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EXPLANATORY NOTE
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As previously disclosed in the Company s 2006 Form 10-K/A dated August 7, 2007 the Company is filing this Form 10-Q/A to correct certain
errors that were contained in Item 1 and Item 2 of the Form 10-Q for the period ended March 31, 2007. The adjustments presented in this Form

10-Q/A are not material to any prior reported period. However, the Company has elected to file this Form 10-Q/A so that the quarterly report

would conform to the categories of adjustments presented in the Form 10-K/A, which are further described below.

The errors primarily related to the accounting for certain contract modifications at our Pakistan subsidiaries. The impact of the restatement
adjustment related to the contract modifications was a decrease to net income of $7 million and $6 million for the three months ended March 31,

2007 and 2006, respectively. Additionally, the March 31, 2007 condensed consolidated balance sheet has been restated to reflect the impact of
the correction of all errors noted in our 2006 Form 10-K/A filed with the SEC on August 7, 2007; a reclassification adjustment related to our

adoption of FIN 48 in the first quarter of 2007; and a reclassification to current from noncurrent debt related to a covenant violation at our
TEG/TEP subsidiary. The impact of the FIN 48 balance sheet classification adjustment as of March 31, 2007 was an increase to current assets of
$41 million, an increase to noncurrent assets of $13 million, a decrease to current liabilities of $9 million and an increase to noncurrent liabilities
of approximately $63 million as of March 31, 2007. The impact of the covenant violation was an increase to the current portion of non-recourse

debt and a decrease to noncurrent non-recourse debt of $384 million.

Other than the information relating to the restatement as described in Note 1, no attempt has been made in this 10-Q/A to amend or update other

disclosures originally presented in the Form 10-Q as filed on June 21, 2007. Except as stated herein, this Form 10-Q/A does not reflect events
occurring after the filing of the Form 10-Q on June 21, 2007 or amend or update those disclosures. Accordingly, this Form 10-Q/A should be

read in conjunction with our filings with the SEC subsequent to the filings of the Form 10-Q for the period ended March 31, 2007.
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PART I: FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

THE AES CORPORATION
Condensed Consolidated Statements of Operations

(Unaudited)
Three Months Ended
March 31,
2007 2006
(Restated)(1) (Restated)(1)
(in millions, except
per share data)
Revenues:
Regulated $ 1,606 $ 1,511
Non-Regulated 1,503 1,295
Total revenues 3,109 2,806
Cost of Sales:
Regulated (1,090 ) (985
Non-Regulated (1,163 ) 916
Total cost of sales (2,253 ) (1,901
Gross margin 856 905
General and administrative expenses (83 ) (56
Interest expense (422 ) (418
Interest income 100 114
Other expense 41 ) (78
Other income 37 19
Gain on sale of investments 1 87
Foreign currency transaction losses on net monetary position (23
Equity in earnings of affiliates 20 35
Other non-operating expense (39 )
INCOME BEFORE INCOME TAXES AND MINORITY
INTEREST 429 585
Income tax expense (181 ) (187
Minority interest expense (136 ) (74
INCOME FROM CONTINUING OPERATIONS 112 324
Income from operations of discontinued businesses net of income tax expense of $12 and
$13, respectively 62 18
Loss from disposal of discontinued businesses net of income tax expense of $ (636 )
NET (LOSS) INCOME $ @62 ) $ 342
BASIC (LOSS) EARNINGS PER SHARE:
Income from continuing operations $ 0.17 $ 049
Discontinued operations (0.86 ) 0.03
BASIC (LOSS) EARNINGS PER SHARE: $ (069 ) $ 052
DILUTED (LOSS) EARNINGS PER SHARE:
Income from continuing operations $ 0.17 $ 048
Discontinued operations (0.85 ) 0.03
DILUTED (LOSS) EARNINGS PER SHARE: $ (068 ) $ 051
(1) See Note 1 related to the restated condensed consolidated financial statements

See Notes to Condensed Consolidated Financial Statements.
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THE AES CORPORATION
Condensed Consolidated Balance Sheets
(Unaudited)

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Restricted cash

Short-term investments

Accounts receivable, net of reserves of $239 and $233, respectively
Inventory

Receivable from affiliates

Deferred income taxes current

Prepaid expenses

Other current assets

Current assets of held for sale and discontinued businesses

Total current assets

NONCURRENT ASSETS

Property, Plant and Equipment:

Land

Electric generation and distribution assets

Accumulated depreciation

Construction in progress

Property, plant and equipment, net

Other assets:

Deferred financing costs, net of accumulated amortization of $193 and $188, respectively
Investments in and advances to affiliates

Debt service reserves and other deposits

Goodwill, net

Other intangible assets, net of accumulated amortization of $185 and $172, respectively
Deferred income taxes noncurrent

Other assets

Noncurrent assets of held for sale and discontinued businesses
Total other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES

Accounts payable

Accrued interest

Accrued and other liabilities

Non-recourse debt-current portion

Current liabilities of held for sale and discontinued businesses
Total current liabilities

LONG-TERM LIABILITIES

Non-recourse debt

Recourse debt

Deferred income taxes-noncurrent

Pension liabilities and other post-retirement liabilities

Other long-term liabilities

Long-term liabilities of held for sale and discontinued businesses
Total long-term liabilities

Minority Interest (including discontinued businesses of $148 and $175, respectively)
Commitments and Contingent Liabilities (see Note 8)
STOCKHOLDERS EQUITY

Common stock ($.01 par value, 1,200,000,000 shares authorized; 667,010,861 and 665,126,309 shares issued

and outstanding at March 31, 2007 and December 31, 2006, respectively)
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss

Total stockholders equity

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

(€)) See Note 1 related to the restated condensed consolidated financial statements

March 31,
2007
(Restated)(1)
(in millions)

$ 1,448
496
854
1,860
496
82
228
149
918
344
6,875

952
22,822
(6,815
1,256

18,215

271

608

520

1,429

320

667

1,664
1,478
6,957

$ 32,047

$ 897
422
2,128
1,694
265
5,406

10,338
4,939
1,102
864
3,393
431
21,067
3,108

6,688
(1,611
(2,618
2,466
$ 32,047

)

)
)

