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“success on the high quality and fair price of our

service;, on the skill, courtesy, and loyalty of our-
employees; on the confidence of our investors;
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employees; providing modern facilities for our
customers’ expanding needs for energy service;
and paying a fair return to our investors who have
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public service, we recognize our civic responsibil

ity in the communities we sérve. We shall strive

0 advance the growth and welfare of these com-
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Business Review ' ' Union Electric Company

J Highlights Annual Change
10-Year

Year Ended Current Rate of

December 31, 1989 Year Growth

Earnings per Average Common Share 8§2.61 2.0% 4.2%
Dividends per Common Share §2.02 4.1 34
Common Stock Price - Year End 8§28 5/s 18.7 9.1
Book Value per Common Share 519.14 3.1 19
Property and Plant (gross) §7,309,963,000 26 72
Total Operating Revenues $2,010,306,000 9 7.8
Total Kilowatt-Hour Sales 30,145,951,000 A4 24
Residential Kilowatt-Hour Sales 9,723,850,000 2.3) 2.6
Commercial Kilowatt-Hour Sales 10,142,002,000 1.3 4.6
Industrial Kilowatt-Hour Sales 8,604,546,000 2.2 9

Company Profile

Union Electric is a utllity
company, primarily
engaged in supplying elec-
tric service to more than
one million customers in
the strategic center of
America - a 24,000 square
\  mile area in Missouri,

/ WNlinols, and lowa, which
Inciudes the Metropolitan
S1. Louls area.

{llinois

) Service Area



To Ouwr Stockholders:

Common stock earnings for 1989 were S2.61 per
share compared with 82.56 for 1988 despite slight-
ly lower operating revenues and a 10-cent per
share charge against earnings attributable to non-
recurring items in the first quarter of 1989,
including the write-off of the canceled second unit
of our Callaway Plant.

Summer temperatures were very mild following
an abnormally hot summer in 1988. As a result,
residential sales were down 2.3 percent and com-
mercial sales grew only 1.3 percent. Sales to our
industrial customers, which are not so weather
sensitive, were up a strong 2.2 percent.

Our peak demand for the summer of 1989 was
7.21 million kilowatts, compared to the all-time
record peak demand of 7,34 million kilowatts set
in 1988. Our December demand for power set a
new winter record of 6.38 million kilowatts, or 15
perc »nt above the winter peak the previous vear.

We continued to meet our goal of reducing costs
through improved productivity. For example, our
production cost per kilowatt-hour was down three
percent from 1988. This followed a decrease of
six percent in production costs a vear earlier.

Increased Dividend

In the fourth quarter, we increased the quarterly
common stock dividend two cents per share,
resulting in an annual dividend rate of 82.08 per
share. We have increased the dividend rate in
four of the last five years

Looking to the future, we are confident that we
can continue to improve earnings performance
through productivity increases and cost control
Two primary forces will enable us to continue to
improve performance. First is a management
style that encourages individual iaitiative and a
commitment to quality in everything we do
Second is utilization of the latest technology, such
as the new distribution monitoring system we are
installing that will be one of the most sophisticat
ed inthe US

We feel a sense of urgency in achieving additional
operating efficiencies. This urgency stems from
our belief that competition will increase in the

1990s and beyond. Competition will come from
four sources: utilities with excess generating
capacity, selling power at any price they can get
above their incremental production cost; rural
electric co-ops, competing for both industrial and res-
idential customers; industrial custoiners with cogen-
eration potential; and independent power producers.

Most of these competitors are unregulated, and
some are subsidized by taxpayers. So, obviously,
they have an advantage. Just as obviously, our
customers aren't influenced by regulatory or
other differences. They simply want the best
price, best quality and best service available. We
intend to be our customers’ energy company of
choice through across-the-board leadership in
price, quality and service.

Acid Rain Legislation

Another issue — acid rain legislation — now
appears close to resolution. Let me be clear.
Union Electric actively supports clean air. We
have virtually eliminated the ash that used
to come from our stacks, and we have reduced
sulfur dioxide emissions by one third since the
mid-1970s.

