to 4.64% for the
Supplemental Retirement Plan. The discount ratenagson affects the pension expense determinedGa4. In
addition, IPL decreased the expected long-termafteturn on plan assets from 7.25% to 7.00% @ffedJanuary
1, 2014. The expected long-term rate of returnrapsion affects the pension expense determinedGa42The
effect on 2014 total pension expense of a 25 lpasig increase and decrease in the assumed disadens ($1.5
million) and $1.5 million, respectively. The effemt 2014 total pension expense of a 100 basis puirgase and
decrease in the expected long-term rate of retomplan assets is ($5.9 million) and $5.9 millioespectively.

Expected amortization
The estimated net loss and prior service costh®iPtension Plans that will be amortized from tlyilatory asset
into net periodic benefit cost over the 2014 plaaryare $9.7 million and $4.9 million, respectivédefined

Benefit Pension Plan of $9.6 million and $4.9 noillj respectively; and the Supplemental Retireméart &f $0.1
million and $0.0 million, respectively).
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Pension Assets

Fair Value Measurements

Fair value is defined under ASC 820 as the prie¢ Would be received to sell an asset or paidataster a liability
in an orderly transaction between market partidipanhthe measurement date (i.e., an exit pride).fair value
hierarchy prioritizes the inputs to valuation teicjues used to measure fair value. The hierarchgsgire highest
priority to unadjusted quoted prices in active negslfor identical assets and liabilities (Levehh}l the lowest
priority to unobservable inputs (Level 3) as disagdin Note 2.

Purchases and sales of securities are recordedradeadate basis. Interest income is recordecared. Dividends
are recorded on the ex-dividend date. Net appieni@cludes the Plan’s gains and losses on investsnbought
and sold, as well as held, during the year.

A description of the valuation methodologies used dach major class of assets and liabilities nreasat fair
value follows:

»  Other than common/collective trust funds, hedgelfuand non U.S. treasury debt securities, all tae’'®

investments are actively traded on an open markdt are categorized as Level 1 in the fair value

hierarchy.

* The Plan’s hedge fund investment is valued at settavalue (NAV) of units held by the Plan. Unituea
is determined primarily by references to the funaislerlying assets, which are principally investtaeén

another hedge fund which invests in U.S. and imtiéonal equities. The Plan may redeem its ownership

interest in the hedge fund at NAV, with 60 daystio®, on quarterly terms.

» The Plan’s investments in common/collective trusads are valued at the NAV of the units of the
common/collective trust funds held by the Plan aaryend. The Plan may redeem its units of the

common/collective trust funds at NAV daily. The etiive of the common/collective trust funds therAta

invested in is to track the performance of the RUSKD00 Growth or Russell 1000 Value index. These

NAVs have been determined based on the market \@&luke underlying equity securities held by the
common/collective trust funds.

* The Plan’s investments in corporate bonds, murlidipads, and U.S. Government agency fixed income

securities are valued from third-party pricing sms, but they generally do not represent transagtices
for the identical security in an active market does it represent data obtained from an exchange.

e The Plan’s investments in hedge funds, commonfdlie trust funds, and non U.S. treasury debt

securities have been recorded at fair value andlacategorized as Level 2 investments in the ¥alue
hierarchy.

* The Plan’s investment in other assets represepénding receivable of the Plan as of December 8132
due to the partial liquidation of its hedge funsiéatment. The pending receivable is categorizddeasl 1
in the fair value hierarchy since this amount isiffdcaned. The Plan received 90% of the confirmed
redemption in January 2014 with the remainder tpdid to the Plan over the next year in accordavitte
redemption policies.

The primary objective of the Plan is to providsoairce of retirement income for its participantd Beneficiaries,
while the primary financial objective is to improtree funded status of the Plan. A secondary fiizwobjective is,
where possible, to minimize pension expense vdiatilThe objective is based on a long-term investtrhorizon,
so that interim fluctuations should be viewed véfipropriate perspective. There can be no assuthatthese
objectives will be met.

In establishing our expected long-term rate ofreassumption, we utilize a methodology developgthb plan’s
investment consultant who maintains a capital ntaaksumption model that takes into consideratisky rieturn
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and correlation assumptions across asset clagsesmbination of quantitative analysis of histofidata and
qualitative judgment is used to capture trendsicsitiral changes and potential scenarios not refieict historical
data.

The result of the analyses is a series of inpuatsgloduce a picture of how the plan consultarieles portfolios
are likely to behave through time. Capital madstumptions are intended to reflect the behaviassét classes
observed over several market cycles. Stress asmuns@re also examined, since the characteristiasset classes
are constantly changing. A dynamic model is emptbip manage the numerous assumptions requiresdinoete
portfolio characteristics under different base encies, time horizons, and inflation expectations.

The Plan consultant develops forward-looking, loeign capital market assumptions for risk, retund a
correlations for a variety of global asset clasgdsrest rates, and inflation. These assumptmaesreated using a
combination of historical analysis, current markevironment assessment and by applying the comg'sliavn
judgment. The consultant then determines an dgiuiin long-term rate of return. We then take icbmsideration
the investment manager/consultant expenses, assvally other expenses expected to be paid ooe ¢flan’s
trust. Finally, we have the plan’s actuary perf@tolerance test of the consultant’s equilibriurpented long-term
rate of return (EROA). We use an EROA compatibilth the actuary’s tolerance level.

The investment management of the pension assetsaaraged with the following asset allocation guitks:

Taraet Permitted
Allocation Variance
Broad Horizon:
Equity 55% +/- 10%
Fixed income 40% +/- 10%
Core property 5% +/- 5%
Total 100%
Taraet
Allocation
Target:
Equity:
S&P 500 index 30%
U.S. large cap fundamental 11%
U.S. small/mid cap equity (passive) 6%
U.S. small cap (active) 3%
World equity ex-U.S. 10%
Total equity 60%
Fixed Income:
Custom liability driven investments 40%
Total fixed income 40%
Total target 100%
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Fair Value Measurements at
December 31, 2013 (in thousands)

Quoted Prices in Significant
Active Markets for Observable
Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Short-term investments 55273 $ 55273 $ _ 10%
Corporate stocks - common 45875 45 875 _ 8%
Mutual funds:
U.S. equities 182,251 182,251 _ 33%
International equities 37,125 37,125 _ 7%
Fixed income 1,568 1,568 _ 0%
Fixed income securities:
U.S. Treasury securities 23,649 23,649 _ 4%
U.S. Government agency securities 8,103 _ 8,103 2%
Corporate bonds 159,393 _ 159,393 28%
Hedge funds 7,750 _ 7,750 1%
Other funds 40,599 40,599 — %
Total 561,586 386,340 $ 175,246 100%
Fair Value Measurements at
December 31, 2012 (in thousands)
Quoted Prices in Significant
Active Markets for Observable
Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Short-term investments 42,015 $ 42,015 $ — 8%
Corporate stocks - common 118,678 118,678 _ 24%
Common collective trust funds 70,091 _ 70,091 14%
Mutual funds:
U.S. equities 8,850 8,850 _ 2%
International equities 42,581 42,581 _ 9%
Fixed income 3,626 3,626 — 1%
Fixed income securities:
U.S. Treasury securities 17,293 17,293 _ 3%
U.S. Government agency securities 7,877 _ 7.877 2%
Corporate bonds 148,573 _ 148 573 30%
Hedge funds 35,498 — 35,498 %
Total 495,082 % 233,043 $ 262,039 100%
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Pension Funding

We contributed $49.7 million, $48.3 million, and&3 million to the Pension Plans in 2013, 2012 201,
respectively. Funding for the qualified Defined B&nhPension Plan is based upon actuarially deteschi
contributions that take into account the amounudglle for income tax purposes and the minimuntriloution
required under Employee Retirement Income Secgtyof 1974, as amended by the Pension ProtectirofA
2006, as well as targeted funding levels necedsameet certain thresholds.

From an ERISA funding perspective, IPL’s fundinggtt liability shortfall is estimated to be appnmetely $56
million as of January 1, 2014. The shortfall mustflinded over seven years. In addition, IPL mussi abntribute
the normal service cost earned by active parti¢gpdaring the plan year. The funding of normal é¢sstxpected to
be about $8.1 million in 2014, which includes $8illion for plan expenses. Each year thereaitéhe plan’s
underfunding increases to more than the preseaéwalthe remaining annual installments, the exisessparately
amortized over a new seven-year period. IPL eteidund $54.1 million in January, 2014 which sfis all
funding requirements for the calendar year 20 RL’d funding policy for the Pension Plans is to irifiute
annually no less than the minimum required by applie law, and no more than the maximum amountcédrabe
deducted for federal income tax purposes.

Benefit payments made from the Pension Plans foyélars ended December 31, 2013 and 2012 were ilidh
and $30.3 million respectively. The increase in20&nefit payments is primarily due to a one-tiomap sum
option of approximately $20 million in total offetéo all deferred vested participants. Projectateliepayments
are expected to be paid out of the Pension Plafilaws:

Year Pension Benefits
(In Thousands)

2014 $ 34,434
2015 36,152
2016 37,514
2017 38,998
2018 40,333
2019 through 2023 (in total) 222,782

Defined Contribution Plans

All of IPL's employees are covered by one of twdirkd contribution plans, the Thrift Plan or theRRS

The Thrift Plan

Approximately 88% of IPL’s active employees area®d by the Thrift Plan, a qualified defined cdmition plan.
All union new hires are covered under the ThrieiRlwhile non-union new hires are covered by thB.RS

Participants elect to make contributions to thefT Rlan based on a percentage of their base cosagien. Each
participant’s contribution is matched up to certhiresholds. The IBEW clerical-technical union nigives receive
an annual lump sum company contribution into thaffRlan in addition to the IPL match. Employemtdbutions
to the Thrift Plan were $3.0 million, $2.9 milli@md $2.9 million for 2013, 2012 and 2011, respetyiv

91



The AES Retirement Savings Plan

Approximately 12% of IPL’s active employees are@®d by the RSP, a qualified defined contributitamp
containing a profit sharing component. Participaist to make contributions to the RSP based mereentage of
their taxable compensation. Each participant’s rdoation is matched in amounts up to, but not edasg 5% of
the participant’s taxable compensation. In addjttbe RSP has a profit sharing component wherebyttributes
a percentage of each employee’s annual salaryhetplan on a pre-tax basis. The profit sharingg®iage is
determined by the AES Board of Directors on an ahbasis. Employer payroll-matching and profit shgr
contributions (by IPL) relating to the RSP were8btillion, $2.2 million and $2.2 million for 2012012 and 2011,
respectively.

12. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPALCO and IPL are involved in litigation arising the normal course of business. While the residiltsich
litigation cannot be predicted with certainty, mgeaent believes that the final outcome will notdnavmaterial
adverse effect on IPALCO's results of operatioimgricial condition, or cash flows. Amounts accroeéxpensed
for legal or environmental contingencies colledipv@uring the periods covered by this report hastbheen
material to IPALCO’s audited Consolidated Finan&8tdtements.

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and tiateion of
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, [ter@vocation
and/or facility shutdowns. We cannot assure thahaxe been or will be at all times in full compliawith such
laws, regulations and permits.

New Source Review

In October 2009, IPL received a Notice of ViolatiSNOV”) and Finding of Violation from the EPA pwiant to
the Federal Clean Air Act Section 113(a). The N&léges violations of the Federal Clean Air ActRit’s three
primarily coal-fired electric generating facilitielsiting back to 1986. The alleged violations pritggrertain to the
Prevention of Significant Deterioration and nonattaent New Source Review requirements under thefad
Clean Air Act. Since receiving the letter, IPL mgament has met with the EPA staff regarding possigolutions
of the NOV. At this time, we cannot predict thenbite resolution of this matter. However, settletaemd litigated
outcomes of similar cases have required compaaipay civil penalties, install additional pollutieontrol
technology on coal-fired electric generating unigsire existing generating units, and invest idiadnal
environmental projects. A similar outcome in thése could have a material impact on our businesswdild seek
recovery of any operating or capital expendituetated to air pollution control technology to reduegulated air
emissions; however, there can be no assurances¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

13. 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”) for a sale price of $13.5 million. Thegerty had a carrying value of $0.2 million. Theataain

recognized on the sale of $13.3 million was incti@eMiscellaneous Income and (Deductions) - NeteaxrOther
Income and (Deductions) in the accompanying Codatdd Statements of Comprehensive Income.
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14. RELATED PARTY TRANSACTIONS

IPL participates in a property insurance programwiich IPL buys insurance from AES Global Insurance
Company, a wholly-owned subsidiary of AES. IPL @ self-insured on property insurance with the exioa of a
$5 million self-insured retention per occurrencrcépt for IPL’s large substations, IPL does notyarsurance on
transmission and distribution assets, which aresidaned to be outside the scope of property ingerafES and
other AES subsidiaries, including IPALCO, also g@pate in the AES global insurance program. IPikpa
premiums for a policy that is written and administeby a third-party insurance company. The premipaid to
this third-party administrator by the participaate deposited into a trust fund owned by AES Gléhsurance
Company, but controlled by the third-party admira@igir. The cost to IPL of coverage under this paogmwas
approximately $3.1 million, $2.9 million, and $31llion in 2013, 2012 and 2011, respectively, asdeicorded in
Other operating expenses on the accompanying ddated Statements of Comprehensive Income. As of
December 31, 2013 and 2012, we had prepaid appabedyn$2.5 million and $1.5 million, respectivelhich is
recorded in Prepayments and other current asseteeaccompanying Consolidated Balance Sheets.

IPL participates in an agreement with Health andfslve Benefit Plans LLC, an affiliate of AES, torpeipate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healttld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhgler payments. The cost of coverage under thisrprogvas
approximately $22.3 million, $22.8 million, and $&2nillion in 2013, 2012 and 2011, respectivelyd &recorded
in Other operating expenses on the accompanyingdidated Statements of Comprehensive Income. As of
December 31, 2013 and 2012 we had prepaid appreedyr2.2 million and $2.4 million for coverage wmndhis
plan, which is recorded in Prepayments and otheentiassets on the accompanying Consolidated Balgheets.

AES files federal and state income tax returns twiciznsolidate IPALCO and its subsidiaries. Und&pasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanae
records the provision for income taxes using arsgpaeturn method. IPALCO had a receivable balamcker this
agreement of $1.0 million and $4.1 million as ottBmber 31, 2013 and 2012, which is recorded indmepnts
and other current assets on the accompanying Gdassd Balance Sheets.

Long-term Compensation Plan

During 2013, 2012 and 2011, many of IPL’s non-ureomployees received benefits under the AES Long-ter
Compensation Plan, a deferred compensation progrhimtype of plan is a common employee retentiar tised
in our industry. Benefits under this plan are gedrih the form of performance units payable in casth AES
restricted stock units and options to purchaseeshalir AES common stock. All such components vettinds over
a three-year period and the terms of the AES msttistock unit issued prior to 2011 also include@year
minimum holding period after the awards vest. Avgamthde in 2011 and for subsequent years will naubgect to
a two year holding period. In addition, the perfarroe units payable in cash are subject to cert&i® performance
criteria. Total deferred compensation expense dexbduring 2013, 2012 and 2011 was $1.1 milliond $6illion
and $1.2 million, respectively and was include®ther Operating Expenses on IPALCO’s Consolidated
Statements of Comprehensive Income. The valueeskthenefits is being recognized over the 36 meagting
period and a portion is recorded as miscellaneeteyiebd credits with the remainder recorded as paddpital on
IPALCO'’s Consolidated Balance Sheets in accordantte ASC 718‘Compensation — Stock Compensation.”

See alsdThe AES Retirement Savings Plaimtluded in Note 11'Pension and Other Postretirement Benefits’
the audited Consolidated Financial Statements ALEO for a description of benefits awarded to IRhpdoyees
by AES under the RSP.

Service Company

Effective December 22, 2013, AES US Services, Lt (Service Company”) began providing serviceduding
accounting, legal, human resources, informatiohrietogy and other services of a similar nature emelf of the
AES U.S. Strategic Business Unit (“U.S. SBU”). T®ervice Company allocates the costs for thesecsertiased
on cost drivers designed to result in fair and &dplé distribution. This includes ensuring that tbgulated utilities
served, including IPL, are not subsidizing costaiimed for the benefit of non-regulated businesses.
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15. SEGMENT INFORMATION

Operating segments are components of an entefprisenich separate financial information is avaie@abnd is
evaluated regularly by the chief operating decisiaker in assessing performance and deciding h@aldoate
resources. Substantially all of our business ctssisthe generation, transmission, distributiod aale of electric
energy conducted through IPL which is a verticaitggrated electric utility. IPALCO’s reportable $iness
segments are utility and nonutility. The nonutiligtegory primarily includes the $400 million 023% Senior
Secured Notes due April 1, 2016 (2016 IPALCO Notesd the 2018 IPALCO Notes; approximately $6.9iom
and $6.4 million of nonutility cash and cash eglémss, as of December 31, 2013 and 2012, respéctloag-term
nonutility investments of $5.0 million and $4.7 laih at December 31, 2013 and 2012, respectivelg;iacome
taxes and interest related to those items. NotyusiBsets represented less than 1% of IPALCO’$ éastets as of
December 31, 2013 and 2012. The accounting polidiéise identified segments are consistent witts¢hpolicies
and procedures described in the summary of sigmfiaccounting policies. Intersegment sales, if ang generally
based on prices that reflect the current markeditioms.