December 31,
2006

$ 1,379
548
640
1,769
471
76
208
109
927
438
6,565

928

21,835
6545 )
979

17,197

279

595

524

1,416

298

602

1,634
2,091
7,439

$ 31,201

$ 795
404
2,131
1,411
288
5,029

9,834
4,790
803
844
3,554
434
20,259
2,948

7
6,654
(1,09 )
(2,600 )
2,965

$ 31,201
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See Notes to Condensed Consolidated Financial Statements.
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THE AES CORPORATION
Condensed Consolidated Statements of Cash Flows

(Unaudited)

Three months ended

March 31,

2007 2006

(in millions)
OPERATING ACTIVITIES:
Net cash provided by operating activities $ 581 $ 509
INVESTING ACTIVITIES:
Capital Expenditures 476 ) (242 )
Acquisitions net of cash acquired (174 )
Proceeds from the sales of businesses 110
Proceeds from the sales of assets 2 4
Sale of short-term investments 326 276
Purchase of short-term investments 470 ) (448 )
Increase in restricted cash (14 ) (53 )
Purchase of emission allowances (1 ) (12 )
Proceeds from the sales of emission allowances 9 45
Decrease in debt service reserves and other assets 117 10
Purchase of long-term available-for-sale securities (8 )
Other investing 12 11
Net cash used in investing activities (677 ) (299 )
FINANCING ACTIVITIES:
Borrowings (repayments) under the revolving credit facilities, net 186 11
Issuance of non-recourse debt 370 329
Repayments of recourse debt (150 )
Repayments of non-recourse debt (370 ) (548 )
Payments for deferred financing costs 4 ) (16 )
Distributions to minority interests (54 ) (16 )
Contributions from minority interests 9
Issuance of common stock 14 8
Financed capital expenditures 4 )
Other financing 1
Net cash provided by (used in) financing activities 148 (382 )
Effect of exchange rate changes on cash 17 36
Total increase (decrease) in cash and cash equivalents 69 (136 )
Cash and cash equivalents, beginning 1,379 1,176
Cash and cash equivalents, ending $ 1,448 $ 1,040
SUPPLEMENTAL DISCLOSURES:
Cash payments for interest, net of amounts capitalized $ 415 $ 344
Cash payments for income taxes, net of refunds $ 193 $ 173
SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES:
Non-recourse debt assumed in acquisition of subsidiary $ 421 $

See Notes to Condensed Consolidated Financial Statements.




Edgar Filing: AES CORP - Form 10-Q/A

THE AES CORPORATION
Notes to Condensed Consolidated Financial Statements

1. FINANCIAL STATEMENT PRESENTATION

The financial statements presented in Item 1 and the accompanying management s discussion and analysis of financial condition and results of
operations set forth in Item 2 of this Form 10-Q/A are restated to reflect the correction of errors that were contained in the Company s condensed
consolidated financial statements and other financial information as of and for the three months ended March 31, 2007 and 2006. In addition, the
prior period financial statements have been restated to reflect the change in the Company s segment reporting as discussed in Note 10 and
discontinued operations as discussed in Note 7 of the condensed consolidated financial statements.

Consolidation

In this Quarterly Report the terms AES , the Company , us or we refer to the consolidated entity including its subsidiaries and affiliates. The tern
The AES Corporation or the Parent refers only to the publicly-held holding company, The AES Corporation, excluding its subsidiaries and

affiliates. Furthermore, variable interest entities in which the Company has an interest have been consolidated where the Company is identified

as the primary beneficiary. Investments in which the Company has the ability to exercise significant influence but not control are accounted for

using the equity method. All intercompany transactions and balances have been eliminated in consolidation.

Interim Financial Presentation

The accompanying unaudited condensed consolidated financial statements and footnotes have been prepared in accordance with generally
accepted accounting principles in the United States of America ( GAAP ) for interim financial information and Article 10 of Regulation S-X of
the Securities and Exchange Commission ( SEC ). Accordingly, they do not include all the information and footnotes required by GAAP for
annual fiscal reporting periods. In the opinion of management, the interim financial information includes all adjustments of a normal recurring
nature necessary for a fair statement of the results of operations, financial position and cash flows for the interim periods. The results of
operations for the three months ended March 31, 2007, are not necessarily indicative of results that may be expected for the year ending
December 31, 2007. The accompanying condensed consolidated financial statements are unaudited and should be read in conjunction with the
restated audited 2006 consolidated financial statements and notes thereto, which are included in the Company s 2006 Form 10-K/A as filed with
the SEC on August 7, 2007.

New Accounting Pronouncements
Accounting for Uncertainty in Income Taxes an interpretation of FASB Statement No. 109

As discussed in Note 12, in June 2006, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes ( FIN 48 ) which was effective for fiscal years beginning after December 15, 2006. The Company adopted FIN 48
on January 1, 2007 and recorded the cumulative effect of applying the provisions of this Interpretation as an adjustment to beginning retained
earnings. FIN 48 applies to all tax positions accounted for in accordance with FASB Statement No. 109. The cumulative effect of the adoption
resulted in an increase to beginning accumulated deficit of $53 million.

Restatement of Consolidated Financial Statements

The Company restated its consolidated financial statements for the years ended December 31, 2006, December 31, 2005 and December 31, 2004
in its 2006 Form 10-K/A filed with the SEC on August 7, 2007. The adjustments presented in the restatement are the result of the identification
of certain financial
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statement errors relating to these years which, had they been corrected on a cumulative basis in the 2006 consolidated financial statements,
would have materially misstated the results for the year ended December 31, 2006. As a result of these errors, the Company also restated its
results of operations for the three month period ended March 31, 2006 on its Form 10-Q for the three months ended March 31, 2007 filed with
the SEC on June 21, 2007. Subsequent to the date of that filing, certain other errors were noted related to both the three months ended March
31, 2007 and 2006, the corrections of which are reflected in this Form 10-Q/A.

May 2007 Restatement of Consolidated Financial Statements

In connection with the filing of our Form 10-Q on June 21, 2007, the results of operations for the three months ended March 31, 2006 were
restated to reflect the correction of certain errors identified in our Form 10-K filed on May 23, 2007. The Company identified errors related to
accounting for certain items in our Brazil and La Electricidad de Caracas ( EDC ) subsidiaries, derivative instruments, income taxes and
share-based compensation.