While we support further reductions in sulfur
dioxide emissions, legislation drafted by the
Environmental Protection Agency and introduced
in Congress distorts the principles of fairness and
flexibility that were said by President Bush to be
the cornerstone of his environmental policy

As | testified on behalf of the industry last year
before the U.S. Senate, if this legislation passes,
the national cost to utility customers wil' be at
least $5.5 billion annually. That will increase to
about 87 billion in the year 2000 when the second
phase of proposed emission caps would take
effect. While we agree that cleaner air is impor-
tant, so too is the strength of our economy and
the ability to compete in world markets

Discourages Coal Use

Aside from its enormous cost, the acid rain legis-
lation proposed by the Administration also will
have a profound effect on our nation's future ener
gy supply. It will discourage the use of coal, our

country's most abundant energy resource. The




only alternatives are gas and oil — which cost far
more than coal and mean increased dependence
on foreign supply — and nuclear. Given the cur-
rent political climate and the need for substantial
changes in the way nuclear plants are licensed, it
will be years before additional nuclear plants
come on line

Achieving Goals at Less Cost

The fact is, we can achieve responsible — even
aggressive — environmental goals at far less cost
than required by this legislation and still pre-
serve the option of using coal. Our research has
indicated, for example, that we could achieve a 70
percent reduction in sulfur dioxide emissions at
about half the cost of the 78 percent reduction
required by legislation now before Congress.
That difference would amount to 8150 million in
annual savings for Union Electric customers.
Applied nationally, the savings would be several
billion dollars each year.

We are confident that the U.S. public doesn’t real-
ize the tremendous costs and far-reaching conse-
quences of the proposed legislation. We will
continue to argue for a rational and cost-effective
resolution of this issue.

Board of Directors

At the 1989 Stockholders’ Meeting, Thomas A.
Hays, president of The May Department Stores
Company, a nationwide retailing organization,
was elected a director of Union Electric. In July,
Stewart W. Smith, Jr., vice chairman, retired as
an employee of the Company. He continues to
serve as a member of the Company’s Board of
Directors. In January 1990, we were saddened
by the death of Neal J. Farrell, retired president
and chief operating officer of Mercantile
Bancorporation, Inc., and a director of Union
Electric since 1987,

Our Commitment

More than a century has passed since Thomas
Edison invented the incandescent lamp. But
even in those early days of electricity, the inven-
tor's vision was far-reaching. Edison predicted,
“We will make electricity so cheap that only the
rich will be able to burn candles.”

William E. Comalius

Clearly, Union Electric and our sister electric
companies long ago made good on Edison's pre-
diction. Our electrical system is a critical part of
our infrastructure and our quality of life, but it's
also so dependable and affordable that people
take it for granted.

This achievement doesn't mean we can relax.
We are responsible to our customers, owners,
employees, and others to continue to improve the
quality of our service and its cost.

This Annual Report is the story of how the 7,100
men and women of Union Electric pursue this
shared commitment — each day. For while our
performance has led customers to take our prod-
uct and service for granted, we do not.

William E. Cornelius
Chairman and Chief Executive Officer

February 5, 1990
St. Louis, Missouri



ol Fuel Power

Coal is Union Electric's primary fuel. In 1989, we
burned more than 10 million tons uf coal, an aver-
age of almost 30,000 tons each day, to generate
more than 70 percent of our total output. Coal
comes direct from mines to our generating plants.
Pulverized to talcum powder consistency, coal is
fed into boilers up to 16 stories tall. Burning at
temperatures of 2800° F,, the coal converts water
to steam. Steam pressure up to 2400 pounds per
square inch drives turbines which spin a genera-
tor, producing electricity.

Why use coal over natural gas or 0il? In our terr-
tory, coal costs about one half as much. So we
only use oil or natural gas-fired turbines, similar
to jet engines, to provide power for a few peak
hours in a typical year.