The following table provides information about IPBO’s business segments (in millions):

2013 2012 2011
Electric  All Other  Total Electric  All Other  Total Electric  All Other  Total

Operating revenues ... $ 1,256 — $ 1,256 $ 1,230 — $ 1,230 $ 1,172 — $ 1172
Depreciation and

amortization ... 182 — 182 177 — 177 167 — 167
Income taxes ... 58 (20) 38 68 (20) 48 66 (29) 37
Net income .. 97 (33) 64 104 (32) 72 105 (44) 61
Utility plant - net of

depreciation ... 2,553 — 2,553 2,426 — 2,426 2,441 — 2,441
Capital expenditures ... 242 — 242 130 — 130 210 — 210
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16. QUARTERLY RESULTS (UNAUDITED)

Operating results for the years ended Decembe2(@li3 and 2012, by quarter, are as follows:

2013
March 31 June 30 September 30  December 31
(In Thousands)
Utility operating revenue $ 327,017 $ 299,569 $ 321,274 $ 307,874
Utility operating income 42,962 31,783 47,719 28,282
Net income 21,661 9,588 27,336 5,464
2012
March 31 June 30 September 30  December 31
(In Thousands)
Utility operating revenue $ 301,104 $ 292,659 $ 324,478 $ 311,536
Utility operating income 37,951 34,583 50,227 40,139
Net income 16,029 12,291 27,541 16,135

The quarterly figures reflect seasonal and weatlated fluctuations that are normal to IPL’s opierzs.

K*kkkkkkkkkkk
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DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in the Financiate®nents
and Supplementary Data:

1995B Bonds $40 Million aggregate principal amoointhe City of Petersburg, Indiana
Pollution Control Refunding Revenue Bonds AdjustaRbte Tender
Securities 1995B Series, Indianapolis Power & Ligbtmpany Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecuNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SeclNotes due May 1, 2018

AES The AES Corporation

ARO Asset Retirement Obligations

ASC Financial Accounting Standards Board Accounstgndards Codification

CCT Clean Coal Technology

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Adpesit

EPA U.S. Environmental Protection Agency

FAC Fuel Adjustment Charges

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

FTRs Financial Transmission Rights

GAAP Generally accepted accounting principles anlthnited States

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IPL Funding IPL Funding Corporation

IURC Indiana Utility Regulatory Commission

kWh Kilowatt hours

MATS Mercury and Air Toxics Standards

MISO Midcontinent Independent System Operator, Inc.

NOV Notice of Violation

Pension Plans Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Pa&vkight Company

Purchasers Citibank, N.A. and its affiliate, CRGhémg, LLC

Receivables Sale Agreement Second Amended andt&®&aceivables Sale Agreement, dated as of June
25, 2009, as amended, as described herein

RSG Revenue Sufficiency Guarantee

RSP The AES Retirement Savings Plan

Supplemental Retirement Plan Supplemental RetireRlam of Indianapolis Power & Light Company

Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company

U.S. United States of America
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of
Indianapolis Power & Light Company

We have audited the accompanying consolidated balsineets of Indianapolis Power & Light Company and
subsidiary (the Company) as of December 31, 208842, and the related consolidated statements of
comprehensive income, common shareholder’s ecaity,cash flows for each of the three years in g ended
December 31, 2013. Our audits also included trenfifal statement schedule listed in the Indexeah 1t 5a. These
financial statements and schedule are the resplitysiti the Company's management. Our responsgjbii to
express an opinion on these financial statementsemedule based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighago
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of the
Company's internal control over financial reporti@ur audits included consideration of internaltcolrover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstare not for the
purpose of expressing an opinion on the effectigerd the Company's internal control over finangglorting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisant
estimates made by management, and evaluating #ralbfinancial statement presentation. We beligna our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts,¢onsolidated
financial position of Indianapolis Power & Light @pany and subsidiary at December 31, 2013 and 201Rthe
consolidated results of their operations and tbesh flows for each of the three years in the pegisded December
31, 2013, in conformity with U.S. generally accebéecounting principles. Also, in our opinion, tiedated

financial statement schedule, when consideredatioa to the basic financial statements taken whale, presents
fairly in all material respects the information &&tth therein.

/sl ERNST & YOUNG LLP

Indianapolis, Indiana
February 25, 2014
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Statements of Comprehensive Income
For the Years Ended December 31, 2013, 2012 and 201
(In Thousands)

2013 2012 2011
OPERATING REVENUES $ 1,255,734 $ 1,229,777 $ 1,171,924
OPERATING EXPENSES:
Operation:
Fuel 376,450 340,647 334,385
Other operating expenses 235,082 217,124 203,286
Power purchased 94,265 121,238 90,159
Maintenance 112,913 99,568 119,152
Depreciation and amortization 182,305 176,843 167,245
Taxes other than income taxes 45,425 44,295 42,435
Income taxes - net 58,548 67,162 62,609
Total operating expenses 1,104,988 1,066,877 1,019,271
OPERATING INCOME 150,746 162,900 152,653
OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constroiati 4,331 1,087 3,950
Miscellaneous income and (deductions) - net ,991) (1,457) 9,431
Income tax (expense) benefit applicable to noretpe income 828 (654) (3,799)
Total other income and (deductions) - net 178, (1,024) 9,582
INTEREST AND OTHER CHARGES:
Interest on long-term debt 55,602 54,435 55,231
Other interest 1,794 1,913 1,786
Allowance for borrowed funds used during condtarc (2,517) (1,059) (2,674)
Amortization of redemption premium and expenselelot 2,493 2,458 2,494
Total interest and other charges - net 57,37 57,747 56,837
NET INCOME 96,552 104,129 105,398
LESS: PREFERRED DIVIDEND REQUIREMENTS 3,213 3,213 3,213

NET INCOME APPLICABLE TO COMMON STOCK
$ 93,339 $ 100,916 $ 102,185

ADD OTHER COMPREHENSIVE INCOME:
Gain on sale of available for sale investment — — 197

COMPREHENSIVE INCOME ATTRIBUTABLE TO
COMMON STOCK $ 93,339 $ 100,916 $ 102,382

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Balance Sheets
(In Thousands)

December 31, December 31,
2013 2012
ASSETS
UTILITY PLANT:
Utility plant in service $ 4,478,752 $ 4,382,534
Less accumulated depreciation 2,149,994 2,043,540
Utility plant in service - net 2,328,758 2,338,994
Construction work in progress 207,727 70,169
Spare parts inventory 15,774 15,445
Property held for future use 1,002 1,002
Utility plant - net 2,553,261 2,425,610
OTHER ASSETS:
At cost, less accumulated depreciation 1,434 1,123
CURRENT ASSETS:
Cash and cash equivalents 12,120 12,042
Accounts receivable and unbilled revenue (Iéesvance for
doubtful accounts of $1,982 and $2,047, retbyedy) 143,408 141,508
Fuel inventories - at average cost 54,763 45,236
Materials and supplies - at average cost 58,067 57,257
Deferred tax asset - current 11,950 10,782
Regulatory assets 2,409 4,906
Prepayments and other current assets 23,729 22,045
Total current assets 306,446 293,776
DEFERRED DEBITS:
Regulatory assets 369,447 523,839
Miscellaneous 25,530 22,507
Total deferred debits 394,977 546,346
TOTAL $ 3,256,118 $ 3,266,855
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder's equity:
Common stock $ 324537 $ 324,537
Paid in capital 63,173 13,536
Retained earnings 451,351 448,162
Total common shareholder's equity 839,061 786,235
Cumulative preferred stock 59,784 59,784
Long-term debt (Note 9) 1,023,961 854,204
Total capitalization 1,922,806 1,700,223
CURRENT LIABILITIES:
Short-term debt (Note 9) 50,000 160,000
Accounts payable 99,799 76,282
Accrued expenses 27,315 24,226
Accrued real estate and personal property taxes 19,224 19,405
Regulatory liabilities 12,436 10,475
Accrued interest 19,074 21,362
Customer deposits 26,241 24,796
Other current liabilities 11,900 10,910
Total current liabilities 265,989 347,456
DEFERRED CREDITS AND OTHER LONG-TERM LIABILITIES:
Accumulated deferred income taxes - net 332,094 341,914
Non-current income tax liability 6,734 6,138
Regulatory liabilities 585,753 570,344
Unamortized investment tax credit 6,661 8,162
Accrued pension and other postretirement benefit 93,680 274,017
Asset retirement obligations 41,381 17,579
Miscellaneous 1,020 1,022
Total deferred credits and other long-terabilities 1,067,323 1,219,176
COMMITMENTS AND CONTINGENCIES (Note 12)
TOTAL $ 3,256,118 $ 3,266,855

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Statements of Cash Flows
For the Years Ended December 31, 2013, 2012 and 201
(In Thousands)

2013 2012 2011

CASH FLOWS FROM OPERATIONS:
Net income $ 96,552 $ 104,129 $ 105,398
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 180,947 176,800 167,216
Amortization of regulatory assets 3,686 2,206 2,529
Deferred income taxes and investment tax ceefjitstments - net (10,594) (4,666) (8,306)
Termination of interest rate swap — — (12,572)
Allowance for equity funds used during constiarc (4,088) (881) (3,772)
Gains on sales of assets (297) — (13,320)
Change in certain assets and liabilities:
Accounts receivable (1,900) (5,501) 4,531
Fuel, materials and supplies (10,337) 4,339 (17,938)
Income taxes receivable or payable 3,510 (5,920) 8,364
Financial transmission rights (1,869) 360 (621)
Accounts payable and accrued expenses 16,290 (2,401) 3,153
Accrued real estate and personal property taxes (181) 1,945 648
Accrued interest (2,288) 971 2,577
Pension and other postretirement benefit exgsens (180,338) 15,846 58,883
Short-term and long-term regulatory assetsliabdities 148,169 (43,514) (91,761)
Other - net 4,278 1,567 5,091
Net cash provide by operating activities 241,540 245,280 210,100
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures (242,124) (129,747) (209,851)
Proceeds from sales and maturities of short-tewestments — — 2,000
Proceeds from sales of assets 225 1 13,467
Grants under the American Recovery and Reinvestet of 2009 923 6,028 7,919
Asset removal costs (7,553) (9,251) (14,896)
Other (6,008) (6,790) (3,969)
Net cash used in investing activit (254,537) (139,759) (205,330)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 150,500 73,000 138,000
Short-term debt repayments (150,500) (87,000) (124,000)
Long-term borrowings 169,728 — 234,873
Retirement of long-term debt (110,377) — (169,724)
Dividends on common stock (90,150) (96,700) (80,603)
Dividends on preferred stock (3,213) (3,213) (3,213)
Equity contribution from IPALCO 49,091 — —
Other (2,004) (172) (2,750)
Net cash used in financing activit 13,075 (114,085) (7,417)
Net change in cash and cash equiva 78 (8,564) (2,647)
Cash and cash equivalents at beginning of period 12,042 20,606 23,253
Cash and cash equivalents at end of period $ 12120 $ 12,042 $ 20,606

Supplemental disclosures of cash flow information:
Cash paid during the period for:

Interest (net of amount capitalized) $ 57,175 $ 54,254 $ 53,686
Income taxe $ 64.95( $ 78.40: $ 66.35(
As of December 31,
2013 2012 2011
Non-cash investing activities:
Accruals for capital expenditures $ 17,957 $ 16,658 $ 15,315

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Statements of Common Shareholder's Edy
(In Thousands)

Accumulated

Other
Common Paid in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

2011
Beginning Balance $ 324,537 $ 12,579 $ 422,364 $ (197) $ 759,283
Comprehensive Income attributable to common stock:

Net income applicable to common stock 02,185 102,185

Unrealized loss on available for sale investment

(net of income tax expense of $134) 197 197

Cash dividends declared on common stock (80,603) (80,603)
Contributions from IPALCO 535 535
Balance at December 31, 2011 $ 324,537 $ 13,114 $ 443,946 $ -$ 781,597
2012
Comprehensive Income attributable to common stock:

Net income applicable to common stock 00,216 100,916
Cash dividends declared on common stock (96,700) (96,700)
Contributions from IPALCO 422 422
Balance at December 31, 2012 $ 324,537 $ 13,536 $ 448,162 $ -$ 786,235
2013
Comprehensive Income attributable to common stock:

Net income applicable to common stock 3,399 93,339
Cash dividends declared on common stock (90,150) (90,150)
Contributions from IPALCO 49,637 49,637
Balance at December 31, 2013 $ 324,537 $ 63,173 $ 451,351 $ - $ 839,061

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2013, 2012 and 201

1. ORGANIZATION

Indianapolis Power & Light Company (“IPL") was impmrated under the laws of the state of IndiankSi26. All

of the outstanding common stock of IPL is owned®4&LCO Enterprises, Inc. (“IPALCQ"). IPALCO is a why-
owned subsidiary of The AES Corporation (“AES")AIRCO was acquired by AES in March 2001. IPL is ayeh
primarily in generating, transmitting, distributiagd selling electric energy to more than 470,@28ilrcustomers
in the city of Indianapolis and neighboring citiemyns and communities, and adjacent rural aréagtain the
state of Indiana, the most distant point being eppnately forty miles from Indianapolis. IPL has exclusive right
to provide electric service to those customers.dRRins and operates two primarily coal-fired geriegaplants, one
combination coal and gas-fired plant and two cortibngurbines at a separate site that are all imegenerating
electricity. IPL’s net electric generation capadity winter is 3,272 megawatts and net summer agpisc3,148
megawatts.

IPL Funding Corporation (“IPL Funding”) is a spdgmurpose entity and a wholly-owned subsidiarymif land is
included in the audited Consolidated FinancialeStegnts of IPL. IPL formed IPL Funding in 1996 tdl,sen a
revolving basis, up to $50 million of the retaicaants receivable and related collections of IPthind-party
purchasers in exchange for cash (see Accounts \RaxteiSecuritization in Note 9lridebtedness.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

IPL’s consolidated financial statements are prephameaccordance with generally accepted accoumtingiples in
the United States (“GAAP”) and in conjunction witie rules and regulations of the Securities anch&mnge
Commission. The consolidated financial statemamtkide the accounts of IPL and its unregulatedididry, IPL
Funding. All intercompany items have been elimiddteconsolidation. Certain costs for shared resesiamongst
IPL and IPALCO, such as labor and benefits, a@catied to each entity based on allocation methgikdahat
management believes to be reasonable. We haveatedlsubsequent events through the date this risgesued.

Use of Management Estimates

The preparation of financial statements in confeymiith GAAP requires that management make ceeatimates
and assumptions that affect the reported amourdass#ts and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeiitse reported amounts of revenues and expensigdbe
reporting period may also be affected by the egégiand assumptions management is required to rAakeal
results may differ from those estimates.

Reclassifications

Certain prior period amounts have been reclassifiembnform to the current year presentation.
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Regulation

The retail utility operations of IPL are subjectth@ jurisdiction of the Indiana Utility RegulatoGommission
(“IURC™). IPL’s wholesale power transactions aréjget to the jurisdiction of the Federal Energy Ratpry
Commission (“FERC"). These agencies regulate IRIil#ty business operations, tariffs, accountingpreciation
allowances, services, issuances of securitieshandale and acquisition of utility properties. Tinancial
statements of IPL are based on GAAP, includingptteisions of Financial Accounting Standards Board
Accounting Standards Codification (“ASC”) 98Regulated Operations,iwhich gives recognition to the
ratemaking and accounting practices of these agen8kee also Note Bregulatory Assets and Liabilitiesfor a
discussion of specific regulatory assets and lizdsl

Revenues and Accounts Receivable

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thrastghe month. At the end of each month, amounenefgy
delivered to certain customers since the dateeofatbt meter reading are estimated and the comegmpunbilled
revenue is accrued. In making its estimates ofli@abievenue, IPL uses complex models that consideous
factors including daily generation volumes; knovmaaints of energy usage by nearly all residentiagls
commercial and industrial customers; estimatedltisses; and estimated customer rates based ampriod
billings. Given the use of these models, and thatamers are billed on a monthly cycle, we beligigunlikely
that materially different results will occur in tue periods when revenue is billed. As part ofakmation of
unbilled revenues, IPL estimates line losses omathty basis. At December 31, 2013 and 2012, cust@ocounts
receivable include unbilled energy revenues of $5dillion and $50.6 million, respectively, on a baxf annual
revenue of $1.3 billion and $1.2 billion in 2013da2012, respectively. Our provision for doubtfutaants included
in Other operating expenses on the accompanyingdlidated Statements of Comprehensive Income was $3
million, $3.4 million and $3.7 million for the yeaended December 31, 2013, 2012 and 2011, resglgctiv

IPL’s basic rates include a provision for fuel soa$ established in IPL’s most recent rate proogedihich last
adjusted IPL'’s rates in 1996. IPL is permitteddoaver actual costs of purchased power and fueluwroad, subject
to certain restrictions. This is accomplished tigtogquarterly Fuel Adjustment Charges (“FAC”) prodiegs, in
which IPL estimates the amount of fuel and purctigeewver costs in future periods. Through thesegedings,

IPL is also permitted to recover, in future rat@sjerestimated fuel and purchased power costs pran periods,
subject to certain restrictions, and thereforeaer or underestimated costs are deferred or ad@né amortized
into fuel expense in the same period that IPL'egare adjusted. See also NoteRegulatory Matters for a
discussion of other costs that IPL is permittedemver through periodic rate adjustment proceeding

In addition, we are one of many transmission sysiamer members of the Midcontinent Independente3yst
Operator, Inc. (“MISQO"), a regional transmissiomanization which maintains functional control otes

combined transmission systems of its members amges one of the largest energy markets in thelb tBe
MISO market, IPL offers its generation and bidsli#gsnand into the market on an hourly basis. MIS®esethese
hourly offers and bids based on locational margimades, which is pricing for energy at a givendtien based on a
market clearing price that takes into account pafdimitations, generation, and demand throughloetMISO
region. MISO evaluates the market participantsrgpeffers and demand bids to economically ancbd}i
dispatch the entire MISO system. IPL accountstiesé hourly offers and bids, on a net basis, inLUTY
OPERATING REVENUES when in a net selling positiodan UTILITY OPERATING EXPENSES — Power
Purchased when in a net purchasing position.