The condensed consolidated financial statements for the interim period ended March 31, 2006 were restated and resulted in a decrease to
previously reported income from continuing operations and net income of $2 million and $3 million, respectively.

The restatement adjustments included several key categories as described below:
Brazil Adjustments

Prior year errors related to certain subsidiaries in Brazil included adjustments of the U.S. GAAP fixed asset basis and related depreciation at
Eletropaulo and other errors identified through account reconciliation or review procedures.

The cumulative impact of correcting errors related to our Brazil subsidiaries on net income was a decrease of $4 million for the quarter ended
March 31, 2006.

La Electricidad de Caracas ( EDC )

Prior year errors related to the Company s former Venezuelan subsidiary, EDC, included adjustments of errors identified through account
reconciliation or review procedures.

The cumulative impact of correcting errors related to EDC on net income was an increase of $1 million for the quarter ended March 31, 2006.
Capitalization of Certain Costs

Certain errors were discovered with fixed asset balances at several of the Company s facilities related to capitalization of development costs,
overhead and capitalized interest. The impact of correcting errors related to capitalization on net income was a decrease of $5 million for the
quarter ended March 31, 2006.

Derivatives

Certain errors were identified resulting from the detailed review of certain prior year contracts and included the evaluation of hedge
effectiveness; and the identification and evaluation of derivatives.

The impact of correcting all derivative errors on net income was an increase of $3 million for the quarter ended March 31, 2006.
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Income Tax Adjustments

Income tax adjustments related to the correction of income tax expense for certain state deferred tax assets and other miscellaneous items.

The net impact of individual income tax errors resulted in an increase to income tax expense of $2 million for the quarter ended March 31, 2006.
Other Adjustments

As a result of work performed in the course of our year end closing process, certain other errors were identified which increased net income by
$6 million for the quarter ended March 31, 2006.

Share-based Compensation

The Company recently concluded an internal review of accounting for share-based compensation (the LTC Review ), which originally was
disclosed in the Company s Form 8-K filed on February 26, 2007. As a result of the LTC Review, the Company identified certain errors in its
previous accounting for share based compensation. These errors required adjustments to the Company s previous accounting for these awards

under the guidance of Accounting Principles Board Opinion (  APB ) No. 25, Accounting for Stock Issued to Employees ( APB No. 25 ), Statement
of Financial Accounting Standard (  SFAS ) No. 123, Accounting for Stock-Based Compensation and SFAS No. 123R, Share-Based Payment

( SFAS 123R ). The Company recorded an immaterial adjustment related to share-based compensation for the quarter ended March 31, 2006.

For further discussion of other aspects of the Company s restatement of its financial statements, see Part I Restatement of Consolidated Financial
Statements in the Company s May 23, 2007 2006 Annual Report on Form 10-K.

10
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Selected Operations and Comprehensive Income Data

The following table sets forth the previously reported and restated amounts of selected items within the condensed consolidated statement of
operations.

Selected Operations and Comprehensive Income Data:

March 31, 2006

As Previously 10-Q as filed
Reported June 21, 2007
(in millions, except

per share data)

Interest expense $ 422 $ 418
Foreign currency transaction losses on net monetary position $ 22 $ 23
Income tax expense $ 183 $ 186
Minority interest expense $ 84 $ 81
Income from continuing operations $ 332 $ 330
Net income $ 351 $ 348
Foreign currency translation adjustment $ 68 $ 52
Unrealized derivative losses $ 91 $ 85
Comprehensive income $ 510 $ 485
BASIC EARNINGS PER SHARE:

Income from continuing operations $ 0.50 $ 0.0
Discontinued operations 0.03 0.03
BASIC EARNINGS PER SHARE: $ 0.53 $ 053
DILUTED EARNINGS PER SHARE:

Income from continuing operations $ 049 $ 049
Discontinued operations 0.03 0.03
DILUTED EARNINGS PER SHARE: $ 052 $ 052

August 2007 Restatement of Consolidated Financial Statements
The tables to follow detail the impact of the restatement adjustments on the Company s financial statements. Significant adjustments included:

Condensed Consolidated Statement of Operations
Revenue Primarily related to the determination that certain power sales agreements at our AES Pakistan subsidiaries
contained leases resulting in a decrease to revenue when accounted for on a straight-line basis of approximately

$12 million and $11 million for the three months ended March 31, 2007 and 2006, respectively.

Minority Interest Net impact of revenue adjustments resulted in a decrease of minority interest of approximately $5
million and $7 million for the three months ended March 31, 2007 and 2006, respectively.

Condensed Consolidated Balance Sheet
Other Current Assets Increase of approximately $41 million related to the FIN 48 reclass adjustment.
Deferred Income Taxes, noncurrent Increase of approximately $13 million related to the FIN 48 reclass adjustment.

Other Noncurrent Assets Increase of approximately $29 million related to the AES Southland Lease adjustment.

11
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Non-recourse debt Increase of $384 million in non-recourse debt-current portion to reflect the default at TEG/TEP

subsidiaries, offset by a decrease of $384 million in non-recourse debt noncurrent.

Other Long-Term Liabilities Increase of $326 million primarily related to increase in the regulatory liability ( Special

Obligation ) in Brazil of $141 million; an increase in the FIN 48 liability of $66 million; and an increase in deferred

income of $108 million.