Coal is less expensive than other fuels because
it's more plentiful. The U.S. has an estimated 300
years' supply at current rates of use. However,
pending acid rain legislation jeopardizes the most
efficient use of coal and, there-
fore, economical electric rates.
Proposed legislation would force
us to install chemical treatment
scrubbers and switch to more
expensive coal supplies by the
year 2000. The cost to add scrub-
bers is estimated at up to S1.5 bil
lion in current dollars. That
would increase our rates up to 20 percent. Our
research has demonstrated that almost the same
result can be achieved for less than half that
annual cost by blending low-sulfur coal with
the high-sulfur coal currently used. We will
continue to press for this more rational and eco-

nomical course

& Abungant U.S. coal providas
more ikan 70 parcent of Union
Elaciric's power. Jur 1682 coal bill
oxceeded 8350 million for more
than 10 millien tons. Producing
the same amoudt ol powar with
naturai a5 or 0il would cost at
Ieast twice as much as coal.
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Our second largest source of generating power is
nuclear energy. While coalfired plants produce
more electricity in total, & single, highly produc-
tive nuclear facility — the Callaway Plant -~ gen-
erated 26 percent of all our output in 1989,
Indeed, Callaway's 1989 production would have

met the needs of our entire system 30 years ago

As in a coal-fired plant, Callaway uses steam to
produce electricity. But instead of a furnace,
Callaway has a nuclear reactor containing a core
of nuclear fuel. Controlled splitting of uranium
atoms - nuclear fission — produces energy in
the form of heat. Because there is ao combus-
tion, there are no emissions of the kind produced
by burning fossil fuels

Callaway has set performance
recoids since it went into opera-
tion in late 1984, It has become
one of the leaders in Nuclear
Regulatory Commission perfor-
mance ratings. In 1989, Callaway
achieved new records for power
production. It was the national
leader for production by a single unit in its first

five years of operation

With 40.8 billion kilowatt-hours of generation,
Callaway led all U.S. nuclear units for production
from 1985 to 1989, Also, compared with more
than 400 nuclear plants worldwide, Callaway was
the only U.S. plant to rank among the top 10 in
power production

There are many reasons for the excellent perfor-
mance at Cailaway. Two important factors are the
ability to manage refueling operations and our
success in reducing unplanned service outages
The unit has averaged 57 days for refueling cony

pared to an industry average of more than 100

days for comparable reactors. And Callaway per-

sonnel reduced unplanned service outages to only
one percent of total operating time last year, com

pared to an industry median of 4.5 percent

& Callsway's day-to-day operation
is monitored by resident Nuclear
Regulatory Commission inspec -
tors. The plant ranks in the top 10
percent of reactors nationwide in
overall NRC periormance ralings.




& Almost one half of Callaway's
fuel is replaced every 18 months
Callaway was off line for refugling
last April, causing the production dip
noted in the chart at lett. Unlike

combustion, fission produces no
significant air emissions
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@ Training for all Callaway people
is contiavous. About 10 percent
of amployess ' work lime is devol-
@d lo perfecting existing skills and
leaming new ones

& Continvous maintenance con-
tributes to Calaway's outsianding
psriormance and wif] keep the plant
productive well into the next century
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With hydroglectric powrr, aature supplies the
- “fuel” — water, Falling v/ater, from a river or lake,

There are two basic kinds of hydro plante. One is
conventicusl hydro, powered by water from & leke
of fiver thet flows through & dam's water whesls.
The other variety is pumped-storage hydro in
which the same water is used over and over. A
lerge volume of water is pumped from a lower
reservolr up 1o & otorage ares when customer
demand is low. Then when needed, the impound-
ed water is released through & tunnel, and the
force of its fall drives the generators 2a it passes
through the plant.

We have two conventional hydro facilities and one
pumped-storage plant that, taken together, pro-
vide more than 600,000 kilowatts of power,
Conventional hydro plants are the Keokuk Plant
on the Missisaippi River at Keokuk, fowa, and the
Osage Plant at the Lake of the Ozarks. Our
pumped-storage facility is the Taum Sauk Plant
near Lesterville, Missouri.

Hydreelectric power is subject to
constraints. For example, if the
level of the Mississippi River is
iow, all of Keokuk's 15 generators
can't be fully utilized. Also, unless
peaking power is needed or
unless other facilities are out of
service, it ien't cost-effective to
pump Taum Sauk’s 1.4 billion gallons of water
through a 7,000-foot tunnel up to the Proffit
Mountain reservoir. Still, when conditions are
right, cur hydro plants represent valuable,
strategic assets that few other utilities have. For
instance, 10 replace the Osage facility's 1989 out-
put of 367 million kilowatt-hours rwith
output from oilfired peaking power generators,
would have cost 824 million. T he Osage Plant
cost 830 million when completed in 1931, and,
with continuing maintenarnce, it will serve
our needs, reliably and cost-effectively, for
decades to come.
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lesion and Distribution