Contingencies

IPL accrues for loss contingencies when the amotitite loss is probable and estimable. IPL is stilifevarious
environmental regulations, and is involved in dertagal proceedings. If IPL’s actual environmergati/or legal
obligations are different from our estimates, theognition of the actual amounts may have a méafenjzact on
our results of operations, financial condition, @agh flows; although that has not been the caseglthe periods
covered by this report. As of December 31, 2013201P, total loss contingencies accrued were $4i®mand
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$3.9 million, respectively, which were includedOther Current Liabilities on the accompanying Cdidsted
Balance Sheets.

Concentrations of Risk

Substantially all of IPL’s customers are locatethim the Indianapolis area. In addition, approxieha66% of
IPL’s full-time employees are covered by collectbargaining agreements in two bargaining unitdhgsizal unit
and a clerical-technical unit. IPL’s contract witte physical unit expires on December 14, 2015thadtontract
with the clerical-technical unit expires Februafy 2017. Additionally, IPL has long-term coal caus with six
suppliers, with about 30% of our existing coal unctentract coming from one supplier. Substantiallyof the coal
is currently mined in the state of Indiana.

Allowance For Funds Used During Construction

In accordance with the Uniform System of Accountespribed by FERC, IPL capitalizes an allowancelernet
cost of funds (interest on borrowed funds and aageable rate of return on equity funds) used faistwiction
purposes during the period of construction witlbaesponding credit to income. IPL capitalized antswsing
pretax composite rates of 8.6%, 8.4%, and 8.6%ndgWw013, 2012 and 2011, respectively.

Utility Plant and Depreciation

Utility plant is stated at original cost as defirfed regulatory purposes. The cost of additionstiiity plant and
replacements of retirement units of property agéd to plant accounts. Units of property replameabandoned
in the ordinary course of business are retired ftioenplant accounts at cost; such amounts, legagml are charged
to accumulated depreciation. Depreciation is comgbibty the straight-line method based on functioat@s
approved by the IURC and averaged 4.0%, 4.0%, &% 8uring 2013, 2012 and 2011, respectively. Daptien
expense was $180.0 million, $175.9 million, and&36nillion for the years ended December 31, 2@032 and
2011, respectively.

Derivatives

We have only limited involvement with derivativeadincial instruments and do not use them for tragimgoses.
IPL accounts for its derivatives in accordance WABC 815‘Derivatives and Hedging.IPL had one interest rate
swap agreement, which was terminated in Novembgt 2®L entered into this agreement as a meansahging
the interest rate exposure on a $40 million unstuariable-rate debt instrument. The interestesaéint amounts
from the swap agreement prior to its terminatiomeareported in the financial statements as a comptoof interest
expense.

In addition, IPL has entered into contracts invadythe physical delivery of energy and fuel. Beestlese
contracts qualify for the normal purchases and absales scope exception in ASC 815, IPL has eldataccount
for them as accrual contracts, which are not aéfuiir changes in fair value.

Fuel, Materials and Supplies

We maintain coal, fuel oil, materials and suppiregntories for use in the production of electyicithese
inventories are accounted for at the lower of cosharket, using the average cost.

Impairment of Long-lived Assets

GAAP requires that we measure long-lived assetgripairment when indicators of impairment existatf asset is
deemed to be impaired, we are required to writerdthe asset to its fair value with a charge toentrearnings.
The net book value of our utility plant assets %2s billion and $2.4 billion as of December 3112@&nd 2012,
respectively. We do not believe any of these assetsurrently impaired. In making this assessmeatconsider
such factors as: the overall condition and genegadind distribution capacity of the assets; theeetqd ability to
recover additional expenditures in the assets, aadDCT projects; the anticipated demand and velgtiicing of
retail electricity in our service territory and wasale electricity in the region; and the costual f
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Income Taxes

IPL includes any applicable interest and penattidsted to income tax deficiencies or overpaymantbe
provision for income taxes in its Consolidated &tatnts of Comprehensive Income. There were noeisiter
penalties applicable to the periods containedigréport.

Deferred taxes are provided for all significant pamary differences between book and taxable incdihe.effects
of income taxes are measured based on enactediavsites. Such differences include the use olerated
depreciation methods for tax purposes, the uséffefent book and tax depreciable lives, ratesiargervice dates
and the accelerated tax amortization of pollutiontml facilities. Deferred tax assets and liala@$tare recognized
for the expected future tax consequences of egiglifierences between the financial reporting andréporting
basis of assets and liabilities. Those income taggable which are includable in allowable costsédemaking
purposes in future years are recorded as regulagssts with a corresponding deferred tax liabilityestment tax
credits that reduced federal income taxes in tlaesythey arose have been deferred and are beingizeddo
income over the useful lives of the propertiesdocaidance with regulatory treatment. Contingetiliges related
to income taxes are recorded in accordance with A8LCIncome Taxes.”

Cash and Cash Equivalents

We consider all highly liquid investments purchaséih original maturities of three months or lesshee date of
acquisition to be cash equivalents.

Repair and Maintenance Costs

Repair and maintenance costs are expensed asadcurr

Per Share Data

IPL is a wholly-owned subsidiary of IPALCO and doed report earnings on a per-share basis.
New Accounting Pronouncements

Fair Value Measurement (Topic 820)

In May 2011, the Financial Accounting Standards@dq&-ASB”) issued Accounting Standards Update Td20
“Fair Value Measurement Amendments to Achieve ConfraiolYalue Measurement and Disclosure Requirements
in U.S. Generally Accepted Accounting Principled &mternational Financial Reporting Standarti3 he
amendments in this update result in common faineraheasurement and disclosure requirements undaP@ad
International Financial Reporting Standards. Cousatly, the amendments change the terminology tesed
describe many of the requirements under GAAP faasueng fair value and for disclosing informatidyoat fair
value measurements. For many of the requiremdr@$;ASB does not intend for the amendments inubéate to
result in a change in the application of the regients in Topic 820. Some of the amendments cli&§FASB’s
intent about the application of existing fair valmeasurement requirements. Other amendments chgpayticular
principle or requirement for measuring fair valudar disclosing information about fair value measuents. The
amendments in this update were effective for IPgitmng January 1, 2012 and did not have a mateffatt on
IPL’s consolidated financial statements.

Comprehensive Income (Topic 220)

In June 2011, the FASB issued Accounting Standdpttate Topic 220Presentation of Comprehensive Income
Under the amendments in this update, an entityHesption to present the total of comprehensicerime, the
components of net income, and the components ef attmprehensive income either in a single contisuo
statement of comprehensive income or in two sepdmait consecutive statements. The amendmentssimpliate
were effective for IPL beginning January 1, 2018 did not have a material effect on IPL’s consdkdifinancial
statements.
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Reporting of Amounts Reclassified Out of Accumdl@ther Comprehensive Income

In February 2013, the FASB issued Accounting Stedelblpdate No. 2013-02Reporting of Amounts Reclassified
Out of Accumulated Other Comprehensive Incbmegjuiring companies to present current periodassifications
out of accumulated other comprehensive income (“RDEor significant items reclassified out of AO®I net
income in their entirety in the period, companiasstireport the effect of the reclassifications loa tespective line
items in the statement where net income is predehtecertain circumstances, this can be done erfiabe of that
statement. Otherwise, it must be presented in desn The amendments in this update are effeativiPL

beginning January 1, 2013 and did not have a nadigffiect on IPL’s consolidated financial statensent

3. REGULATORY MATTERS
General

IPL is subject to regulation by the IURC as tosisvices and facilities, the valuation of propetttyg construction,
purchase, or lease of electric generating fadilitibe classification of accounts, rates of deptamni, retail rates and
charges, the issuance of securities (other thatesees of indebtedness payable less than twelvéhmafter the
date of issue), the acquisition and sale of sonmdigutility properties or securities and certather matters.

In addition, IPL is subject to the jurisdictiontbie FERC with respect to short-term borrowing mgfulated by the
IURC, the sale of electricity at wholesale andtta@smission of electric energy in interstate commagthe
classification of accounts, reliability standardsd the acquisition and sale of utility propertyértain
circumstances as provided by the Federal PowerA&ch regulated entity, IPL is required to useaiaraccounting
methods prescribed by regulatory bodies which nitigrdrom those accounting methods required tabed by
unregulated entities.

IPL is also affected by the regulatory jurisdictiofithe U.S. Environmental Protection Agency (“EpAt the
federal level, and the Indiana Department of Envinental Management at the state level. Other sogmif
regulatory agencies affecting IPL include, butmoelimited to, North American Electric Reliabilitgorporation,
the U.S. Department of Labor and the Indiana Odibopal Safety and Health Administration.

Fuel Adjustment Charge and Authorized Annual Jurisdctional Net Operating Income

IPL may apply to the IURC for a change in IPL’sIfabarge every three months to recover IPL’s estohéuel
costs, including the energy portion of purchaseggyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegpawboth so as to provide electricity to its ilatastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electfitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelveonth
operating income, determined at quarterly measunedees, exceeds a utility’s authorized annudddgiictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagainst which
the excess rolling twelve-month jurisdictional nperating income can be offset.

Environmental Compliance Cost Recovery AdjustmentECCRA”)

IPL may apply to the IURC for approval of a ratgustinent known as the Environmental Compliance Cost
Recovery Adjustment (‘ECCRA”) every six months ézover costs to install and/or upgrade CCT equipmen
The total amount of IPL’s CCT equipment approvedEG€CRA recovery as of December 31, 2013 was $618.9
million. The jurisdictional revenue requirementttixas approved by the IURC to be included in IPftes for the
six-month period from September 2013 through Felyra@14 was $51.0 million. During the years ended
December 31, 2013, 2012 and 2011, we made total &@&nditures of $126.6 million, $15.0 million, a$64.4
million, respectively. The vast majority of suctstoare recoverable through our ECCRA filings.
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Demand-Side Management and IPL's Smart Energy Projet

In 2009, the IURC issued a Generic DSM Order thanél that electric utilities subject to its juristibn must meet
an overall goal of annual cost-effective DSM praogsahat reduce retail kwWh sales (as compared td saias
would have been excluding the DSM programs) of 2¥eyear by 2019 (beginning in 2010 at 0.3% and grguo
2.0% in 2019, and subject to certain adjustmeiits. IURC also found that all jurisdictional electditilities have
to participate in five initial, statewide core DSWbgrams, which are administered by a third-padityiaistrator.
Consequently, our DSM spending, both capital aretating, began increasing significantly in 2010 altl
continue to increase in 2014, which will likely tex our retail energy sales and the associateduege

In November 2011, IPL received approval from th&(@Jfor its plan to comply with the IJURC'’s GeneriSB
Order, including spending of up to $54.5 milliomabgh December 31, 2013 and the opportunity fofoperance-
based incentives. In November 2013, the IURC apgat a one-year extension of IPL's DSM programduiting
spending of up to $24.8 million, plus the authotayoll-over any unspent funds from the previouddpet that
ended in 2013. The order also allowed for addifispanding of up to $2.5 million if deemed necegsameet the
reductions established by the Generic DSM Order.

In February 2013, the IURC initiated a generic stigation into self-directed DSM programs for cariarge
customers. In January 2014, the IURC initiatedw& generic investigation into whether these ceriaige
customers should be required to participate in OBdfjrams and any associated impacts on a utibtyraial
energy efficiency goals established by the IURC&n&ic DSM Order. The IURC also found the Febrizdyy3
investigation should be held in abeyance pendiedWRC'’s decision in the 2014 DSM investigation February
2014, the IURC issued an order setting a procedatadule in regards to this matter, including aring scheduled
to commence on June 5, 2014.

In 2010, IPL was awarded a smart grid investmeaitigior $20 million as part of its $48.9 million 8mEnergy
Project (including smart grid technology), whiclopides IPL’s customers with tools to help them melffeciently
use electricity and included an upgrade of IPL&c#Eic delivery system infrastructure. Under thangrthe U.S.
Department of Energy provided $20 million of norghbe reimbursements to IPL for capitalized cosseasted
with IPL’s Smart Energy Project. These reimbursets@rere accounted for as a reduction of the capa@lSmart
Energy Project costs. We received the final gramhbursement in 2013.

Wind and Solar Power Purchase Agreements

We are committed under a power purchase agreem@nirthase approximately 100 MW of wind-generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind-generatedtatgty for 20 years from a project in Minnesotghich
began commercial operation in October 2011. We lzds® 98 MW of solar-generated electricity underticact in
2014, of which 42 MW was in operation as of Decengfe 2013. We have authority from the IURC to remcthe
costs for all of these agreements through an adgrst mechanism administered within the FAC.

MISO Real Time Revenue Sufficiency Guarantee

MISO collects Revenue Sufficiency Guarantee (“RS&iarges from market participants to pay for getieara
dispatched when the costs of such generation dneoovered in the market clearing price. Overthst several
years, there have been disagreements betweenstetdgarties regarding the calculation methodofogRSG
charges and how such charges should be allocatedgathe individual MISO participants. Under the haetology
currently in effect, RSG charges have little effestiPL’s financial statements as the vast majarftguch charges
are considered to be fuel costs and are recovettatolegh IPL’'s FAC, while the remainder are beimdedred for
future recovery in accordance with GAAP. Howevkg lURC's orders in IPL's FAC 77, 78 and 79 prodegs
approved IPL’'s FAC factor on an interim basis, sgbjo refund, pending the outcome of a FERC prdioge
regarding RSG charges and any subsequent appesdértim. In IPL's most recent FAC proceeding, IRQuested
that the subject to refund designation be remowelthat FAC 77, 78 and 79 proceedings be madeiitalno
modifications.
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MISO Transmission Expansion Cost Sharing and FERC @ler 1000

Beginning in 2007, MISO transmission system ownenters including IPL began to share the costs of
transmission expansion projects with other transimissystem owner members after such projects agpeoved
by the MISO board of directors. Upon approval by iSO board of directors the transmission systemey
members must make a good faith effort to build angay for the projects. Costs allocated to IPLther projects of
other transmission system owner members are cetldnt MISO per their tariff.

On July 21, 2011, the FERC issued Order 1000, aingrtde transmission planning and cost allocation
requirements established in Order No. 890. Thradgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéssamend their open access transmission tariffeescribe how
public policy requirements will be considered indband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neiggptiansmission planning regions for interregidaallities.

MISO'’s approved tariff in part already compliestwidrder 1000. However, Order 1000 will result irobes to
transmission expansion costs charged to us by M&©h changes relate to public policy requireméots
transmission expansion within the MISO footprint¢is as to comply with renewable mandates of ottaes
within the footprint. These charges are difficolteistimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apaloVhrough
December 31, 2013, we have deferred as a regulasset, $2.2 million of MISO transmission expangiosts.