The following table details the impact of the restatement adjustments on the condensed consolidated statement of operations for the three months

ended March 31, 2007:

Revenues:

Regulated

Non-Regulated

Total revenues

Cost of Sales:

Regulated

Non-Regulated

Total cost of sales

Gross margin

General and administrative expenses

Interest expense

Interest income

Other expense

Other income

Gain (loss) on sale of investments

Foreign currency transaction losses on net monetary position
Equity in earnings of affiliates

Other non-operating expense

INCOME BEFORE INCOME TAXES AND MINORITY
INTEREST

Income tax expense

Minority interest expense

INCOME FROM CONTINUING OPERATIONS

Income (loss) from operations of discontinued businesses net of

income tax

(Loss) gain from disposal of discontinued businesses net of
income tax

NET LOSS

BASIC EARNINGS (LOSS) PER SHARE:
Income from continuing operations
Discontinued Operations

BASIC EARNINGS (LOSS) PER SHARE:
DILUTED EARNINGS (LOSS) PER SHARE
Income from continuing operations
Discontinued Operations

DILUTED EARNINGS (LOSS) PER SHARE

10

$

1,606

1,515

3,12

1

(1,090
(1,163
(2,253

868
(85
22
100
@1
39

1

20
39

441
(181
(141
119

62

(636
$

(455

$ 018
(0.86

$

(0.68

$ 018
(0.85

$

0.67

)

)

)

Three Months Ended March 31, 2007

As Filed
June 21, 2007

Restatement
Adjustments
$
(12 )
(12 )
(12 )
2
2 )
(12 )
5
(7 )
$ a7 )
$ (0.01)
$ (0.01)
$ (0.01)
$ (0.01)

2007 1Q
Form 10-Q/A

$ 1,606
1,503
3,109

(1,090
(1,163
(2,253
856
(83
(422
100
(41

37

1

20
(39

429
(181
(136
112

62

(636
$ (462

$ 017
(0.86
$ (0.69

$ 017
(0.85
$ (068

)

)

)

13
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The following table details the impact of the restatement adjustments on the condensed consolidated statement of operations for the three months

ended March 31, 2006:

Revenues:

Regulated

Non-Regulated

Total revenues

Cost of Sales:

Regulated

Non-Regulated

Total cost of sales

Gross margin

General and administrative expenses

Interest expense

Interest income

Other expense

Other income

Gain (loss) on sale of investments

Foreign currency transaction losses on net monetary position
Equity in earnings of affiliates

Other non-operating expense

INCOME BEFORE INCOME TAXES AND MINORITY INTEREST
Income tax expense

Minority interest expense

INCOME FROM CONTINUING OPERATIONS
Income (loss) from operations of discontinued businesses net of
income tax

Loss from impairment of discontinued businesses net of
income tax

NET INCOME

BASIC EARNINGS (LOSS) PER SHARE:

Income from continuing operations

Discontinued Operations

BASIC EARNINGS (LOSS) PER SHARE:

DILUTED EARNINGS (LOSS) PER SHARE

Income from continuing operations

Discontinued Operations

DILUTED EARNINGS (LOSS) PER SHARE

$ 1,511
1,306
2,817

(985
15
(1,900
917
(57
(418
114
(78
19
87
(23
36

597
(186
(81
330

18

$ 348

$ 050
0.03
$ 053

$ 049
0.03
$ 052

Three Months Ended March 31, 2006

As Filed
June 21, 2007

Restatement

Adjustments
$
(11 )
(11 )
(1 )
(1 )
(12 )
1
(1 )
(12 )
(1 )
7
6 )
$ o6 )
$ (0.01)
$ (0.01)
$ (0.01)
$ (0.01)

2007 1Q
Form 10-Q/A

$ 1,511
1,295
2,806

(985
©16
(1,901
905
(56
(418
114
(78
19
87
(23
35

585
(187
(74
324

18

$ 342

$ 049
0.03
$ 052

$ 048
0.03
$ 051

)

)

14
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The following table details the impact of the restatement on the Company s Condensed Consolidated Balance Sheet as of March 31, 2007:

March 31, 2007

As Filed Aug-07 2007 1Q

June 21, 2007 Restatement Form 10-Q/A
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 1,448 $ $ 1,448
Restricted cash 496 496
Short term investments 854 854
Accounts receivable, net of reserves of $239 1,860 1,860
Inventory 496 496
Receivable from affiliates 82 82
Deferred income taxes current 228 228
Prepaid expenses 149 149
Other current assets 877 41 918
Current assets of held for sale and discontinued businesses 344 344
Total current assets 6,834 41 6,875
NONCURRENT ASSETS
Property, Plant and Equipment:
Land 952 952
Electric generation and distribution assets 22,822 22,822
Accumulated depreciation (6,815 ) (6,815 )
Construction in progress 1,256 1,256
Property, plant and equipment, net 18,215 18,215
Other assets:
Deferred financing costs, net of accumulated amortization of $193 271 271
Investments in and advances to affiliates 608 608
Debt service reserves and other deposits 520 520
Goodwill, net 1,429 1,429
Other intangible assets, net of accumulated amortization of $185 320 320
Deferred income taxes noncurrent 654 13 667
Other assets 1,635 29 1,664
Noncurrent assets of held for sale and discontinued businesses 1,469 9 1,478
Total other assets 6,906 51 6,957
TOTAL ASSETS $ 31,955 $ 92 $ 32,047
LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES
Accounts payable $ 897 $ $ 897
Accrued interest 422 422
Accrued and other liabilities 2,137 © 2,128
Non-recourse debt-current portion 1,310 384 1,694
Current liabilities of held for sale and discontinued businesses 256 9 265
Total current liabilities 5,022 384 5,406
LONG-TERM LIABILITIES
Non-recourse debt 10,722 (384 10,338
Recourse debt 4,939 4,939
Deferred income taxes-noncurrent 1,095 7 1,102
Pension liabilities and other post-retirement liabilities 864 864
Other long-term liabilities 3,067 326 3,393
Long-term liabilities of held for sale and discontinued businesses 431 431
Total long-term liabilities 21,118 (51 21,067
Minority Interest (including discontinued businesses of $148) 3,270 (162 3,108
Commitments and Contingent Liabilities (Note 8)
STOCKHOLDERS EQUITY
Common stock ($.01 par value, 1,200,000,000 shares authorized; 667,010,861 shares
issued and outstanding at March 31, 2007) 7 7
Additional paid-in capital 6,688 6,088
Accumulated deficit (1,533 ) (78 (1,611 )
Accumulated other comprehensive loss (2,617 ) (1 (2,618 )
Total stockholders equity 2,545 (79 2,466
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 31,955 $ 92 $ 32,047

15
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The Company has been cooperating with an informal inquiry by the Staff of the Securities Exchange Commission ( SEC Staff ) concerning
the Company s restatement of its consolidated financial statements and related matters, and has been providing
information and documents to the SEC Staff on a voluntary basis. Because the Company is unable to predict the
outcome of this inquiry and the SEC Staff may disagree with the manner in which the Company has accounted for and
reported the financial impact of the adjustments to previously filed consolidated financial statements, there is the risk
that the inquiry by the SEC could lead to circumstances in which the Company may have to further restate previously
filed financial statements, amend prior filings or take other actions not currently contemplated.