Behind a customer's wall switch, there is a §2.1
billion distribution network monitored every
minute of every day by highly-trained people
The diverse network serving our 24,000 square-
mile territory includes literally million.. of parts,
35,000 miles of distribution lines, more than
700,0C0 poles, 260,000 transformers, and more
than 700 substations. Some network components
cost less than a dollar, others cost more than $1
million; some components have been in place for

decades, others were installed yesterday

Our transmission and distribution network is
dynamic, its facilities are monitored and main
tained continuously, and its configuration changes
frequently in response to customer needs. For
example, growth in downtown St. Louis required
expanding downtown distribution capacity more

in the 1980s than the previous 40 years combined

Our ability to manage electricity
distribution efficiently is key to
earnings and customer service
performance. In 1975, we
installed our present monitoring
system, one of the mast sophisti
cated in the U.S. at that time. We
will maintain that leadership with
a new state-of-the-art monitoring
syster that will be fully operational in 1992
Housed in an earthquake-resistant hub, this new
system will allow our dispatchers to remotely
monitor and operate a substation when an outage
occurs, This system, coupled with enhanced
radio communications, will increase the use of
existing facilities and defer the need for additional
capital investment.

From the customer’s point of view, a distribution
system is effective only when electricity is avail
able. We couldn’t agree more. In 1989, the aver-
age customer's service was available 99.98

percent of the time

Power Plants

- -

A Load dispatchers respond to
customers energy demands on &
minute-to-minute basis, directing
power generation within our gys-
lem and between our system and
interconnected companies

Load Dispatching Office

Interconnections with Other Utilities

DR 16

Transmission Tower =



& Our 82.1 billion distribution nat
work is constantly maintained and
upgraded MHere, 240 loe! above
the Mississippi River, workers
replace gn aircralt warning beacon
on & tower supporting a 345,000
volt line cressing the river

A New equipment, modern tech-
nologles. and enhanced employee
skills developed in the last decade
have enabled us lo serve more cus
tomers with lewer distribution
amployees

<4 e can access powsr from
soveral slates away through inter-
connections with other utilities

In 1989, we deliveret 3.1 billion
klrowat-hours of power to other
utilities and recelved 3.2 billion
kilowati-hours

Customers

=

FERE R

(’ 1

Transmission Substation
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Serving Our Customers

Our service objective is simple to express, but dif-
ficult to attain. We want — consistently — to

exceed customers’ expectations

In 1989, monthly surveys conducted by an outside
firm indicated that customers’ perceptions of our
Company improved during the
year. For example, customers’
perceptions of their contacts with
our people trended up in terms of
employees’ courtesy, competence,

and helpiulness. Also, research

showed that customers viewed the

Company more favorably in 1989
in four areas: fairness of rates; our
concern for customers; our partnership efforts
with customers to hold down their energy costs;

and management competence

We don't lack opportunities to serve our cu-
tomers. Each business day, we receive an aver-
age of 8,400 customer calls, for a total of 1.7
million telephone calls each year. Our objective is
to satisfy each caller in that initial contact. To this
end, we are installing a sophisticated electronic
telephone system that will be operationa! in 1990
Also, in 1989, Braille billing was introduced for
blind customers, and we promoted our teletype
communications option to better serve customers
with hearing difficulties. EnergyPlus programs,
including weatherizing senior citizens' homes and
Dollar More energy assistance for needy cus
tomers, continued in 1989, benefiting an estimat
ed 15,000 households

For some commercial and industrial customers
the quality of service has become an issue. The
problem isn't a change in the electricity we pro
vide. The problem is increased use of microelec-
tronic devices that use so little power they can be
sensitive to minute, temperary changes, We are
addressing this issue on two fronts. First, we pro
vide engineers and equipment to diagnose and
solve custumer problems. Second, with other util
ities, we are working with the electronics industry

to solve the problem through product design

9 Service includes showing cus-
tomers how fo use energy wisely
and efficiently. In 1989, the
Company condgucted & pilo! pro-
gram in which Jefierson City, Mo
customers received cash rebates
when they purchased high-efii-
ciency air conditioners and heal
pumps. In 1989, more than 3,500
new heat pumps ware insialled in
our service area




© Viriually sl our selespeople
working with industrial casiomers
are enginears. Their professional
traiming makes them valuable
problem solvers for those
customers
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d Meny resideniie] dsveiopers see
tie advontogas of all-slaciric
homes. This pli-alactric apsriment
complex in Chasterfield, Mo. wes
part ol the tots! of 5,400 all-alec-
tric housing unigs built in our sar-
viee area lgst pyear.