Senate Bill 560

In April 2013, Senate Bill 560 became law in IndianThis law provides more regulatory flexibility the current
process for reviewing necessary utility system impments and determining appropriate rates. S&ih&60
allows utilities to propose a seven-year infragtice plan for distribution, transmission and ster&gthe IURC
and, if the plan is considered reasonable by tiRQlxhe utility could recover its investment inifdies identified
in the plan in a timely manner. In addition, whediaina utilities apply for a change in their basites and charges,
if new rates are not approved by the IURC withif 8ys after the utility filed its case-in-chidfetbill allows the
utility to implement temporary rates including 5@¥¢the proposed increase. Such temporary ratesdwmibubject
to a reconciliation implemented via a credit orchiarge in equal amounts each month for six moifttse IURC'’s
final order established rates were to differ frdva temporary rates previously placed into effebe TURC would
be allowed to extend the 300-day deadline by 6@ d@y good cause. Both provisions, as well asdalitianal
provision that allows utilities to utilize a forwddooking test year in rate cases, recognize tpdalantensive
nature of the energy industry and seek to reduce tietween a utility’s investment and the oppotyutu recover
the investment through rates.
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4. UTILITY PLANT IN SERVICE

The original cost of utility plant in service segagded by functional classifications, follows:

As of December 31,

2013 2012
(In Thousands)
Production $ 2,743,677 $ 2,708,826
Transmission 256,892 249,577
Distribution 1,283,391 1,249,445
General plant 194,792 174,686
Total utility plant in service $ 4,478,752 $ 4,382,534

Substantially all of IPL’s property is subject t&4,025.3 million direct first mortgage lien, as@écember 31,
2013, securing IPL’s first mortgage bonds. Proparigler capital leases as of December 31, 2013 @t ®as
insignificant. Total non-contractually or legallgquired removal costs of utility plant in servicebecember 31,
2013 and 2012 were $605.2 million and $575.9 nmlli@spectively and total contractually or legaéguired
removal costs of utility plant in service at DecemB1, 2013 and 2012 were $41.4 million and $17lEom,
respectively. Please see NotéAsset Retirement Obligationdor further information.

IPL anticipates material additional costs to compith various pending and final federal legislateomd regulations
and it is IPL’s intent to seek recovery of any aiddial costs. The majority of the expendituresdonstruction
projects designed to redusfur dioxides and mercury emissions are recovertabom jurisdictional retail
customers as part of IPL's CCT projects, howeviegesjurisdictional retail rates are subject toulatpry approval,
there can be no assurance that all costs will bevered in rates.
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5. FAIR VALUE MEASUREMENTS
Fair Value Hierarchy

ASC 820 defined and established a framework forsmeag fair value and expands disclosures abouvédue
measurements for financial assets and liabilities are adjusted to fair value on a recurring baistBor financial
assets and liabilities that are measured at féirevan a nonrecurring basis, which have been aaljust fair value
during the period. In accordance with ASC 820, aeehcategorized our financial assets and liakilitiet are
adjusted to fair value, based on the priority @f ithputs to the valuation technique, following theee-level fair
value hierarchy 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 pricessfriuments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefawn assumptions about the inputs used in prithiegasset or
liability.

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgther speculative purposes. The estimated &irevof financial
instruments has been determined by using avaitabl&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 December 31, 2013 and 2012, our cash equitsat®nsisted of money market funds. The fair valueash
equivalents approximates their book value due éw ghort maturity (Level 1), which was $0.2 mitiand $0.4
million as of December 31, 2013 and 2012, respelstiv

Pension Assets

As of December 31, 2013, IPL’s pension assetsaegnized at fair value in the determination of weiraccrued
pension obligation in accordance with the guiddiastablished in ASC 715 and ASC 820, which is ritesd
below. For a complete discussion of the impaceobgnizing pension assets at fair value, please tefNote 11,
“Pension and Other Postretirement Bengfits

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. Ina@edircumstances, the market for such securit&s imactive and

therefore the valuation was adjusted to considangbs in market spreads for similar securities oAdiagly, the
purpose of this disclosure is not to approximatev@lue on the basis of how the debt might be aefied.
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The following table shows the face value and tleviaue of fixed rate and variable rate indebtesdin@.evel 2) for
the periods ending:

December 31, 2013 December 31, 2012
Face Value Fair Value Face Value Fair Value
(In Millions)
Fixed-rate $ 1,025.3 $ 1,077.1 $ 965.3 $ 1,144.3
Variable-rate 50.0 50.0 50.0 50.0
Total indebtedness $ 1,075.3 $ 1,127.1 $ 1,0153 $ 1,194.3

The difference between the face value and the iceymalue of this indebtedness represents unanedrtiiscounts
of $1.3 million and $1.1 million at December 31,120and December 31, 2012, respectively.

Other Financial Assets and Liabilities

IPL did not have any financial assets or liabitmeasured at fair value on a nonrecurring basigshahave been
adjusted to fair value during the periods covengthis report. As of December 31, 2013 and 201Zeatluding
pension assets — see Note Hefision and Other Postretirement Ben&fitd IPL's financial assets or liabilities
measured at fair value on a recurring basis wemnsidered Level 3, based on the fair value hierarhg following
table presents those financial assets and liasiliti

Fair Value Measurements
Using Level 3 at
December 31, 2013  December 31, 2012
(In Thousands)

Financial assets:
Financial transmission rights $ 4288 $ 2,419
Total financial assets measured at fair value $ 4288 $ 2,419

Financial liabilities:
Other derivative liabilities
Total financial liabilities measured at fair value

155 $ 170
155 $ 170

A&
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The following table sets forth a reconciliationfisfancial instruments, measured at fair value oecarrring basis,
classified as Level 3 in the fair value hierarchgté, amounts in this table indicate carrying vajwehich
approximate fair values):

Derivative Financial

Instruments, net Investments in
Liability Debt Securities Total
(In Thousands)
Balance at January 1, 2011 $ (7,461) $ 41,669 $ 34,208
Unrealized gain recognized in OCI — 331 331
Unrealized losses recognized in earnings (15) — (15)
Unrealized loss recognized as a regulatory ligbilit (5,095) — (5,095)
Issuances 8,085 — 8,085
Settlements 7,084 (42,000) (34,916)
Balance at December 31, 2011 $ 2,598 $ — 3 2,598
Unrealized gain recognized in earnings 11 — 11
Issuances 8,832 — 8,832
Settlements (9,192) — (9,192)
Balance at December 31, 2012 $ 2,249 $ — 3 2,249
Unrealized gain recognized in earnings 15 — 15
Issuances 13,621 — 13,621
Settlements (11,752) — (11,752)
Balance at December 31, 2013 $ 4133 $ — $ 4,133

Valuation Techniques
Financial Transmission Rights

In connection with IPL’s participation in MISO, the second quarter of each year IPL is grantedhdiiah
instruments that can be converted into cash omieinhTransmission Rights (“FTRs”) based on IPIdseicasted
peak load for the period. FTRs are used in the Mh&®ket to hedge IPL’s exposure to congestion @srghich
result from constraints on the transmission syst@in.converts all of these financial instrument®iRTRs. IPL’'s
FTRs are valued at the cleared auction prices Té&tsHn the MISO’s annual auction. Because of tfieequent
nature of this valuation, the fair value assigreethe FTRs is considered a Level 3 input undefahiesalue
hierarchy required by ASC 820. An offsetting regaitg liability has been recorded as these reveouessts will
be flowed through to customers through the FACséah, there is no impact on our Consolidated Staésiof
Comprehensive Income.

6. REGULATORY ASSETS AND LIABILITIES

Regulatory assets represent deferred costs otstbdt have been included as allowable costseafitsrfor
ratemaking purposes. IPL has recorded regulat@gtasr liabilities relating to certain costs adits as authorized
by the IURC or established regulatory practicesdcordance with ASC 980. IPL is amortizing non tebated
regulatory assets to expense over periods rangimg I to 35 years. Tax-related regulatory assgiesent the net
income tax costs to be considered in future regoygtroceedings generally as the tax-related ansoang paid.

112



The amounts of regulatory assets and regulatdoifitias at December 31 are as follows:

2013 2012 Recovery Period

(In Thousands)
Regulatory Assets

Current:
Deferred fuel $ — $ 1,332 Through 2014Y
Environmental project costs 2,409 3,574 Through 2014Y
Total current regulatory assets 2,409 4,906
Long-term:
Unrecognized pension and other 183,757 341,471 Various
postretirement benefit plan costs
Income taxes recoverable through rates 1,9 44,259 Various
Deferred MISO costs 97,540 89,479 To be determinéd
Unamortized Petersburg Unit 4 carrying 242 14,803 Through 2026V
charges and certain other costs
Unamortized reacquisition premium on debt 5,823 27,510 Over remaining life of
Environmental project costs 5,505 5,935 Through 2029
Other miscellaneous 538 382 To be determinéd
Total long-term regulatory assets 369,447 523,839
Total regulatory assets $ 371,856 $ 528,745
Regulatory Liabilities
Current:
Deferred fuel 2,600 —
FTR's $ 4,288 $ 2,419 Through 2014"
Fuel related 2,500 2,500 Through 2014"
DSM program costs 3,048 5,556 Through 2014Y
Total current regulatory liabilities 12,436 10,475
Long-term:
ARO and accrued asset removal costs 580,865 559,760 Not Applicable
Unamortized investment tax credit 4,317 5,307 Through 2021
Fuel related 571 5,277 To be determinéd
Total long-term regulatory liabilities 585,753 570,344
Total regulatory liabilities $ 598,189 $ 580,819

™ Recovered (credited) per specific rate orders

@ Recovery is probable but timing not yet determined
®  Recovered with a current return
@ per IURC Order, offset MISO transmission expansiasts beginning October 2011
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Deferred Fuel

Deferred fuel costs are a component of currentlaégiy assets and are expected to be recoveredgihfoture
FAC proceedings. IPL records deferred fuel in adance with standards prescribed by the FERC. Tfezrdd fuel
adjustment is the result of variances between estidifuel and purchased power costs in IPL's FA€Caatual fuel
and purchased power costs. IPL is generally pegcthitt recover underestimated fuel and purchasee@poests in
future rates through the FAC proceedings and thesahe costs are deferred when incurred and aredrinto fuel
expense in the same period that IPL’s rates arestat] to reflect these costs.

Deferred fuel was a regulatory liability of $2.6llion as of December 31, 2013 and a regulatorytaxfsil.3
million as of December 31, 2012. The deferred asslet decreased $3.9 million in 2013 as a resliRlo€harging
more for fuel than our actual costs to our juriidital customers.

Unrecognized Pension and Postretirement Benefit PlaCosts

In accordance with ASC 7I'®ompensation — Retirement Benefiaiid ASC 980, we recognize a regulatory asset
equal to the unrecognized actuarial gains and $ossd prior service costs. Pension expenses asedezstbased on
the benefit plan’s actuarially determined pensiahility and associated level of annual expensdsetoecognized.
The other postretirement benefit plan’s deferregkfiecost is the excess of the other postretirdrenefit liability
over the amount previously recognized.

Income Taxes Recoverable Through Rates

This amount represents the portion of deferredrimetaxes that we believe will be recovered thrdudlre rates,
based upon established regulatory practices, wiechit the recovery of current taxes. Accordingiys regulatory
asset is offset by a deferred tax liability aneéxpected to be recovered, without interest, oveptriod underlying
book-tax timing differences reverse and becomeetiitiaxes.

Deferred MISO Costs

These consist of administrative costs for transimmsservices, transmission expansion cost shaaimg certain
other operational and administrative costs fromMi®0O market. IPL received orders from the IURCt tipanted
authority for IPL to defer such costs and seekvenpin a future basic rate case. Recovery of thests is
believed to be probable, but not certain. See BgtRegulatory Matters.”

Asset Retirement Obligation and Accrued Asset Rema¥ Costs

In accordance with ASC 715 and ASC 980, IPL, aletgd utility, recognizes the cost of removal comgat of its

depreciation reserve that does not have an assdd&gal retirement obligation as a deferred lighiT his amount
is net of the portion of legal Asset Retirementi@dgions (“ARQO”) costs that is currently being rgeced in rates.
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7. ASSET RETIREMENT OBLIGATIONS

ASC 410“Asset Retirement and Environmental Obligatiorsafdresses financial accounting and reportingefgall
obligations associated with the retirement of Itimgd assets that result from the acquisition, trorasion,
development and/or normal operation. A legal oliggafor purposes of ASC 410 is an obligation thgtarty is
required to settle as a result of an existing statute, ordinance, written or oral contract ordbetrine of
promissory estoppel.

IPL’s ARO relates primarily to environmental issuegolving asbestos, ash ponds, landfills and nliseeous
contaminants associated with its generating plaragssmission system and distribution system. Bliewing is a
reconciliation of the ARO legal liability year ebalances:

2013 2012
(In Millions)

Balance as of January 1 $ 176 $ 16.6
Liabilities incurred - ash pond adjustments 22.7 —
Accretion expense 1.1 1.0

Balance as of December 31 $ 414 $ 17.6

Additional liabilities of $22.7 million were incued in 2013 for adjustments recorded to the estidnARO liability
for IPL’s ash ponds. As of December 31, 2013 artR2CPL did not have any assets that are legadliricted for
settling its ARO liability.
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8. SHAREHOLDER'S EQUITY
Capital Stock

All of the outstanding common stock of IPL is owrlsdIPALCO. IPL's common stock is pledged under
IPALCO'’s $400 million of 7.25% Senior Secured Notiere April 1, 2016 (“2016 IPALCO Notes”) and $400
million of 5.00% Senior Secured Notes due May 1,&202018 IPALCO Notes”). There have been no charige
the capital stock of IPL during the three yearseehBecember 31, 2013.

Paid In Capital

On July 31, 2013, IPALCO received an equity capitaitribution of $49.1 million from AES for fundimeeds
related to IPL’s environmental construction progréfALCO then made the same equity capital contidiouto
IPL.

Dividend Restrictions

IPL’s mortgage and deed of trust and its amendegdes of incorporation contain restrictions on 1®hbility to
issue certain securities or pay cash dividenddo&pas any of the several series of bonds of #8Led under its
mortgage remains outstanding, and subject to ceetaieptions, IPL is restricted in the declaradod payment of
dividends, or other distribution on shares of @pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratbfn the mortgage, after December 31, 1939. fireuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 313,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made aisIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsehdpart for payment.

IPL is also restricted in its ability to pay diviugs if it is in default under the terms of its dtedyreement, which
could happen if IPL fails to comply with certainvemants. These covenants, among other things,reetiRli to
maintain a ratio of total debt to total capitalizatnot in excess of 0.65 to 1, in order to payd#énds. As of
December 31, 2013 and as of the filing of this red®L was in compliance with all covenants andenent of
default existed.

Cumulative Preferred Stock of Subsidiary

IPL has five separate series of cumulative pretesteck. Holders of preferred stock are entitledeteive
dividends at rates per annum ranging from 4.0%66%. During each year ended December 31, 2012 20d
2011, total preferred stock dividends declared &€ million. Holders of preferred stock are detltto two votes
per share for IPL matters, and if four full qualstetividends are in default on all shares of thef@ired stock then
outstanding, they are entitled to elect the smiafiamber of IPL directors to constitute a majoafyPL’s board of
directors. Based on the preferred stockholderditalbd elect a majority of IPL's board of direc®in this
circumstance, the redemption of the preferred shiareonsidered to be not solely within the conbfahe issuer
and the preferred stock was considered temporamgyeand presented in the mezzanine level of titbted
consolidated balance sheets in accordance witretbeant accounting guidance for non-controllingiasts and
redeemable securities. IPL has issued and outsigua®i0,000 shares of 5.65% Preferred Stock, whiemaw
redeemable at par value, subject to certain réstni in whole or in part. Additionally, IPL hag 853 shares of
preferred stock which are redeemable solely abgtion of IPL and can be redeemed in whole or i @any time
at specific call prices.
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At December 31, 2013, 2012 and 2011, preferredkstonsisted of the following:

December 31, 2013 December 31,
Shares 2013 2012 2011
Outstanding Call Price Par Value, plus premium, if applicable

(In Thousands)
Cumulative $100 par value,
authorized 2,000,000 shares

4% Series 47,611% 118.00 $ 5,410 $ 5410 $ 5,410
4.2% Series 19,331 103.00 1,933 1,933 1,933
4.6% Series 2,481 103.00 248 248 248
4.8% Series 21,930 101.00 2,193 2,193 2,193
5.65% Series 500,000 100.00 50,000 50,000 50,000

Total cumulative preferred stock 591,353 $ 59,784 $ 59,784 $ 59,784

9. INDEBTEDNESS
Restrictions on Issuance of Debt

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBh&at-
term indebtedness must be approved by the FERCh#Blapproval from FERC to borrow up to $500 nillad
short-term indebtedness outstanding at any timmugir July 28, 2014. As of December 31, 2013, IRb &las
authority from the IURC to, among other thingsuiessip to $425 million in aggregate principal amoafibng-
term debt and refinance up to $171.9 million instirg indebtedness through December 31, 2016,@ahdve up to
$500 million of long-term credit agreements andiiliity facilities outstanding at any one time. IRIso has
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andifgncial
covenant restrictions under our existing debt @tians. Under such restrictions, IPL is generdligveed to fully
draw the amounts available on its credit faciligfinance existing debt and issue new debt apprbyate IURC
and issue certain other indebtedness.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéarrow
money or refinance existing indebtedness are &ffielsy our credit ratings. In addition, the applieabterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditrrgs of AES and/or IPALCO could result in IPL’s dreratings
being downgraded.
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Long-Term Debt

The following table presents our long-term indebtess:

December 31,
Series Due 2013 2012
(In Thousands)

IPL First Mortgage Bonds (see below):

6.30% July 2013 $ — $ 110,000
4.9094% January 2016 30,000 30,000
4.9094% January 2016 41,850 41,850
4.9094% January 2016 60,000 60,000
5.40%4" August 2017 24,650 24,650
3.875%” August 2021 55,000 55,000
3.875%” August 2021 40,000 40,000
4.55%? December 2024 40,000 40,000
6.60% January 2034 100,000 100,000
6.05% October 2036 158,800 158,800
6.60% June 2037 165,000 165,000
4.875% November 2041 140,000 140,000
4.65% June 2043 170,000 —
Unamortized discount — net (1,339) (1,096)
Total IPL first mortgage bonds 1,023,961 964,204
Less: Current Portion of Long-term Debt — 110,000
Net Consolidated IPL Long-term Debt 1,023,961 854,204

@ First Mortgage Bonds are issued to the city of Bbigg, Indiana, to secure the loan of proceeds frarious tax-exempt instruments

issued by the city.
@ First Mortgage Bonds are issued to the Indianarfe@uthority, to secure the loan of proceeds fthentax-exempt bonds issued by the

Indiana Finance Authority.
IPL First Mortgage Bonds and Indiana Finance AutlhoBond Issuances

The mortgage and deed of trust of IPL, togethehn Wit supplemental indentures thereto, securdrgtarfortgage
bonds issued by IPL. Pursuant to the terms of thegage, substantially all property owned by IPkubject to a
first mortgage lien securing indebtedness of $1®#jllion as of December 31, 2013. The IPL firgirtgage
bonds require net earnings as calculated thereulnedat least two and one-half times the annuateste
requirements before additional bonds can be altaetl on the basis of property additions. IPL wasompliance
with such requirements as of December 31, 2013.