For further discussion of other aspects of the Company s restatement of its financial statements, see Part I Restatement of Consolidated Financial
Statements in the Company s 2006 Form 10-K/A.

2. INVENTORY

Inventory consists of the following:

March 31, 2007 December 31, 2006
(in millions)
Coal, Fuel oil and other raw materials $ 255 $ 242
Spare parts and supplies 294 276
Less: Inventory of discontinued operations (53 ) 47 )
Total $ 496 $ 471

3. LONG-TERM DEBT
Non-Recourse Debt
Debt Defaults

Subsidiary non-recourse debt in default, classified as current debt in the accompanying condensed consolidated balance sheet, as of March 31,
2007 is as follows:

Primary Nature March 31, 2007
Subsidiary of Default Default Net Assets
(in millions)
Eden/Edes Payment $ 87 $ (74 )
Hefei Payment 4 22
TEG/TEP Covenant 417 184
Kelanitissa(1) Covenant 61 38
Tisza II Material adverse change 93 145
Total $ 662
(1) Kelanitissa is in violation of a covenant under its $65 million credit facility because of a cross default to a

material agreement for the plant. The outstanding debt balance as of March 31, 2007 was $61 million.

None of the subsidiaries listed above that are currently in default are considered to be a material subsidiary under AES s corporate debt
agreements; defaults of a material subsidiary would trigger an event of default or permit acceleration under such indebtedness. However, as a
result of additional dispositions of assets, other significant reductions in asset carrying values or other matters in the future that may impact our
financial position and results of operations, it is possible that one or more of these subsidiaries could fall within the definition of a material
subsidiary and thereby, upon an acceleration, trigger an event of default and possible acceleration of the indebtedness under the AES Parent
Company s outstanding debt securities.
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4. EARNINGS PER SHARE

Basic and diluted earnings per share are based on the weighted average number of shares of common stock and potential common stock
outstanding during the period, after giving effect to stock splits. Potential common stock, for purposes of determining diluted earnings per share,
includes the effects of dilutive stock options, warrants, deferred compensation arrangements and convertible securities. The effect of such
potential common stock is computed using the treasury stock method or the if-converted method, as applicable.

The following table presents a reconciliation (in millions, except per share amounts) of the numerators and denominators of the basic and diluted
earnings per share computation. In the table below, income represents the numerator and shares represent the denominator:

Three Months Ended March 31,

2007 2006
Income Shares $ per Share Income Shares $ per Share
(Restated) (Restated) (Restated) (Restated)
BASIC EARNINGS PER SHARE
Income from continuing operations $ 112 666 $ 0.17 $ 324 657 $ 049
EFFECT OF DILUTIVE SECURITIES
Convertible securities 7 19 (0.01 )
Stock options and warrants 9 10
Restrictive stock units 2 2
DILUTED EARNINGS PER SHARE FROM
CONTINUING OPERATIONS $ 112 677 $ 0.17 $ 331 688 $ 048

There were approximately 4,311,597 and 9,193,698 options outstanding at March 31, 2007 and 2006, respectively, that could potentially dilute
basic earnings per share in the future. Those options were not included in the computation of diluted earnings per share because the exercise
price exceeded the average market price during the related period. In addition, all convertible debentures were omitted from the March 31, 2007
diluted earnings per share computation, because they were anti-dilutive. For the three months ended March 31, 2006, one convertible debenture
was omitted from the calculation because it was anti-dilutive.

5. OTHER INCOME (EXPENSE)

The components of other income are summarized as follows:

Three Months Ended

March 31,

2007 2006

(Restated)

(in millions)
Legal/dispute settlement $ 17 $
Gain on sale of assets 4
Gain on extinguishment of liabilities 2 14
Other 14 5
Total other income $ 37 $ 19
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The components of other expense are summarized as follows:

Three Months Ended

March 31,

2007 2006

(in millions)
Legal/dispute settlement $ 22) $
Loss on sale and disposal of assets S ) (6 )
Loss on extinguishment of liabilities @3 ) o1 )
Other ar ) ar )
Total other expense $ 41) $ (78)

6. SUMMARIZED INCOME STATEMENT INFORMATION OF AFFILIATES

The following table summarizes financial information of the entities in which the Company has the ability to exercise significant influence but
does not control, and that are accounted for using the equity method. It excludes information related to Barry and Cartagena, unconsolidated
majority-owned subsidiaries, and the CEMIG business because the Company has discontinued the application of the equity method in
accordance with its accounting policy regarding equity method investments, as discussed below. As a variable interest entity, Cartagena is
precluded from consolidation under the provisions of FIN 46R Variable Interest Entities as the Company is not the primary beneficiary of the
entity.

Three Months Ended

March 31,

2007 2006

(in millions)
Revenues $ 227 $ 232
Gross Margin $ 65 $ 56
Net Income $ 32 $ 40

In accordance with APB No. 18, The Equity Method of Accounting for Investments in Common Stock, the Company discontinues the application
of the equity method when an investment is reduced to zero and does not provide for additional losses when the Company does not guarantee the
obligations of the investee, or is not otherwise committed to provide further financial support for the investee. The above table excludes income
statement information for the Company s investments in which the Company has discontinued the application of the equity method. Furthermore,
in accordance with APB No. 18, the Company s policy is to resume the application of the equity method if the investee subsequently reports net
income only after the Company s share of that net income equals the share of net losses not recognized during the period the equity method was
suspended.

In March 2006, the Company s wholly-owned subsidiary, AES Kingston Holdings, B.V., sold its 50% indirect ownership interest in Kingston
Cogeneration Limited Partnership ( KCLP ), a 110 MW cogeneration plant located in Ontario, Canada. AES received $110 million in net
proceeds for the sale of its investment and recognized a pre-tax gain of $87 million on the sale.