& In 1988, we excecdad our
poal to win a 50 parcent markat
share lor slaciric heat in new
commercial buildings in the

St. Louis area

" Residential Customer
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Resulis of Operations

Earnings and earnings per share fluctuated due to
many conditions, the primary ones being: the
effect of weather variations, the timing and
amounts of rate changes, growth in customers’
use of electricity, fluctuating operating costs, the
effect of costs disallowed by regulatory authori-
ties and reduced preferred stock dividend
requirements

The impacts of the more significant items affect-
ing revenues, costs, and earnings during the past
several years are analyzed and discussed below

Electric Operating Revenues

Variation from Prior Year
(Millions of Dollars} 1989 198K 1987
Rate variations S§(6.4) §237 S R7
Effect of weather variations (64.8) 43.5 (19.5)
Growth and other 62.8 1.6 83.6

§(8.4) 5688 S1468

The decrease in 1989 electric revenues applicable
to rate variations primarily reflects decreases in
wholesale electric rates. The

increases in 1988 and 1987 electric

revenues applicable to rate varia-

tions reflect a series of rate

increases under the regulatory

approved Callaway rate phase-in

plans.

The effect of weather variations on

1989 electric revenues reflects the

abnormally cool 1989 summer as

compared to an abnormally hot 1988 summer.
The effect of weather on 1988 electric revenues
reflects the abnormally hot 1988 summer as com-
pared to 1987. The effect of weather variations on
1987 electric revenues primarily reflects the
increased sales of electricity due to extremely
warm weather in the second and third quarters of
1986.

Operating Expenses

Fuel and Purchased Power Variation from Prior Year
(Millions of Dollars) I}V’P“' 7 NN« _‘\v't_bf_."
Fuel:

Variation in generation 5(11.9) §52.5 8 (3.0

Price (27.7) (9.7 (1.2)
Amortization of uranium

litigation settlement ‘ 11.0 46
Generation efficiencies (10.5) 6.1

Net interchange sales and
purchased power variation 20.2 (30.3) 209

\

8§ 3.0 S 674

The decrease in total fuel and purchased power
costs in 1989 reflects reduced generation due to
the Callaway refueling outage in 1989 and lower
prices, offset in part by increased purchased
power costs. The increase in total fuel and pur-
chased power costs in 1988 reflects greater gener-
ation due to increased sales of electricity to all
classes of customers and no Callaway refueling
outage in 1988, offset by greater interchange
sales and lower fuel prices. The increase in total
fuel and purchased power costs in 1987 primarily
reflects decreased amortization of
uranium litigation settlement pro-
ceeds and increased sales of elec-
tricity to all classes of customers.

Other variations in operating

expenses during the years 1987

through 1989 generally reflected

recurring conditions such as

growth, inflation, and wage

increases. In 1989, operations
expenses, other than fuel and purchased power
costs, increased $19 million, due primarily to a
$16 million increase in wages, pensions and other
employee benefit expenses and a $3 million
increase in Callaway plant expenses. In 1988,
operations expenses, other than fuel and
purchased power costs, increased S7 million, due
primarily to a $6 million increase in wages and
other employee benefit expenses and a 83 million
increase in natural gas purchased for resale, par-
tially offset by a 82 million decrease in Callaway
plant expenses.