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipalunt of $40.0 million of 3.875% EnvironmentatHities
Refunding Revenue Bonds Series 2011B (Indianapaliger & Light Company Project) due August 2021 .cAils
September 2011, IPL issued $95.0 million aggrepeteipal amount of first mortgage bonds to theidna
Finance Authority at 3.875% to secure the loanrotpeds from these two series of bonds issuedeinthana
Finance Authority. Proceeds of these bonds were tgseetire $40.0 million of existing 5.75% IPLdtrmortgage
bonds, and for the construction, installation agdigping of pollution control facilities, solid wiesdisposal
facilities and industrial development projectsRit’s Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering wagrproximately $138.2 million, after deducting thitial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the foll@nontstanding indebtedness, including redempti@mpims of
$1.6 million and to pay related fees and expenses:
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*  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti€@gB $eries, Indianapolis Power & Light Company
Project (“1995B Bonds”"), variable rate, due 2023;

«  $20.0 million aggregate principal amount of they@it Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series, Indianapolis PowerghtlCompany Project, 5.90% Series, due 2024;

«  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series, Indianapolis Power & Light @any Project, 5.95% Series, due 2029;

«  $20.0 million aggregate principal amount of they@it Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series, Indianapolis Power & Light CampProject, 6.375% Series, due 2029; and

e $17.35 million aggregate principal amount of thdidma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998ahapolis Power & Light Company Project, 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipeyment on the
interest rate swap related to the 1995B Bonds weNter 2011. In accordance with ASC 980, the istenae
swap termination payment is being amortized to rgp@ver the term of the newly issued debt.

In June 2013, IPL issued $170 million aggregateqypial amount of first mortgage bonds, 4.65% Sedas June
2043. Net proceeds from this offering were apprataty $167.9 million, after deducting the initialnohasers’
discount and fees and expenses for the offeringlgayoy IPL. The net proceeds from the offeringawased in
June of 2013 to finance the redemption of $110ionilaggregate principal amount of IPL first mortgdmpnds,
6.30% Series, due July 2013, and to pay relates] tegoenses and applicable redemption prices. \&tk alb
remaining proceeds to finance a portion of our @mmental construction program and for other gdremgorate
purposes.

Accounts Receivable Securitization

IPL formed IPL Funding in 1996 as a special-purpastity to purchase receivables originated by IBtspant to a
receivables purchase agreement between IPL an&uRding. IPL Funding also entered into a sale itgcls
defined in the Second Amended and Restated Redes/8ble Agreement, dated as of June 25, 2009, g
IPL Funding Corporation, as the Seller, IndianapBlower & Light Company, as the Collection Agerdy& Bank
of Scotland plc, as the Agent, the Liquidity Praanisland Windmill Funding Corporation (“Receivab®zde
Agreement”), which matured as extended on OctodeP@12. At that time, Citibank, N.A. and its affie, CRC
Funding, LLC, replaced The Royal Bank of Scotlafddgnd Windmill Funding Corporation as Agent anddstor,
respectively, collectively now referred to as tiRifchaser.” This agreement has since been renaweldy and,
as such, currently is set to mature on OctobeRQ04.

Pursuant to the terms of the Receivables Sale Awgat the Purchasers agree to purchase from IPdifgion a
revolving basis, interests in the pool of receiealpurchased from IPL up to the lesser of (1) anumtndetermined
pursuant to the sale facility that takes into act@ertain eligibility requirements and reservdatieg to the
receivables, or (2) $50 million. That amount wa® #fillion as of December 31, 2013 and Decembe812. As
collections reduce accounts receivable includetienpool, IPL Funding sells ownership interestadditional
receivables acquired from IPL to return the ownigrgfiterests sold to the maximum amount permittgdhle sale
facility. IPL Funding is included in the ConsoliddtFinancial Statements of IPL.

ASC 860 requires specific disclosures for transééfinancial assets to the extent they are coneitienaterial to
the financial statements. Taking into considerati@obligation to the Purchasers is now treatetkeas on
IPALCO's consolidated balance sheet, the followdigrussion addresses those disclosures that maeagem
believes are material to the financial statements.

IPL retains servicing responsibilities in its rale collection agent on the amounts due on thersoklvables. Per
the terms of the purchase agreement IPL Funding #ly $0.6 million annually in servicing fees. Alm

accordance with the purchase agreement, the rédessare purchased from IPL at a discounted 1fa8586 as of
December 31, 2013 facilitating IPL Funding’s alilib pay its expenses such as the servicing feeribed above.
No servicing asset or liability is recorded sinice servicing fee paid to IPL approximates a marit. However,
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the Purchasers assume the risk of collection optiehased receivables without recourse to IPhénevent of a
loss.

The total fees paid to the Purchasers recognizetiesales of receivables were $0.4 million, $0ilion and $0.6
million for the years ended December 31, 2013, 201®2011, respectively. These amounts were indlud®ther
interest on the Consolidated Statements of Compeébe Income.

IPL and IPL Funding have indemnified the Purchaseran after-tax basis for any and all damagesek<laims,
etc., arising out of the facility, subject to cémthmitations defined in the Receivables Sale Agnent, in the event
that there is a breach of representations and négsamade with respect to the purchased receivalld/or certain
other circumstances as described in the Receiv&8allesAgreement.

Under the sale facility, if IPL fails to maintaincartain debt-to-capital ratio, it would constitatétermination
event.” As of December 31, 2013, IPL was in comm@&with such covenant.

In the event that IPL’s long-term senior unsecunesdlit rating falls below BBB- at S&P and Baa3 atddy’s
Investors Service, the facility agent has the hib (i) replace IPL as the collection agent; @ifjddeclare a “lock-
box” event. Under a lock-box event or a terminategnt, the facility agent has the ability to requall proceeds of
purchased receivables of IPL to be directed to-lomk accounts within 45 days of notifying IPL. Ar@nation
event would also (i) give the facility agent theiop to take control of the lock-box account, aiiddive the
Purchasers the option to discontinue the purchbadditional interests in receivables and causepralteeds of the
purchased interests to be used to reduce the Ramthinvestment and to pay other amounts oweledtirchasers
and the facility agent. This would have the effgfateducing the operating capital available to B3Lthe aggregate
amount of such purchased interests in receivaBk® iillion as of December 31, 2013).

Line of Credit

In December 2010, IPL entered into a 5-year $28Bomiunsecured revolving credit facility creditragment (the
“Credit Agreement”) with a syndication of banks.ig Eredit Agreement is a committed line of credit fetters of
credit, working capital and general corporate pagsowvhich matures on December 14, 2015 and baarsshat
variable rates as defined in the Credit Agreentenar to execution, IPL had existing general bagkielationships
with the parties in this agreement. As of Decen#ier2013 and 2012, IPL had no outstanding borrosviongthe
committed line of credit.

Debt Maturities

Maturities on long-term indebtedness subsequebettember 31, 2013, are as follows:

Year Amount
(In Thousands)

2014 $ —
2015 —
2016 131,850
2017 24,650
2018 —
Thereafter 868,800
Total $ 1,025,300
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10. INCOME TAXES

IPL follows a policy of comprehensive interperiatome tax allocation. Investment tax credits relateutility
property have been deferred and are being amorizedthe estimated useful lives of the relategprty.

AES files federal and state income tax returns tvisiensolidate IPALCO and IPL. Under a tax shariggeament
with IPALCO, IPL is responsible for the income tax@ssociated with its own taxable income and rectirel
provision for income taxes as if IPL filed separaimme tax returns. IPL is no longer subject t8.lbr state
income tax examinations for tax years through M&¢h2001, but is open for all subsequent periods.

On May 10, 2011, the state of Indiana enacted HBils&004, which phases in over four years a 2%ucion to
the state corporate income tax rate. Upon enactoféhe law in the second quarter of 2011, anahadjustment to
the deferred tax balances was recorded accorditigetanticipated reversal of temporary differenteshe fourth
quarter of each tax year until the tax rate becdimaswith the 2016 tax year, the reversal of tkmporary
differences is to be re-evaluated and the apprigpaidjustment to the deferred tax balances is ret@rded. The
change in required deferred taxes on plant and-pédated temporary differences for 2013 tax yeaevaluation
resulted in a reduction of the associated regulasset of $0.8 million. The change in requirecedef taxes on
non-property related temporary differences whighraot probable to cause a reduction in future bastmer rates
resulted in a tax benefit of $0.1 million in 20T3e statutory state corporate income tax ratehl?.25% for
2014.

On September 13, 2013, the Internal Revenue Semieased final regulations addressing the acéuisit
production and improvement of tangible property prmposed regulations addressing the dispositiqgrayerty.
These regulations replace previously issued tempoegulations and are effective for tax years beigig on or
after January 1, 2014. We are currently in compgkawith the provisions in the regulations and thenmeo impact
on the financial statements in the periods covesethis report; however, we are evaluating electiand safe
harbor methods available which may significantlgetpe the timing of future income tax payments.

The following is a reconciliation of the beginniagd ending amounts of unrecognized tax benefitthiyears
ended December 31, 2013, 2012 and 2011:

2013 2012 2011
(In Thousands)

Unrecognized tax benefits at January 1 $ 6,138 $ 5354 $ 4,757
Gross increases — current period tax positions 86 9 997 753
Gross decreases — prior period tax positions 0)(39 (213) (156)

Unrecognized tax benefits at December 31 $ 6,734 $ 6,138 $ 5,354

The unrecognized tax benefits at December 31, 2&di2sent tax positions for which the ultimate dxithility is
highly certain but for which there is uncertainboat the timing of such deductibility. Becauselsf tmpact of
deferred tax accounting, other than interest amalgies, the timing of the deductions will not affé¢he annual
effective tax rate but would accelerate the taxnpayts to an earlier period.

Tax-related interest expense and income is repadtqhrt of the provision for federal and stat®ine taxes.

Penalties, if incurred, would also be recognized asmponent of tax expense. There are no intergstnalties
applicable to the periods contained in this report.
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Federal and state income taxes charged to incoenasdiollows:

2013 2012 2011
(In Thousands)

Charged to utility operating expenses:
Current income taxes:

Federal $ 53,937 $ 55,201 $ 54,377
State 15,191 16,641 16,539
Total current income taxes 69,128 71,842 70,916
Deferred income taxes:
Federal (8,048) (3,285) (5,027)
State (1,031) 204 (1,608)
Total deferred income taxes (9,079) (3,081) (6,635)
Net amortization of investment cre (1,501) (1,599) (1,672)
Total charge to utility operating expenses 58,548 67,162 62,609

Charged to other income and deductions:
Current income taxes:

Federal (752) 395 2,883
State (62) 245 916
Total current income taxes (814) 640 3,799
Deferred income taxes:
Federal (13) 10 (5)
State Q) 4 5
Total deferred income taxes (14) 14 —
Net provision to other income and deductions (828) 654 3,799
Total federal and state income tax provisions $ 57,720 $ 67,816 $ 66,408

The provision for income taxes (including net irtmesnt tax credit adjustments) is different thanaheunt
computed by applying the statutory tax rate togeémcome. The reasons for the difference, stateal@ercentage
of pretax income, are as follows:

2013 2012 2011
Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal tax benefit 6.0% 6.5% 6.0%
Amortization of investment tax credits (1.0%) (0.9%) (1.0%)
Depreciation flow through and amortization (0.2%) (0.1%) 0.1%
Additional funds used during construction - equity 0.4% 1.1% 0.6%
Manufacturers’ Production Deduction (Sec. 199) (3.2%) (3.0%) (2.4%)
Other — net 0.4% 0.9% 0.4%
Effective tax rate 37.4% 39.5% 38.7%

Internal Revenue Code Section 199 permits taxpagestaim a deduction from taxable income attrilblgao
certain domestic production activities. IPL’s etecproduction activities qualify for this deduatioBeginning in
2010 and thereatfter, the deduction is equal to Btheotaxable income attributable to qualifying guotion activity.
The tax benefit associated with the Internal ReeeBade Section 199 domestic production deductio26d2 and
2011 was $5.1 million and $4.0 million, respectiv@lhe benefit for 2013 is estimated to be $4.9ionil

The significant items comprising IPL’s net accuntedadeferred tax liability recognized on the audlite
Consolidated Balance Sheets as of December 31,1 2012, are as follows:
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2013 2012
(In Thousands)

Deferred tax liabilities:

Relating to utility property, net $ 462,049 $ 475,517
Regulatory assets recoverable through future rates 141,679 197,909
Other 15,005 12,643
Total deferred tax liabilities 618,733 686,069
Deferred tax assets:
Investment tax credit 2,619 3,216
Regulatory liabilities including ARO 239,713 229,025
Employee benefit plans 45,712 114,420
Other 10,545 8,276
Total deferred tax assets 298,589 354,937
Accumulated net deferred tax liability 320,144 331,132
Less: deferred tax asset - current (11,950) (10,782)
Accumulated deferred income taxes — net $ 332,094 $ 341,914

11. PENSION AND OTHER POSTRETIREMENT BENEFITS

Approximately 88% of IPL’s active employees are@®d by the Employees’ Retirement Plan of Indialiapo
Power & Light Company (“Defined Benefit PensioniiP)aas well as the Employees’ Thrift Plan of Indagolis
Power & Light Company (“Thrift Plan”). The Defindgenefit Pension Plan is a qualified defined berpéin,
while the Thrift Plan is a qualified defined cobtrtion plan. The remaining 12% of active employaescovered
by the AES Retirement Savings Plan. The AES Regr@ravings Plan (“RSP”) is a qualified definedtdbation
plan containing a profit sharing component. All aarion new hires are covered under the RSP, whikrhational
Brotherhood of Electrical Workers (“IBEW”) physicahit union new hires are covered under the DefBedefit
Pension Plan and Thrift Plan. The IBEW clericaktg@cal unit new hires are no longer covered undemefined
Benefit Pension Plan but do receive an annual lsamp company contribution into the Thrift Plan. Thisp sum
is in addition to the IPL match of participant adioations up to 5% of base compensation. The DdfiBenefit
Pension Plan is noncontributory and is funded thhoa trust. Benefits are based on each individugleyee’s
pension band and years of service as opposeditatimpensation. Pension bands are based prinanijgb duties
and responsibilities.

Additionally, a small group of former officers atftkir surviving spouses are covered under a fund@dqualified
Supplemental Retirement Plan of Indianapolis Pa&kight Company (“Supplemental Retirement Plan"hel
total number of participants in the plan as of Delser 31, 2013 was 25. The plan is closed to neticgzants.