7. DISCONTINUED OPERATIONS

On February 22, 2007, the Company entered into a definitive agreement with PDVSA dated February 15, 2007, to sell all of its shares of EDC, a
Latin America distribution business reported in the Latin America Utilities segment, for $739 million net of any withholding taxes. In addition,
the agreement provided for the payment of a US$120 million dividend in 2007. On March 1, 2007, the shareholders of EDC approved and
declared a US$120 million dividend, payable on March 16, 2007, to all shareholders on record as of March 9, 2007. A wholly-owned subsidiary
of the Company is the owner of 82.14% of the
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outstanding shares of EDC, and therefore, on May 31, 2007, this subsidiary received approximately US$97 million in dividends (representing
approximately $99 million in gross dividends offset by fees). The agreement provided that PDVSA would acquire our EDC common shares in a
tender offer. PDVSA commenced and publicly announced the commencement of concurrent tender offers in Venezuela and the United States
(the Offers ) on April 9, 2007. The Offers provided for the purchase of 2,704,445,687 of EDC common shares at a U.S. Dollar equivalent amount
of $0.2734 per common share, which is consistent with the price per share implied by the purchase price within the agreement. The closing of
the Offers occurred on May 8, 2007, and the actual transfer of the shares along with payment of the purchase price occurred on May 16, 2007.
As aresult, EDC has been classified as held for sale as of March 31, 2007 and reflected as such on the financial statements. The Company
recognized an impairment charge of approximately $638 million net of income and withholding taxes, representing the net book value of the
Company s investment in EDC less the selling price. The Company impaired the carrying value of EDC s electric generation and distribution
assets to their net realizable value. The impairment expense is included in the loss from disposal of discontinued businesses line item on the
statement of operations for the three months ended March 31, 2007.

In May 2007, the Company s wholly-owned subsidiary, Central Valley, reached an agreement to sell 100% of its indirect interest in two biomass
fired power plants located in central California (the S0OMW Delano facility and the 2SMW Mendota facility) for $51 million. These facilities,
along with an associated management company (together, the Central Valley Businesses ) are included in the North America Generation
segments. The AES Board of Directors approved the sale of the Central Valley Businesses in February 2007. The sale is subject to regulatory
approvals and is expected to be completed during the third quarter of 2007. As a result, Central Valley is reported as held for sale in the
Company s condensed consolidated financial statements as of March 31, 2007.

In May 2006, the Company reached an agreement to sell 100% of its interest in Eden, a Latin America Ultilities business located in Argentina.

The Buenos Aires Province in Argentina approved the transaction in May 2007. Therefore, Eden, a wholly-owned subsidiary of AES, has been
classified as held for sale and reflected as such on the financial statements. In addition to the results of its operations, Eden has also recognized a
$2 million favorable adjustment in the first quarter, to the originally recorded net loss on the sale as a result of the finalization of the sale
transaction.

In May 2006, the Company reached an agreement to sell AES Indian Queens Power Limited and AES Indian Queens Operations Limited,
collectively IQP , which is part of the Europe & Africa Generation segment. IQP is an open cycle gas turbine, located in the U.K. In

September 2006, the Company completed the sale of IQP. Proceeds from the sale were $28 million in cash and the buyer s assumption of debt of
$30 million. The results of operations and financial position of IQP for the three months ended March 31, 2006 are reflected in the discontinued
operations line items on the financial statements.

The following table summarizes the revenue and net income (loss) for these discontinued operations for the three months ended March 31, 2007
and 2006:

Three Months Ended

March 31,

2007 2006

(in millions)
Revenues $ 193 $ 187
Gain from operations of discontinued businesses 74 31
Income tax expense (12 ) (13 )
Income from operations of discontinued businesses $ 62 $ 18
Loss on disposal of discontinued operations $ (636) $
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8. CONTINGENCIES
Environmental

The Company reviews its obligations as they relate to compliance with environmental laws, including site restoration and remediation. As of
March 31, 2007, the Company recorded liabilities of $13 million for projected environmental remediation costs. Due to the uncertainties
associated with environmental assessment and remediation activities, future costs of compliance or remediation could be higher or lower than
the amount currently accrued. Based on currently available information and analysis, the Company believes that it is reasonably possible that
costs associated with such liabilities or as yet unknown liabilities may exceed current reserves in amounts that could be material but cannot be
estimated as of March 31, 2007.

Guarantees, Letters of Credit

As of March 31, 2007, AES had provided outstanding financial and performance related guarantees or other credit support commitments for the
benefit of its subsidiaries, which were limited by the terms of the agreements to an aggregate of approximately $701 million (excluding those
collateralized by letter of credit and surety bond obligations discussed below).

As of March 31, 2007, the Company had $397 million in letters of credit outstanding under the revolving credit facility and under the senior
unsecured credit facility that operate to guarantee performance relating to certain project development activities and subsidiary operations. The
Company pays a letter of credit fee ranging from 1.63% to 2.32% per annum on the outstanding amounts. In addition, the Company had

$1 million in surety bonds outstanding at March 31, 2007.

Litigation

The Company is involved in certain claims, suits and legal proceedings in the normal course of business. The Company has accrued for litigation
and claims where it is probable that a liability has been incurred and the amount of loss can be reasonably estimated. The Company believes,
based upon information it currently possesses and taking into account established reserves for estimated liabilities and its insurance coverage,
that the ultimate outcome of these proceedings and actions is unlikely to have a material adverse effect on the Company s financial statements. It
is reasonably possible, however, that some matters could be decided unfavorably to the Company, and could require the Company to pay
damages or make expenditures in amounts that could be material but cannot be estimated as of March 31, 2007.

In 1989, Centrais Elétricas Brasileiras S.A. ( Eletrobras ) filed suit in the Fifth District Court in the State of Rio de Janeiro against Eletropaulo
Eletricidade de Sdo Paulo S.A. ( EEDSP ) relating to the methodology for calculating monetary adjustments under the parties financing
agreement. In April 1999, the Fifth District Court found for Eletrobras and, in September 2001, Eletrobrds initiated an execution suit in the Fifth
District Court to collect approximately R$762 million (US$365 million) from Eletropaulo and a lesser amount from an unrelated company,
Companhia de Transmissao de Energia Elétrica Paulista ( CTEEP ) (Eletropaulo and CTEEP were spun off of EEDSP pursuant to its privatization
in 1998). Eletropaulo appealed and, in September 2003, the Appellate Court of the State of Rio de Janeiro ruled that Eletropaulo was not a
proper party to the litigation because any alleged liability was transferred to CTEEP pursuant to the privatization. Subsequently, both Eletrobras
and CTEEP filed separate appeals to the Superior Court of Justice ( SCJ ). In June 2006, the SCJ reversed the Appellate Court s decision and
remanded the case to the Fifth District Court for further proceedings, holding that Eletropaulo s liability, if any, should be determined by the
Fifth District Court. Eletropaulo subsequently filed a motion for clarification of that decision, which was denied in February 2007. In

April 2007, Eletropaulo filed appeals with the Special Court (the highest court within the SCJ) and the Supreme Court of Brazil. Eletrobras may
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resume the execution suit in the Fifth District Court at any time. If Eletrobras does so, Eletropaulo may be required to provide security in the
amount of its alleged liability. Eletropaulo believes it has meritorious defenses to the claims asserted against it and will defend itself vigorously
in these proceedings; however, there can be no assurances that it will be successful in its efforts.

In September 1999, a state appellate court in Minas Gerais, Brazil, granted a temporary injunction suspending the effectiveness of a shareholders
agreement between Southern Electric Brasil Participacoes, Ltda. ( SEB ) and the state of Minas Gerais concerning Companhia Energetica de
Minas Gerais ( CEMIG ), an integrated utility in Minas Gerais. The Company s investment in CEMIG is through SEB. This shareholders
agreement granted SEB certain rights and powers in respect of CEMIG ( Special Rights ). In March 2000, a lower state court in Minas Gerais
held the shareholders agreement invalid where it purported to grant SEB the Special Rights and enjoined the exercise of the Special Rights. In
August 2001, the state appellate court denied an appeal of the decision and extended the injunction. In October 2001, SEB filed appeals against
the state appellate court s decision with the Federal Superior Court and the Supreme Court of Justice. The state appellate court denied access of
these appeals to the higher courts, and in August 2002 SEB filed interlocutory appeals against such denial with the Federal Superior Court and
the Supreme Court of Justice. In December 2004, the Federal Superior Court declined to hear SEB s appeal. However, the Supreme Court of
Justice is considering whether to hear SEB s appeal. SEB intends to vigorously pursue a restoration of the value of its investment in CEMIG by
all legal means; however, there can be no assurances that it will be successful in its efforts. Failure to prevail in this matter may limit SEB s
influence on the daily operation of CEMIG.

In August 2000, the Federal Energy Regulatory Commission ( FERC ) announced an investigation into the organized California wholesale power
markets in order to determine whether rates were just and reasonable. Further investigations involved alleged market manipulation. FERC
requested documents from each of the AES Southland, LLC plants and AES Placerita, Inc. AES Southland and AES Placerita have cooperated
fully with the FERC investigations. AES Southland was not subject to refund liability because it did not sell into the organized spot markets due

to the nature of its tolling agreement. AES Placerita is currently subject to refund liability of $588,000 plus interest for spot sales to the

California Power Exchange from October 2, 2000 to June 20, 2001 ( Refund Period ). In September 2004, the U.S. Court of Appeals for the Ninth
Circuit issued an order addressing FERC s decision not to impose refunds for the alleged failure to file rates, including transaction-specific data,
for sales during 2000 and 2001 ( September 2004 Decision ). Although it did not order refunds, the Ninth Circuit remanded the case to FERC for
a refund proceeding to consider remedial options. The Ninth Circuit has temporarily stayed the remand to FERC until August 13, 2007, so that
settlement discussions may take place. In June 2007, the U.S. Supreme Court declined to review the September 2004 Decision. In addition, in
August 2006 in a separate case, the Ninth Circuit confirmed the Refund Period, expanded the transactions subject to refunds to include multi-day
transactions, expanded the potential liability of sellers to include any pre-Refund Period tariff violations, and remanded the matter to FERC

( August 2006 Decision ). The Ninth Circuit has temporarily stayed its August 2006 Decision until August 13, 2007, to facilitate settlement
discussions. The August 2006 Decision may allow FERC to reopen closed investigations and order relief. AES Placerita made sales during the
periods at issue in the September 2004 and August 2006 Decisions. Both appeals may be subject to further court review, and further FERC
proceedings on remand would be required to determine potential liability, if any. Prior to the August 2006 Decision, AES Placerita s potential
liability could have approximated $23 million plus interest. However, given the September 2004 and August 2006 Decisions, it is unclear

whether AES Placerita s potential liability is less than or exceeds that amount. AES Placerita believes it has meritorious defenses to the claims
asserted against it and will defend itself vigorously in these proceedings; however, there can be no assurances that it will be successful in its
efforts.
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In November 2000, the Company was named in a purported class action along with six other defendants, alleging unlawful manipulation of the
California wholesale electricity market, allegedly resulting in inflated wholesale electricity prices throughout California. The alleged causes of
action include violation of the Cartwright Act, the California Unfair Trade Practices Act and the California Consumers Legal Remedies Act. In
December 2000, the case was removed from the San Diego County Superior Court to the U.S. District Court for the Southern District of
California. On July 30, 2001, the Court remanded the case to San Diego Superior Court. The case was consolidated with five other lawsuits
alleging similar claims against other defendants. In March 2002, the plaintiffs filed a new master complaint in the consolidated action, which
reasserted the claims raised in the earlier action and named the Company, AES Redondo Beach, LLC, AES Alamitos, LLC, and AES
Huntington Beach, LLC as defendants. In May 2002, the case was removed by certain cross-defendants from the San Diego County Superior
Court to the U.S. District Court for the Southern District of California. The plaintiffs filed a motion to remand the case to state court, which was
granted on December 13, 2002. Certain defendants appealed aspects of that decision to the U.S. Court of Appeals for the Ninth Circuit. In
December 2004, a panel of the Ninth Circuit issued an opinion affirming in part and reversing in part the decision of the District Court, and
remanding the case to state court. In July 2005, defendants filed a demurrer in state court seeking dismissal of the case in its entirety. In
October 2005, the court sustained the demurrer and entered an order of dismissal. In December 2005, plaintiffs filed a notice of appeal with the
California Court of Appeal. In February 2007, the Court of Appeal affirmed the trial Court s judgment of dismissal. Plaintiffs did not appeal the
Court of Appeal s decision.