In addition, IPL provides postretirement healthechenefits to certain active or retired employeesthe spouses
of certain active or retired employees. Approxirhale’8 active employees and 52 retirees (includipguses) were
receiving such benefits or entitled to future béeefs of January 1, 2013. The plan is unfundeés&h
postretirement health care benefits and the relaidligation were not material to the consolidatedricial
statements in the periods covered by this report.
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The following table presents information relatingtie Pension Plans:

Pension benefits
as of December 31,

2013 2012

Change in benefit obligation:
Projected benefit obligation at beginning Measunenixate (see below)
Service cost
Interest cost
Actuarial (gain) loss
Amendments (primarily increases in pension bands)
Benefits paid
Projected benefit obligation at ending Measurenbaie
Change in plan assets:
Fair value of plan assets at beginning Measurebate
Actual return on plan assets
Employer contributions
Benefits paid
Fair value of plan assets at ending Measuremerg Dat
Funded status
Amounts recognized in the statement of financial mtion under ASC 715
Current liabilities
Noncurrent liabilities
Net amount recognized
Sources of change in requlatory assé:
Prior service cost (credit) arising during period
Net loss (gain) arising during period
Amortization of prior service (cost) credit
Amortization of gain (loss)
Total recognized in regulatory assefd

Total amounts included in accumulated other conmgmsive income (loss)
Amounts included in regulatory assets and liabilites®:

Net loss (gain)

Prior service cost (credit)
Total amounts included in regulatory assets (liabities)

(In Thousands)

$ 763600 $ 679,261
9,195 7,986
28,363 30,232
(99,455) 69,099

(1) 7,349
(50,989) (30,327)
650,713 763,600
495,082 426,384
67,791 50,713
49,702 48,312
(50,989) (30,327)
561,586 495,082

$ (89,127) $ (268,518)

$ — 3 —
(89,127) (268,518)

$ (89,127) $ (268,518)

$ — 3 7,350
(128,960) 50,938
(4,916) (4,246)
(22,735) (19,471)

$ (156,611) $ 34,571
NA(1) NA®

$ 162,863 $ 314,557
28,920 33,836

$ 191,783 $ 348,393

@ Represents amounts included in regulatory asidlifies) yet to be recognized as componentseaifprepaid

(accrued) benefit costs.
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Effect of ASC 715

ASC 715 requires a portion of pension and othetrptisement liabilities to be classified as currkalilities to the
extent the following year's expected benefit paytaeme in excess of the fair value of plan asget®ach Pension
Plan has assets with fair values in excess ofdl@fing year's expected benefit payments, no an®have been
classified as current. Therefore, the entire nedwarhrecognized in IPL's Consolidated Balance She&$89.1
million is classified as a long-term liability.

Information for Pension Plans with a projected benét obligation in excess of plan assets

Pension benefits
as of December 31,

2013 2012

(In Thousands)
Benefit obligation $ 650,713 $ 763,600
Plan assets 561,586 495,082
Benefit obligation in excess of plan assets $ 89,127 $ 268,518

IPL’s total benefit obligation in excess of plasets was $89.1 million as of December 31, 2013.@88llion
Defined Benefit Pension Plan and $0.2 million Sepmntal Retirement Plan).

Information for Pension Plans with an accumulated knefit obligation in excess of plan assets

Pension benefits
as of December 31,

2013 2012
(In Thousands)
Accumulated benefit obligation $ 638,048 $ 746,542
Plan assets 561,586 495,082
Accumulated benefit obligation in excess of plagets $ 76,462 $ 251,460

IPL’s total accumulated benefit obligation in exce$ plan assets was $76.5 million as of DecembefG13
($76.3 million Defined Benefit Pension Plan and2h@illion Supplemental Retirement Plan).

Pension Benefits and Expense

The 2013 net actuarial gain of $129.0 million isngised of two parts: (1) a $29.5 million pensi@set actuarial
gain primarily due to the higher than expectedrretin assets, and (2) a $99.5 million pensionliigtactuarial
gain primarily due to an increase in the discoat# used to value pension liabilities. The unrecaghnet loss of
$162.9 million in the Employees’ Retirement Plarirafianapolis Power & Light Company and Supplementa
Retirement Plan of Indianapolis Power & Light Comp#‘Pension Plans”) has accumulated over time arilyn
due to the long-term declining trend in corporatadrates, the lower than expected return on adseitsg the year
2008, and the adoption of new mortality tables Whireased the expected benefit obligation dubddonger
expected lives of participants, since ASC 715 vapged. During 2013, the accumulated net losssigasficantly
decreased due to a combination of (1) higher discates used to value pension liabilities, andg(@gter than
expected return on pension assets. The unrecabnétdoss, to the extent that it exceeds 10%efjtieater of the
benefit obligation or the assets, will be amortiaad included as a component of net periodic beceét in future
years. The amortization period is approximatel\dMears based on estimated demographic data asoceifiber
31, 2013. The projected benefit obligation of $65@illion, less the fair value of assets of $56hiion results in
a funded status of ($89.1 million) at December2i,3.
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Pension benefits for
years ended December 31,
2013 2012 2011
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 9,195 $ 7,986 $ 7,234
Interest cost 28,363 30,232 31,828
Plan settlements — — —
Expected return on plan assets (38,287) (32,554) (32,168)
Amortization of prior service cost 4,916 4,246 4,346
Recognized actuarial loss 22,735 19,471 13,306
Total pension cost 26,922 29,381 24,546
Less: amounts capitalized 2,881 2,497 2,258
Amount charged to expense $ 24,041 $ 26,884 $ 22,288
Rates relevant to each year's expense calculatio
Discount rate — defined benefit pension plan 3.80% 4.56% 5.38%
Discount rate — supplemental retirement plan 3.41% 4.37% 5.09%
Expected return on defined benefit pension plartass 7.25% 7.50% 7.75%
Expected return on supplemental retirement plaetgass 7.25% 7.50% 7.75%

Pension expense for the following year is deterchime of the December 3ineasurement date based on the fair
value of the Pension Plans’ assets, the expectedtym rate of return on plan assets and a discatemused to
determine the projected benefit obligation. In lelsshing our expected long-term rate of return agstion, we
consider historical returns, as well as, the exggb@diture weighted-average returns for each atsst based on the
target asset allocation. For 2013, pension expeasadetermined using an assumed long-term ratetafr on plan
assets of 7.25%. As of the December 31, 2013 mesmunt date, IPL increased the discount rate fr@f28.to
4.92% for the Defined Benefit Pension Plan anddased the discount rate from 3.41% to 4.64% for the
Supplemental Retirement Plan. The discount ratenggson affects the pension expense determinedGa4. In
addition, IPL decreased the expected long-termafteturn on plan assets from 7.25% to 7.00% &ffecdJanuary
1, 2014. The expected long-term rate of returnrapsion affects the pension expense determinedGa42The
effect on 2014 total pension expense of a 25 lpasig increase and decrease in the assumed disadens ($1.5
million) and $1.5 million, respectively. The effemt 2014 total pension expense of a 100 basis puirgase and
decrease in the expected long-term rate of retamplan assets is ($5.9 million) and $5.9 milliosspectively.

Expected amortization
The estimated net loss and prior service costh®iPtension Plans that will be amortized from tlyilatory asset
into net periodic benefit cost over the 2014 plaaryare $9.7 million and $4.9 million, respectivédefined

Benefit Pension Plan of $9.6 million and $4.9 raiilj respectively; and the Supplemental Retireméart 8f $0.1
million and $0.0 million, respectively).
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Pension Assets

Fair Value Measurements

Fair value is defined under ASC 820 as the priae¢ Would be received to sell an asset or paidataster a liability
in an orderly transaction between market partidipanhthe measurement date (i.e., an exit pride).fair value
hierarchy prioritizes the inputs to valuation teicjues used to measure fair value. The hierarchgsgire highest
priority to unadjusted quoted prices in active negslfor identical assets and liabilities (Levehh}l the lowest
priority to unobservable inputs (Level 3) as disadin Note 2.

Purchases and sales of securities are recordedradeadate basis. Interest income is recordecuared. Dividends
are recorded on the ex-dividend date. Net appieni@cludes the Plan’s gains and losses on investsnbought
and sold, as well as held, during the year.

A description of the valuation methodologies used dach major class of assets and liabilities nreasat fair
value follows:

»  Other than common/collective trust funds, hedgelfuand non U.S. treasury debt securities, all tae’'®

investments are actively traded on an open markdt are categorized as Level 1 in the fair value

hierarchy.

* The Plan’s hedge fund investment is valued at settavalue (NAV) of units held by the Plan. Unituea
is determined primarily by references to the funaslerlying assets, which are principally investtagn

another hedge fund which invests in U.S. and imstiéonal equities. The Plan may redeem its ownership

interest in the hedge fund at NAV, with 60 daystio®, on quarterly terms.

« The Plan’s investments in common/collective trusads are valued at the NAV of the units of the
common/collective trust funds held by the Plan aaryend. The Plan may redeem its units of the

common/collective trust funds at NAV daily. The etiive of the common/collective trust funds therAta

invested in is to track the performance of the RUSKD00 Growth or Russell 1000 Value index. These

NAVs have been determined based on the market \@&lube underlying equity securities held by the
common/collective trust funds.

* The Plan’s investments in corporate bonds, murlidipads, and U.S. Government agency fixed income

securities are valued from third-party pricing sms, but they generally do not represent transagtices
for the identical security in an active market does it represent data obtained from an exchange.

e The Plan’s investments in hedge funds, commonfdlie trust funds, and non U.S. treasury debt

securities have been recorded at fair value andlaategorized as Level 2 investments in the ¥alue
hierarchy.

* The Plan’s investment in other assets represepénding receivable of the Plan as of December 3132
due to the partial liquidation of its hedge funsiéatment. The pending receivable is categorizddeasl 1
in the fair value hierarchy since this amount isiffdcaned. The Plan received 90% of the confirmed
redemption in January 2014 with the remainder tpdid to the Plan over the next year in accordavitte
redemption policies.

The primary objective of the Plan is to providsoairce of retirement income for its participantd Beneficiaries,
while the primary financial objective is to improtree funded status of the Plan. A secondary fiizwobjective is,
where possible, to minimize pension expense vdiatilThe objective is based on a long-term investtrhorizon,
so that interim fluctuations should be viewed véfipropriate perspective. There can be no assuthatthese
objectives will be met.

In establishing our expected long-term rate ofreassumption, we utilize a methodology developgthb plan’s
investment consultant who maintains a capital ntaaksumption model that takes into consideratisky rieturn
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and correlation assumptions across asset clagsesmbination of quantitative analysis of histofidata and
qualitative judgment is used to capture trendsicsitiral changes and potential scenarios not refieict historical
data.

The result of the analyses is a series of inpuatsgloduce a picture of how the plan consultarielies portfolios
are likely to behave through time. Capital madstumptions are intended to reflect the behaviassét classes
observed over several market cycles. Stress asmunms@re also examined, since the characteristiasset classes
are constantly changing. A dynamic model is emptbip manage the numerous assumptions requiresdinoege
portfolio characteristics under different base encies, time horizons, and inflation expectations.

The Plan consultant develops forward-looking, ldeign capital market assumptions for risk, retund a
correlations for a variety of global asset classasrest rates, and inflation. These assumptmasreated using a
combination of historical analysis, current markevironment assessment and by applying the comg'sl@avn
judgment. The consultant then determines an dgiuiin long-term rate of return. We then take icbmsideration
the investment manager/consultant expenses, assvally other expenses expected to be paid ooe éflan’s
trust. Finally, we have the plan’s actuary perf@tolerance test of the consultant’s equilibriurpented long-term
rate of return (EROA). We use an EROA compatibilh the actuary’s tolerance level.

The investment management of the pension assetsaaraged with the following asset allocation guitks:

Taraet Upper
Allocation Limit
Broad Horizon:

Equity 55% +/- 10%
Fixed income 40% +/- 10%
Core property 5% +/- 5%

Total 100%

Target
Allocation
Target:

Equity:

S&P 500 index 30%

U.S. large cap fundamental 11%

U.S. small/mid cap equity (passive) 6%

U.S. small cap (active) 3%

World equity ex-U.S. 10%

Total equity 60%

Fixed Income:

Custom liability driven investments 40%

Total fixed income 40%

Total target 100%
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Fair Value Measurements at
December 31, 2013 (in thousands)

Quoted Prices in Significant
Active Markets for Observable
Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Short-term investments 55273 $ 55273 $ _ 10%
Corporate stocks - common 45,875 45875 _ 8%
Mutual funds:
U.S. equities 182,251 182,251 _ 33%
International equities 37,125 37,125 _ 7%
Fixed income 1,568 1,568 _ 0%
Fixed income securities:
U.S. Treasury securities 23,649 23,649 _ 4%
U.S. Government agency securities 8,103 _ 8,103 2%
Corporate bonds 159,393 _ 159,393 28%
Hedge funds 7,750 — 7,750 1%
Other funds 40,599 40,599 — %
Total 561,586 386,340 $ 175,246 100%
Fair Value Measurements at
December 31, 2012 (in thousands)
Quoted Prices in Significant
Active Markets for Observable
Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Short-term investments 42,015 $ 42,015 $ — 8%
Corporate stocks - common 118,678 118,678 _ 24%
Common collective trust funds 70,091 _ 70,091 14%
Mutual funds:
U.S. equities 8,850 8,850 _ 2%
International equities 42,581 42,581 _ 9%
Fixed income 3,626 3,626 _ 1%
Fixed income securities:
U.S. Treasury securities 17,293 17,293 _ 3%
U.S. Government agency securities 7.877 _ 7.877 2%
Corporate bonds 148 573 _ 148 573 30%
Hedge funds 35,498 — 35,498 %
Total 495,082 $ 233,043 $ 262,039 100%
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Pension Funding

We contributed $49.7 million, $48.3 million, and#3 million to the Pension Plans in 2013, 2012 201,
respectively. Funding for the qualified Defined B&hPension Plan is based upon actuarially deteechi
contributions that take into account the amountudgldle for income tax purposes and the minimurmrirdoation
required under Employee Retirement Income SecAgtyof 1974, as amended by the Pension ProtectiirofA
2006, as well as targeted funding levels necedsameet certain thresholds.

From an ERISA funding perspective, IPL’s fundinggtt liability shortfall is estimated to be appnmetely $56
million as of January 1, 2014. The shortfall mustflbnded over seven years. In addition, IPL musi abntribute
the normal service cost earned by active parti¢gpdoring the plan year. The funding of normal ésstxpected to
be about $8.1 million in 2014, which includes $illion for plan expenses. Each year thereaitehe plan’s
underfunding increases to more than the preseuéwalthe remaining annual installments, the exisessparately
amortized over a new seven-year period. IPL eteidund $54.1 million in January, 2014 which sfgis all
funding requirements for the calendar year 20 RL’d funding policy for the Pension Plans is to irifiute
annually no less than the minimum required by applie law, and no more than the maximum amountcdrabe
deducted for federal income tax purposes.

Benefit payments made from the Pension Plans foyélars ended December 31, 2013 and 2012 were $lidh
and $30.3 million respectively. The increase in20&nefit payments is primarily due to a one-tiomap sum
option of approximately $20 million in total offetéo all deferred vested participants. Projectateliepayments
are expected to be paid out of the Pension Plafdlaws:

Year Pension Benefits
(In Thousands)

2014 $ 34,434
2015 36,152
2016 37,514
2017 38,998
2018 40,333
2019 through 2023 (in total) 222,782

Defined Contribution Plans

All of IPL’'s employees are covered by one of twdirkd contribution plans, the Thrift Plan or theRRS

The Thrift Plan

Approximately 88% of IPL’s active employees areamd by the Thrift Plan, a qualified defined cdmition plan.
All union new hires are covered under the ThrieilRlwhile non-union new hires are covered by thB.RS

Participants elect to make contributions to thefT Rlan based on a percentage of their base cosagien. Each
participant’s contribution is matched up to certhiresholds. The IBEW clerical-technical union nigives receive
an annual lump sum company contribution into thaffRlan in addition to the IPL match. Employemtdbutions
to the Thrift Plan were $3.0 million, $2.9 milli@nd $2.9 million for 2013, 2012 and 2011, respetyiv
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The AES Retirement Savings Plan

Approximately 12% of IPL’s active employees are@®d by the RSP, a qualified defined contributitamp
containing a profit sharing component. Participaist to make contributions to the RSP based mereentage of
their taxable compensation. Each participant’s rdoation is matched in amounts up to, but not edasg 5% of
the participant’s taxable compensation. In addjttbe RSP has a profit sharing component wherebyttributes
a percentage of each employee’s annual salaryhetplan on a pre-tax basis. The profit sharinggmiage is
determined by the AES Board of Directors on an ahbasis. Employer payroll-matching and profit shgr
contributions (by IPL) relating to the RSP were8btillion, $2.2 million and $2.2 million for 2012012 and 2011,
respectively.

12. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPL is involved in litigation arising in the normeburse of business. While the results of suchdttion cannot be
predicted with certainty, management believesttiafinal outcome will not have a material advezect on
IPL’s results of operations, financial conditiom,aash flows. Amounts accrued or expensed for legal
environmental contingencies collectively during gegiods covered by this report have not been riaater|PL’s
audited Consolidated Financial Statements.

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateion of
hazardous materials; the emission and discharpazardous and other materials into the environnzamt;the
health and safety of our employees. These lawsegulations 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, [ter@vocation
and/or facility shutdowns. We cannot assure thahaxe been or will be at all times in full complianwith such
laws, regulations and permits.