In August 2001, the Grid Corporation of Orissa, India ( Gridco ), filed a petition against the Central Electricity Supply Company of Orissa Ltd.

( CESCO ), an affiliate of the Company, with the Orissa Electricity Regulatory Commission ( OERC ), alleging that CESCO had defaulted on its
obligations as an OERC-licensed distribution company, that CESCO management abandoned the management of CESCO, and asking for

interim measures of protection, including the appointment of an administrator to manage CESCO. Gridco, a state-owned entity, is the sole
wholesale energy provider to CESCO. Pursuant to the OERC s August 2001 order, the management of CESCO was replaced with a government
administrator who was appointed by the OERC. The OERC later held that the Company and other CESCO shareholders were not necessary or
proper parties to the OERC proceeding. In August 2004, the OERC issued a notice to CESCO, the Company and others giving the recipients of

the notice until November 2004 to show cause why CESCO s distribution license should not be revoked. In response, CESCO submitted a
business plan to the OERC. In February 2005, the OERC issued an order rejecting the proposed business plan. The order also stated that the
CESCO distribution license would be revoked if an acceptable business plan for CESCO was not submitted to, and approved by, the OERC prior

to March 31, 2005. In its April 2, 2005 order, the OERC revoked the CESCO distribution license. CESCO has filed an appeal against the

April 2, 2005 OERC order and that appeal remains pending in the India courts. In addition, Gridco asserted that a comfort letter issued by the
Company in connection with the Company s indirect investment in CESCO obligates the Company to provide additional financial support to

cover all of CESCO s financial obligations to Gridco. In December 2001, Gridco served a notice to arbitrate pursuant to the Indian Arbitration

and Conciliation Act of 1996 on the Company, AES Orissa Distribution Private Limited ( AES ODPL ), and Jyoti Structures ( Jyoti ) pursuant to
the terms of the CESCO Shareholders Agreement between Gridco, the Company, AES ODPL, Jyoti and CESCO (the CESCO arbitration ). In the
arbitration, Gridco appears to seek approximately $188.5 million in damages plus undisclosed penalties and interest, but a detailed alleged

damages analysis has yet to be filed by Gridco. The Company has counterclaimed against Gridco for damages. An arbitration hearing with

respect to liability was conducted on August 3-9, 2005 in India. Final written arguments regarding liability were submitted by the parties to the
arbitral tribunal in late October 2005. In June 2007, a 2 to 1 majority of the arbitral tribunal rendered its award rejecting Gridco s claims and
holding that none of the respondents, the Company, AES ODPL, or Jyoti, had any liability to Gridco. The respondents counterclaims were also
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rejected. The tribunal declared that the Company was the successful party and invited the parties to file papers on the allocation of costs. Gridco
has not indicated whether it will attempt to challenge the award. Proceedings remain pending before the India Supreme Court regarding Gridco s
failure to pay its share of the presiding arbitrator s fees and Gridco s objection to having a hearing outside of Bhubaneswar. The Company
believes that it has meritorious defenses to the claims asserted against it and will defend itself vigorously in these proceedings; however, there
can be no assurances that it will be successful in its efforts.

In December 2001, a petition was filed by Gridco in the local India courts seeking an injunction to prohibit the Company and its subsidiaries
from selling their shares in Orissa Power Generation Company Pvt. Ltd. ( OPGC ), an affiliate of the Company, pending the outcome of the
above-mentioned CESCO arbitration. OPGC, located in Orissa, is a 420 MW coal-based electricity generation business from which Gridco is the
sole off-taker of electricity. Gridco obtained a temporary injunction, but the District Court eventually dismissed Gridco s petition for an
injunction in March 2002. Gridco appealed to the Orissa High Court, which in January 2005 allowed the appeal and granted the injunction. The
Company has appealed the High Court s decision to the Supreme Court of India. In May 2005, the Supreme Court adjourned this matter until
August 2005. In August 2005, the Supreme Court adjourned the matter again to await the award of the arbitral tribunal in the CESCO
arbitration. The Company believes that it has meritorious claims and defenses and will assert them vigorously in these proceedings; however
there can be no assurances that it will be successful in its efforts.

In early 2002, Gridco made an application to the OERC requesting that the OERC initiate proceedings regarding the terms of OPGC s existing
power purchase agreement ( PPA ) with Gridco. In response, OPGC filed a petition in the India courts to block any such OERC proceedings. In
early 2005, the Orissa High Court upheld the OERC s jurisdiction to initiate such proceedings as requested by Gridco. OPGC appealed that High
Court s decision to the Supreme Court and sought stays of both the High Court s decision and the underlying OERC proceedings regarding the
PPA s terms. In April 2005, the Supreme Court granted OPGC s requests and ordered stays of the High Court s decision and the OERC
proceedings with respect to the PPA s terms. The matter is awaiting further hearing. Unless the Supreme Court finds in favor of OPGC s appeal or
otherwise prevents the OERC s proceedings regarding the PPA terms, the OERC will likely lower the tariff payable to OPGC under the PPA,
which would have an adverse impact on OPGC s financials. OPGC believes that it has meritorious claims and defenses and will assert them
vigorously in these proceedings; however, there can be no assurances that it will be successful in its efforts.

In April 2002, IPALCO Enterprises, Inc. ( IPALCO ), the pension committee for the Indianapolis Power & Light Company thrift plan ( Pension
Committee ), and certain former officers and directors of IPALCO were named as defendants in a purported class action filed in the U.S. District
Court for the Southern District of Indiana. In May 2002, an amended complaint was filed in the lawsuit. The amended complaint asserts that
IPALCO and former members of the Pension Committee breached their fiduciary duties to the plaintiffs under the Employees Retirement

Income Security Act by investing assets of the thrift plan in the common stock of IPALCO prior to the acquisition of IPALCO by the Company.
In September 2003 the Court granted plaintiffs motion for class certification. A trial addressing only the allegations of breach of fiduciary duty
was he