New Source Review

In October 2009, IPL received a Notice of ViolatiSNOV”) and Finding of Violation from the EPA pwant to
the Federal Clean Air Act Section 113(a). The N&léges violations of the Federal Clean Air ActRit’s three
primarily coal-fired electric generating facilitielsiting back to 1986. The alleged violations pritggrertain to the
Prevention of Significant Deterioration and nonattaent New Source Review requirements under thefaéd
Clean Air Act. Since receiving the letter, IPL mgament has met with the EPA staff regarding possigolutions
of the NOV. At this time, we cannot predict thenkite resolution of this matter. However, settletaemd litigated
outcomes of similar cases have required compaaipay civil penalties, install additional pollutieontrol
technology on coal-fired electric generating unigsire existing generating units, and invest idiadnal
environmental projects. A similar outcome in thése could have a material impact on our businesswdild seek
recovery of any operating or capital expendituetated to air pollution control technology to reduegulated air
emissions; however, there can be no assurances¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

13. 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”) for a sale price of $13.5 million. Theperty had a carrying value of $0.2 million. Theataain

recognized on the sale of $13.3 million was incti@eMiscellaneous Income and (Deductions) - NetexrOther
Income and (Deductions) in the accompanying Codatdd Statements of Comprehensive Income.
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14. RELATED PARTY TRANSACTIONS

IPL participates in a property insurance programwiich IPL buys insurance from AES Global Insurance
Company, a wholly-owned subsidiary of AES. IPL & self-insured on property insurance with the exioa of a
$5 million self-insured retention per occurrencrcépt for IPL’s large substations, IPL does notyarsurance on
transmission and distribution assets, which aresidaned to be outside the scope of property ingerafES and
other AES subsidiaries, including IPL, also papt#te in the AES global insurance program. IPL gagmiums for
a policy that is written and administered by adkparty insurance company. The premiums paid ®tthird-party
administrator by the participants are deposited @ntrust fund owned by AES Global Insurance Coryphuat
controlled by the third-party administrator. Thestto IPL of coverage under this program was apprately $3.1
million, $2.9 million, and $3.2 million in 2013, 2@ and 2011, respectively, and is recorded in Gdperating
expenses on the accompanying Consolidated Stateme@omprehensive Income. As of December 31, 2013
2012, we had prepaid approximately $2.5 million &tacs million, respectively, which is recorded irePayments
and other current assets on the accompanying Gdated Balance Sheets.

IPL participates in an agreement with Health andfslve Benefit Plans LLC, an affiliate of AES, torpeipate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healttld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhgler payments. The cost of coverage under thisrprogvas
approximately $22.3 million, $22.8 million, and $&2nillion in 2013, 2012 and 2011, respectivelyd &recorded
in Other operating expenses on the accompanyingdidated Statements of Comprehensive Income. As of
December 31, 2013 and 2012 we had prepaid apprtedyr2.2 million and $2.4 million for coverage wmndhis
plan, which is recorded in Prepayments and otheentiassets on the accompanying Consolidated Bal@heets.

AES files federal and state income tax returns tvicignsolidate IPALCO and its subsidiaries, inclgdiBL. Under
a tax sharing agreement with IPALCO, IPL is resjiaagor the income taxes associated with its oaxable
income and records the provision for income taxsisgia separate return method. IPL had a receiadiéace
under this agreement of $1.5 million and $5.0 wilas of December 31, 2013 and 2012, which is detbin
Prepayments and other current assets on the acogimgaConsolidated Balance Sheets.

Long-term Compensation Plan

During 2013, 2012 and 2011, many of IPL’s non-ureomployees received benefits under the AES Long-ter
Compensation Plan, a deferred compensation progrhimtype of plan is a common employee retentiar tised
in our industry. Benefits under this plan are gedrith the form of performance units payable in casth AES
restricted stock units and options to purchaseeshalr AES common stock. All such components vettinds over
a three-year period and the terms of the AES msttistock unit issued prior to 2011 also include@year
minimum holding period after the awards vest. Avgamthde in 2011 and for subsequent years will nsubgect to
a two year holding period. In addition, the perfarroe units payable in cash are subject to cert&i® performance
criteria. Total deferred compensation expense dexbduring 2013, 2012 and 2011 was $1.1 milliond $illion
and $1.2 million, respectively and was include®ther Operating Expenses on IPL’s Consolidatece8tants of
Comprehensive Income. The value of these bensfliging recognized over the 36 month vesting pexiatia
portion is recorded as miscellaneous deferred txredih the remainder recorded as paid in capitdlRl.'s
Consolidated Balance Sheets in accordance with ABBCCompensation — Stock Compensation.”

See alsdThe AES Retirement Savings Plaimtluded in Note 11'Pension and Other Postretirement Benefits’
the audited Consolidated Financial Statements lofdPa description of benefits awarded to IPL eoyeles by
AES under the RSP.

Service Company

Effective December 22, 2013, AES US Services, Lt (Service Company”) began providing serviceduding
accounting, legal, human resources, informatiohrietogy and other services of a similar nature emalf of the
AES U.S. Strategic Business Unit (“U.S. SBU”). T®ervice Company allocates the costs for thesecsertiased
on cost drivers designed to result in fair and &dplé distribution. This includes ensuring that tbgulated utilities
served, including IPL, are not subsidizing costaiimed for the benefit of non-regulated businesses.

132



15. SEGMENT INFORMATION

Operating segments are components of an entefprisenich separate financial information is avaieabnd is
evaluated regularly by the chief operating decisiaker in assessing performance and deciding h@aldoate
resources. All of IPL’s current business consi$the generation, transmission, distribution anlé séelectric
energy, and therefore IPL had only one reportadxtgrent.

16. QUARTERLY RESULTS (UNAUDITED)

Operating results for the years ended Decembe2(@li3 and 2012, by quarter, are as follows:

2013
March 31 June 30 September 30  December 31
(In Thousands)
Operating revenue $ 327,017 $ 299569 $ 321,274 $ 307,874
Operating income 42,962 31,783 47,719 28,282
Net income 29,106 17,762 35,100 14,584
2012
March 31 June 30 September 30  December 31
(In Thousands)
Operating revenue $ 301,104 $ 292,659 $ 324478 $ 311,536
Operating income 37,951 34,583 50,227 40,139
Net income 23,744 20,316 35,505 24,564

The quarterly figures reflect seasonal and weathlated fluctuations that are normal to IPL’s opierss.

Kkkkkkkkkkkkk
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdteatiesigned to ensure that information requindsktdisclosed
in the reports that we file or submit under the liamge Act, is recorded, processed, summarizedegroited within
the time periods specified in the Securities andharnge Commission’s rules and forms, and that sifohmation

is accumulated and communicated to the principatetive officer and principal financial officer, appropriate, to
allow timely decisions regarding required disclesur

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 financadficer, of the effectiveness of our “disclosuentrols and
procedures” (as defined in the Exchange Rules B8a}knd 15-d-15(e) as required by paragraph (H)eof
Exchange Act Rules 13a-15 or 15d-15) as of Dece®bg?013. Our management, including the principal
executive officer and principal financial officés,engaged in a comprehensive effort to reviewluata and
improve our controls; however, management doegxéct that our disclosure controls or our inteowaitrols
over financial reporting will prevent all errorsdaall fraud. A control system, no matter how wedbijned and
operated, can provide only reasonable, not abs@stirance that the control system’s objectiviid@imet.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cdastaddition, any evaluation of the effectivenegsontrols is
subject to risks that those internal controls megdme inadequate in future periods because of elsandgusiness
conditions, or that the degree of compliance withpolicies or procedures deteriorates. We haegdsts in certain
unconsolidated entities. As we do not control onage these entities, our disclosure controls andeoiures with
respect to such entities is generally more limitezth those we maintain with respect to our conatdid
subsidiaries.

Based upon the controls evaluation performed, teipal executive officer and principal financificer have
concluded that as of December 31, 2013, our disotosontrols and procedures were effective to pi@vi
reasonable assurance that material informatiotimgléo us and our consolidated subsidiaries isnebad,
processed, summarized and reported within the pieniods specified in the Securities and Exchangam@ission’s
rules and forms and that such information is acdated and communicated to the principal executifieer and
principal financial officer, as appropriate, tooall timely decisions regarding required disclosures.

Management’s Report on Internal Control over Finangal Reporting

Management for the Company is responsible for &skibg and maintaining adequate internal contsaro
financial reporting, as defined in Rule 13a-15¢ar the Exchange Act. The Company’s internal @ miver
financial reporting is a process designed to prev&hsonable assurance regarding the reliabilifynafhcial
reporting and the preparation of financial statets\éor external purposes in accordance with GAA® iaoludes
those policies and procedures that:

= pertain to the maintenance of records that in mesie detail, accurately and fairly reflect thensactions
and dispositions of the assets of the Company;

= provide reasonable assurance that transactionse@eded as necessary to permit preparation ofi¢inh
statements in accordance with GAAP, and that réseipd expenditures of the Company are being made
only in accordance with authorizations of manageraed directors of the Company; and

= provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, ose
disposition of the Company’s assets that could lzan®terial effect on the financial statements.
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Management assessed the effectiveness of ourahtawntrol over financial reporting as of DecemBgr 2013. In
making this assessment, management used theagtdblished in Internal Control — Integrated Feawork issued
by the Committee of Sponsoring Organizations (“COS©1992.

Management’s Conclusion on Internal Control over Fnancial Reporting

Management has concluded that, as of Decembel038, the Company maintained effective internal caatover
financial reporting.

Changes in Internal Controls

In the course of our evaluation of disclosure aalstand procedures, management considered cantaimal
control areas in which we have made and are cantinto make changes to improve and enhance conBaked
upon that evaluation, the principal executive @ffiand principal financial officer concluded thag¢ite were no
changes in our internal controls over financialortpg identified in connection with the evaluatimyuired by
paragraph (d) of the Exchange Act Rules 13a-15dr15 that occurred during the quarter ended Deeeidib,
2013 that have materially affected, or are readyritdely to materially affect, our internal contsoover financial
reporting.

ITEM 9B. OTHER INFORMATION

Not applicable.
PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

Not applicable pursuant to General Instruction thef Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

Not applicable pursuant to General Instruction thef Form 10-K.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Not applicable pursuant to General Instruction thaf Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR
INDEPENDENCE

Not applicable pursuant to General Instruction thef Form 10-K.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The Financial Audit Committee of The AES Corporatgre-approved the audit and non-audit servicegiged by
the independent auditors for 2013 and 2012 folfits®l its subsidiaries, including IPALCO Enterss Inc. and its
subsidiaries. The AES Financial Audit Committee mgined its policy established in 2002 within whtoljudge if
the independent auditor may be eligible to proweegain services outside of its main role as oatsidditor.
Services within the established framework includdittand related services and certain tax servigesrices
outside of the framework require AES Financial A@ibommittee approval prior to the performance efskrvice.
The Sarbanes-Oxley Act of 2002 addresses auditi@piendence and this framework is consistent wih th
provisions of the Act. No services performed byititependent auditor with respect to IPALCO and its
subsidiaries were approved after the fact by th& Aihancial Audit Committee other than those thaten
considered to be de minimis and approved in acomelaith Regulation 2-01(c)(7)(i)(c) to Regulati®rX of the
Exchange Act.

In addition to the pre-approval policies of the AE8&ancial Audit Committee, the IPALCO Board of &itors has
established a pre-approval policy for audit, aveliited, and certain tax and other non-audit sesvi€he Board of
Directors will specifically approve the annual d@wuslirvices engagement letter, including terms aed,fwith the
independent auditor. Other audit, audit relatedtardtonsultation services specifically identifiacthe pre-
approval policy are pre-approved by the Board a&€tors on an annual basis, subject to reviewepthlicy at
least annually. This pre-approval allows managerteergquest the specified services on an as-ndeakéd during
the year. Any such services are reviewed with tharB of Directors on a timely basis. Any audit onraudit
services that involve a service not listed on tfeegpproval list must be specifically approved gy Board of
Directors prior to commencement of such work. Niwises were approved after the fact by the IPALCaaR! of
Directors other than those that were considerdzbtde minimis and approved in accordance with Rigun 2-01
(c)(7)(i)(c) to Regulation S-X of the Exchange Act.

Audit fees are fees billed or expected to be biigaur principal accountant for professional segsifor the audit
of IPALCO'’s audited Consolidated Financial Statetagimcluded in IPALCO’s annual report on Form 1Gkd
review of financial statements included in IPALC@tsarterly reports on Form 10-Q, services thatnarenally
provided by our principal accountants in connectigth statutory, regulatory or other filings or emgments or any
other service performed to comply with generallgegated auditing standards and include comfort amdent
letters in connection with Securities and Excha@genmission filings and financing transactions.

The following table lists fees billed to IPALCO fproducts and services provided by our principabaatants:

Years Ended December 31,

2013 2012

Audit Fees $ 811,000 900,000
Audit Related Fees:

Fees for the audit of IPL's employee benefit plans 56,000 54,500

Assurance services for debt offering documents 9,0 21,450

Total Principal Accounting Fees and Services $ 926,000 975,950

136



PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENTS AND FINANCI AL STATEMENT SCHEDULES

(a) Index to the financial statements, supplementatg dad financial statement schedules

IPALCO Enterprises, Inc. and Subsidiaries — Consotiated Financial Statements _Page
Defined Terms 56
Report of Independent Registered Public Accounfiingn — 2013, 2012 and 2011 57
Consolidated Statements of Comprehensive Incomihéoyears ended December 31, 2013, 2012

and 2011 58
Consolidated Balance Sheets as of December 31,&13012 59
Consolidated Statements of Cash Flows for the yeaded December 31, 2013, 2012 and 2011 60
Consolidated Statements of Common Shareholder gyE¢Reficit) for the years ended December

31, 2013, 2012 and 2011 61
Notes to Consolidated Financial Statements 62
Schedule | — Condensed Financial Information ofifemnt 140
Schedule Il — Valuation and Qualifying Accounts d&ekerves 146

Indianapolis Power & Light Company and Subsidiary —Consolidated Financial Statements
Defined Terms 96
Report of Independent Registered Public Accourfiiingn — 2013, 2012 and 2011 97
Consolidated Statements of Comprehensive Incomthéoyears ended December 31, 2013, 2012

and 2011 98
Consolidated Balance Sheets as of December 31,&13012 99
Consolidated Statements of Cash Flows for the yeaded December 31, 2013, 2012 and 2011 100
Consolidated Statements of Common Shareholder’&Efqu the years ended December 31, 2013,

2012 and 2011 101
Notes to Consolidated Financial Statements 102
Schedule Il — Valuation and Qualifying Accounts d&ekerves 146
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(b) Exhibits

Exhibit No.

Document

3.1*
3.2*
4.1*

4.2*

4.3

4.4*

4.5*

4.6*

4.7*

10.1*

10.2*

10.3*

10.4*

10.5%

Second Amended and Restated Articles of Inoa@iion

Amended and Restated By-Laws of IPALCO Entegs, Inc.

Pledge Agreement between IPALCO Enterprisas, and The Bank of New York Mellon Trust
Company, N.A. dated as of November 14, 2001

Mortgage and Deed of Trust, dated as of Mal/940, between IPL and the Bank of New York
Mellon Trust Company, NA, as successor in intetegtmerican National Bank & Trust
Company of Chicago, Trustee

The following supplemental indentures to therfgage and Deed of Trust referenced in 4.2
above:

*Third Supplemental Indenture, dated as of April 249

*Tenth Supplemental Indenture, dated as of Oct@b&e60

*Eighteenth Supplemental Indenture, dated as ofuggly 15, 1974

*Thirty-Seventh Supplemental Indenture, dated aSatbber 1, 1993

*Forty-Seventh Supplemental Indenture, dated asugfust 1, 2003

*Forty-Eighth Supplemental Indenture, dated asapiuary 1, 2004

*Fifty-Second Supplemental Indenture, dated asepit&nber 1, 2006

*Fifty-Third Supplemental Indenture, dated as ot@ber 1, 2006.

*Fifty-Fourth Supplemental Indenture, dated aswfel1, 2007

*Fifty-Fifth Supplemental Indenture, dated as ofyMa 2009

*Fifty-Sixth Supplemental Indenture, dated as ofyMa 2009

*Fifty-Seventh Supplemental Indenture, dated asla§ 1, 2009

*Fifty-Eighth Supplemental Indenture, dated as ofyast 1, 2011

*Fifty-Ninth Supplemental Indenture, dated as ofgiet 1, 2011

Sixtieth Supplemental Indenture, dated as of Novamibh 2011 (Incorporated by reference to
Exhibit No. 4.3 to IPALCO’s December 31, 2011 10-K)

Sixty-First Supplemental Indenture, dated as akJl, 2013 (Incorporated by reference to Exhibit
No. 4.1 to IPALCO'’s June 30, 2013 Form 10-Q)

Indenture between IPALCO Enterprises, Inc. @hd Bank of New York Mellon Trust Company,
N.A., as successor Trustee, dated as of April 088Zor the 7.25% Senior Secured Notes Due
2016

Pledge Agreement Supplement between IPALC@fpnises, Inc. and The Bank of New York
Mellon Trust Company, N.A., as successor Collatégent, dated as of April 15, 2008, to the
Pledge Agreement between IPALCO Enterprises, Imd.Tédne Bank of New York Mellon
Trust Company dated as of November 14, 2001

Pledge Agreement Supplement between IPALCO Entargrinc. and The Bank of New York
Mellon Trust Company, N.A., dated as of May 18, P@d the Pledge Agreement between
IPALCO Enterprises, Inc. and The Bank of New YorkIMn Trust Company, N.A., dated as
of November 14, 2001

Indenture between IPALCO Enterprises, Inc. and Baek of New York Mellon Trust Company,
N.A., as Trustee, dated as of May 18, 2011 fol5tll@% Senior Secured Notes due 2018

Interconnection Agreement, dated as of Apri2008, between American Electric Power Service
Corporation, as agent for Indiana Michigan Powem@any, and IPL

Interconnection Agreement, dated as of De@rib 1968, between IPL and Southern Indiana
Gas and Electric Company as modified through Modtfon Number 11

Interconnection Agreement dated DecembeB&]11between IPL and Hoosier Energy Rural
Electric Cooperative, Inc., as modified through Nicdtion 6

Tenth Supplemental Agreement to Interconoecigreement between IPL and PSI Energy, Inc.,
dated as of June 26, 2002, amending and complegsigting prior agreements

IPALCO 1999 Stock Incentive Plan
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10.6*

10.7*

10.8

31.1
31.2
32

101.INS
101.SCH
101.CAL
101.DEF
101.LAB

101.PRE

$250,000,000 Revolving Credit Facilities Credit &gment by and among Indianapolis Power &
Light Company, The Lenders Party Hereto, PNC Bafdtjonal Association, as
Administrative Agent, PNC Capital Markets LLC, aslé&SBookrunner and Sole Lead
Arranger, Bank of America, N.A., as Syndication Agand Union Bank, N.A., as
Documentation Agent, dated as of December 14, 2010
First Amendment, dated as of March 14, 2011 to FXBDO00 Revolving Credit Facilities Credit
Agreement by and among Indianapolis Power & Ligbtpany, the Lenders Party Hereto,
PNC Bank, National Association, as Administrativgefsit, PNC Capital Markets LLC, as Sole
Bookrunner and Sole Lead Arranger, Bank of Ameri¢#., as Syndication Agent and Union
Bank, N.A., as Documentation Agent, dated as ofdbdmer 14, 2010
Second Amendment, dated as of February 21, 20$256,000,000 Revolving Credit Facilities
Credit Agreement by and among Indianapolis Powéight Company, the Lenders Party
Hereto, Bank of America, N.A., as Syndication Agantl PNC Bank, National Association, as
Administrative Agent, dated as of December 14, 20d€orporated by reference to
Exhibit No. 10.8 to IPALCQO’s December 31, 2011 1p-K
Certification by Chief Executive Officer recgd by Rule 13a-14(a) or 15d-14(a).
Certification by Principal Financial Officezquired by Rule 13a-14(a) or 15d-14(a).
Certification required by Rule 13a-14(b) or 154b).
XBRL Instance Document (furnished herewstprovided in Rule 406T of Regulation S-T)
XBRL Taxonomy Extension Schema Documemhi$hed herewith as provided in Rule 406T of

Regulation S-T)
XBRL Taxonomy Extension Calculation LinkleaBocument (furnished herewith as provided in

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

Rule 406T of Regulation S-T)
XBRL Taxonomy Extension Label Linkbase Dowent (furnished herewith as provided in Rule

406T of Regulation S-T)
XBRL Taxonomy Extension Presentation LigkbBocument (furnished herewith as provided in

Rule 406T of Regulation S-T)

* Incorporated by reference to IPALCO’s RegistratiBtatement on Form S-4 filed with the Securitied BExchange Commission on October

11, 2011.
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(c) Financial Statement Schedules

Schedules other than those listed below are omgitettie information is either not applicable, remfuired, or has
been furnished in the financial statements or nibteeto included in Item 8 hereof.

SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT

IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Rastrant
Unconsolidated Balance Sheets
(In Thousands)

December 31,

2013 2012
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 2,790 $ 2,750
Deferred tax asset - current 40 27
Prepayments and other current assets 151 70
Total current assets 2,981 2,847
OTHER ASSETS:
Investment in subsidiaries 844,504 791,673
Other investments 3,078 2,825
Deferred tax asset — long term 27 122
Deferred financing costs 6,427 8,172
Total other assets 854,036 802,792
TOTAL $ 857,017 $ 805,639
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder’s equity (deficit):
Paid in capital $ 61,468 $ 11,811
Accumulated deficit (13,694) (15,030)
Total common shareholder’s equity (deficit) 47,774 (3,219)
Long-term debt 797,752 796,916
Total capitalization 845,526 793,697
CURRENT LIABILITIES:
Accounts payable and accrued expenses 293 281
Accrued income taxes 590 1,055
Accrued interest 10,583 10,583
Total current liabilities 11,466 11,919
DEFERRED CREDITS AND OTHER LONG-TERM LIABILITIES 25 23
TOTAL $ 857,017 $ 805,639

See notes to Schedule I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Comprehensive Income
(In Thousands)

2013 2012 2011

Equity in earnings of subsidiaries $ 93,344 $ 101,023 $ 101,240
Loss on early extinguishment of debt - - (15,422)
Income tax benefit — net 19,971 20,181 28,641
Interest on long-term debt (49,000) (49,000) (54,002)
Amortization of redemption premiums and expense o (2,581) (2,417) (2,205)
Other — net (898) (1,004) (890)
NET INCOME $ 60,836 $ 68,783 $ 57,362

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Rastrant
Unconsolidated Statements of Cash Flows
(In Thousands)

2013 2012 2011
CASH FLOWS FROM OPERATIONS:

Net income $ 60,836 $ 68,783 $ 57,362

Adjustments to reconcile net income to net cash

provided by operating activities:

Equity in earnings of subsidiaries (93,344) (101,023) (101,240)
Cash dividends received from subsidiary comgeni 90,150 96,914 80,603
Amortization of debt issuance costs and distoun 2,581 2,417 2,205
Deferred income taxes — net 81 22 (112)
Charges related to early extinguishment of debt 377 - 15,422

Change in certain assets and liabilities:

Income taxes receivable or payable (681) (533) 160

Accounts payable and accrued expenses (166) (546) (639)

Accrued interest - - (800)

Other — net (312) 166 711
Net cash provided by operating activi 59,522 66,200 53,673
CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in subsidiaries (49,073) 15 11
Net cash provided by (used in) investing activ (49,073) 15 11
CASH FLOWS FROM FINANCING ACTIVITIES:

Long-term borrowings - - 399,708

Retirement of long-term debt - - (389,421)

Dividends on common stock (59,500) (66,600) (59,231)

Equity contribution from AES 49,091 — —

Other — net - - (6,520)
Net cash used in financing activit (10,409) (66,600) (55,464)
Net change in cash and céequivalents 40 (385) (1,78;0)
Cash and cash equivalents at beginning of period 2,750 3,135 4,915
Cash and cash equivalents at end of period $ 2,790 $ 2,750 $ 3,135

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | - Condensed Financial Information of Reagtrant
Unconsolidated Statements of Common Shareholder'sgiity (Deficit)

(In Thousands)

Paid in Capital Accumulated Deficit Total
2011
Beginning Balance $ 10,811 $ (15,344) $ (4,533)
Comprehensive Income:

Net income applicable to common stock 57,362 57,362
Total Comprehensive Income 57,362
Distributions to AES (59,231) (59,231)
Contributions from AES 556 556
Balance at December 31, 2011 $ 11,367 $ (17,213) $ (5,846)
2012
Comprehensive Income:

Net income applicable to common stock 68,783 68,783
Total Comprehensive Income 68,783
Distributions to AES (66,600) (66,600)
Contributions from AES 444 444
Balance at December 31, 2012 $ 11,811 $ (15,030) $ (3,219)
2013
Comprehensive Income:

Net income applicable to common stock 60,836 60,836
Total Comprehensive Income 60,836
Distributions to AES (59,500) (59,500)
Contributions from AES 49,657 49,657
Balance at December 31, 2013 $ 61,468 $ (13,694) $ 47,774

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Notes to Schedule |
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting for Subsidiaries and Affiliates — IPAL™Mterprises, Inc. has accounted for the earnifds o
subsidiaries on the equity method in the unconatdidl condensed financial information.

2. SHAREHOLDER'S EQUITY

On July 31, 2013, IPALCO received an equity capitaitribution of $49.1 million from AES for fundimeeds
related to IPL’s environmental construction progréfALCO then made the same equity capital contidiouto
IPL.

3. INDEBTEDNESS

The following table presents IPALCO'’s long-term étdedness:

December 31,
Series Due 2013 2012
(In Thousands)

Long-Term Debt

7.25% Senior Secured Notes April 2016 $ 400,000 $ 400,000
5.00% Senior Secured Notes May 2018 400,000 400,000
Unamortized discount — net (2,248) (3,084)

Total Long-term Debt 797,752 796,916

Less: Current Portion of Long-term Debt - -
Net Long-term Debt $ 797,752 $ 796,916

Long-term Debt
IPALCO'’s Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillof 5.00% Senior Secured Notes due May 1, 20A&18
IPALCO Notes”) pursuant to Rule 144A and Regulat®uander the Securities Act of 1933, as amendee.ZDA8
IPALCO Notes were issued pursuant to an IndentateddMay 18, 2011, by and between IPALCO and TheBa
of New York Mellon Trust Company, N.A., as trust&bese notes were subsequently exchanged for nes wnith
identical terms and like principal amounts, whichrevregistered with the Securities and Exchanger@iesion
pursuant to a registration statement on Form S-deneffective in November 2011. In connection witis t
issuance, IPALCO conducted a tender offer to rémse for cash any and all of IPALCO’s then outsten®375
million of 8.625% (original coupon 7.625%) SeniacBred Notes due November 14, 2011 (“2011 IPALCO
Notes”). As a result, IPALCO no longer has indebtss$ with an interest rate that changes due tagelsan its
credit ratings. Additionally, IPALCO no longer hasy debt with financial ratio maintenance covenaaithough
its articles of incorporation continue to contdie same financial ratios restricting dividend pagtaeand
intercompany loans to AES as were included in ®EI2PALCO Notes.

The 2018 IPALCO Notes were priced to the publi®®&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. 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 tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt was &1#illion.
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The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratatiiyPALCO’s existing senior secured notes. IPALBas
entered into a Pledge Agreement Supplement withBamk 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 Collatégent dated November 14, 2001.
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Valuation and Qualifying Accounts and Reserves
Years ended December 31, 2013, 2012 and 2011
(In Thousands)

Column A — Description Column B Column C — Additions Column D — Column E
Balance at Charged to Charged to Other Net Balance at
of Period Income Accounts Write-offs End ofiBé

Year ended December 31, 2013
Accumulated Provisions
Deducted from
Assets — Doubtful Accounts $ 2,047 $ 3,790 $ — % 3,855 $ 1,982

Year ended December 31, 2012
Accumulated Provisions
Deducted from
Assets — Doubtful Accounts $ 2081 % 3,397 $ — % 3,431 $ 2,047

Year ended December 31, 2011
Accumulated Provisions
Deducted from
Assets —Doubtful Accounts $ 2218 $ 3,669 $ — % 3,806 $ 2,081

INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Valuation and Qualifying Accounts and Reserves
Years ended December 31, 2013, 2012 and 2011
(In Thousands)

Column A — Description Column B Column C — Additions Column D — Column E
Balance at Charged to Charged to Other Net Balance at
of Period Income Accounts Write-offs End ofibé

Year ended December 31, 2013
Accumulated Provisions
Deducted from
Assets — Doubtful Accounts $ 2,047 $ 3,790 $ — $ 3,855 $ 1,982

Year ended December 31, 2012
Accumulated Provisions
Deducted from
Assets — Doubtful Accounts $ 2,081 % 3,397 $ — $ 3,431 $ 2,047

Year ended December 31, 2011
Accumulated Provisions
Deducted from
Assets —Doubtful Accounts $ 2218 $ 3,669 $ — $ 3,806 $ 2,081
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, the tegig has duly
caused this report to be signed on its behalf bytidersigned, thereunto duly authorized.

IPALCO ENTERPRISES, INC.
(Registrant)

Date: __ February 25, 2014 /s/ Kenneth J. Zagzebski
Kenneth J. Zagzebski
Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Capacity Date

[s/ Kenneth J. Zagzebski Chief Executive Officer and Director (Principal February 25. 2014
Kenneth J. Zagzebski Executive Officer) y e

[s/ Andrew M. Vesey .

Andrew M. Vesey Director February 25, 2014
[s/ William H. Henley .

William H. Henley Director February 25, 2014
/sl Elizabeth Hackenson .

Elizabeth Hackenson Director February 25, 2014
Isl Kelly M. Huntington Director February 25, 2014

Kelly M. Huntington
[s/ Craig L. Jackson
Craig L. Jackson
[s/ Kurt A. Tornquist
Kurt A. Tornquist

Chief Financial Officer (Principal Financial Oféi) February 25, 2014

Controller (Principal Accounting Officer) February 25, 2014

Supplemental Information to be Furnished With Repots Filed Pursuant to Section 15 (d) of the Act by
Registrants Which Have Not Registered Securities Psuant to Section 12 of the Act

No annual report or proxy material has been sesetarity holders.
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Exhibit 31.1

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

I, Kenneth J. Zagzebski, certify that:

1. | have reviewed this annual report on Form 16fKPALCO 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,riraliight of the circumstances under which sueteshents
were made, not misleading with respect to the pecavered 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 andrke responsible for establishing and maintainisgldsure controls
and procedures (as defined in Exchange Act Rulasl®8) and 15d-15(e)) and internal control oveatticial
reporting (as defined in Exchange Act Rules 13d}¥5(d 15d-15(f)) for the registrant and have:

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

(b) Designed such internal control over financggdarting, 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 registradisslosure controls and procedures and presented i
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 thesegnt’s internal control over financial reportittgt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiéfibgted, or is reasonably likely to materially
affect, the registrant’s internal control over fiicél reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal
control over financial reporting, to the registfarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiams):

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

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sayniifi
role in the registrant’s internal control over firedal reporting.

Date:  February 25, 2014 /s/ Kenneth J. Zagdebsk
Kenneth J. Zagzebski
Chief Executive Officer
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Exhibit 31.2

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

I, Craig L. Jackson, certify that:

1. | have reviewed this annual report on Form 16fKPALCO 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,riraliight of the circumstances under which sueteshents
were made, not misleading with respect to the pec@vered 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 andrke responsible for establishing and maintainisgldsure controls
and procedures (as defined in Exchange Act Rulasl58e) and 15d-15(e)) and internal control oveattiicial
reporting (as defined in Exchange Act Rules 13d}¥5(d 15d-15(f)) for the registrant and have:

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

(b) Designed such internal control over financggdarting, 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 registradisslosure controls and procedures and presented i
this report our conclusions about the effectiveradsbe 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 thesegnt’s internal control over financial reportitigt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiéfibgted, or is reasonably likely to materially
affect, the registrant’s internal control over ficél reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal
control over financial reporting, to the registfarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiams):

(a) All significant deficiencies and material weakses in the design or operation of internal cbntro
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 invedvmanagement or other employees who have a sayniifi
role in the registrant’s internal control over fireéal reporting.

Date:  February 25, 2014 /s/ Craig L. Jackson
Craig L. Jackson
Chief Financial Officer
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Exhibit 32

Certification Pursuant to Rule 13a-14(b) or 15d-144) of the Securities and Exchange Act of 1934 and
Pursuant to Section 1350 of Chapter 63 of Title 18f the United States Code as adopted pursuant to 8®n
906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being subrdtte connection with the Annual Report on Form 1@eKthe year
ended December 31, 2013 (the “Report”) for the psepof complying with Rule 13a-14(b) or Rule 15dk)4f the
Securities Exchange Act of 1934 and Section 1330hafpter 63 of Title 18 of the United States Code.

Kenneth J. Zagzebski, Chief Executive Officer, &mdig L. Jackson, Chief Financial Officer of IPALCO
Enterprises, Inc. (“IPALCQ"), each certifies thtt,the best of his knowledge:
1. The Report fully complies with the requiremest$Section 13(a) or 15(d) of the Securities Excleang
Act of 1934; and
2. The information contained in the Report fairhegents, in all material respects, the financialdéton
and results of operations of IPALCO.

Date:  February 25, 2014 /s/ Kenneth J. Zagdebsk
Kenneth J. Zagzebski
Chief Executive Officer

Date:_ February 25, 2014 /s/ Craig L. Jackson
Craig L. Jackson
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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