In 1989, maintenance expenses decreased 87 mil-
lion, reflecting a S14 million decrease in mainte-
nance expenses at generating plants other than
Callaway, offset by a 7 million increase in mainte-
nance expenses at Callaway olant, attributable to
the plant’s third refueling in early 1989, In 1988,
maintenance expenses increased
§4 million, primarily reflecting
increased maintenance expenses
at all major coal generating plants,
offset by an 811 million reduction
in Callaway plant maintenance
expenses reflecting the plant's

income and the decreased amortization of certain
Callaway-related accumulated deferred income
taxes (see Callaway Rate Phase-In Plans in Notes
1 and 2 under Notes to Financial Statements).
Income taxes from operations increased in 1988
due principally to decreased amortization of cer-
tain Callaway-related accumulated
deferred income taxes, offset in
part by a decrease ia pre-tax
income. Income taxes in 1987
increased in response to higher
pre-tax income, partially offset
by increased amortization of

second refueling in late 1987, In
1987, aperations expenses, other
than fuel and purchased power
costs decreased S6 million. pri-
marily due to an S8 million decrease in natural gas
purchased for resale, offset by a $2 million
increase in other operations costs. Maintenance
expenses in 1987 increased S11 million, reflecting
Callaway plant’'s second refueling in late 1987 and
increased maintenance at all major coal generat-
ing plants except the Labadie plant.

Depreciation expense increased $19 million in
1988 primarily due to the effect of the 1987
Callaway refueling outage and the change in 1988
from the unit-of-production method to the
straight-line method of computing Callaway plant
depreciation in accordance with

regulatory commission orders

Amortization of phase-in plans

deferred costs for 1989 decreased

85 million reflecting the conclu-

sion of the Illinois and wholesale

customer phase-in plans. Amorti-

zation of phase-in plans deferred

costs increased S25 miliion in

1988 primarily reflecting amortiza-

tion of the Missouri portion of accumulated
Callaway-related deferred costs which began in
January 1988

Income taxes from operations increased S9 mil-
lion in 1989 principally due to higher pre-tax

Callaway-related accumulated
deferred income taxes.

In 1989, the S1 million increase in
other taxes charged to operating
expenses is primarily due to increased real estate
taxes. The 1988 increase in other taxes charged
to operating expenses is due to a S4 million
increase in license and franchise taxes resulting
from increased revenues. The 1987 increase in
other taxes charged to operating expenses is due
to a 86 million increase in license and franchise
taxes resulting from increased revenues, and a S2
million increase in real estate taxes.
Interest
The 1989 decrease in interest expense reflects the
favorable resolution of several tax matters in the
first quarter of 1989 (see Note 2
under Notes to Financial
Statements). The 1988 and 1987
decreases in interest primarily
reflect the refinancing of high-cost
debt with lower-cost issues and
reduced total outstanding debt.
Callaway Rate Phase-In Plans
and Costs Disallowed

See Notes 1 and 11 under Notes to
Financial Statements for information relative to

Callaway rat~ phase-in plans and the Callaway
Unit No. 2 costs disallowed
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Miscellaneous Other Income and
Deductions, Net

The 1989 increase of $18 million in Miscel-
laneous, net primarily reflects 815 million net of
tax charged to expense in 1988 related to obtain-
ing long-term power supply contracts with certain
wholesale customers (see Note 11 under Notes to
Financial Statements).

Contingencies

See Note 10 under Notes to Firancial Statements
for situations existing at December 31, 1989, that
could affect the Company.

Liquidity and Capital Resources
Construction expenditures averaging approxi-
mately $230 million are anticipated during each
of the years 1990 through 1994, The Company
completed the construction of its Callaway plant
in late 1984, Additional electric generation capaci
ty is not anticipated before the late 1990s. For
funds required in addition to
construction expenditures, see
Notes 3, 4, and 5 under Notes to
Financial Statements.

A nuclear fuel lease provides for
the financing of up to 8200 million
of the Company’s nuclear fuel
requirements. At December 31,
1989, §173 million of nuclear fuel
was financed under the lease.

The Company plans to continue utilizing short-
term debt as support for normal operations and
other temporary requirements (see Note 7 under
Notes to Financial Statements). Union Electric is
authorized by the Federal Energy Regulatory
Commission (FERC) to have outstanding at any
one time up to S600 million of short-term unse-
cured debt instruments.

Tax Matters

The Technical and Miscellaneous Revenue Act of
1988 (TAMRA) contained several provisions that
affect the Company. The most significant provi-
sion was the substantive law change contained in
the Technical Corrections sections of the Act
which retroactively extended the 35% reduction in
investment tax credit (ITC) carryforwards as

enacted by the Tax Reform Act of 1986 to also
apply to the ITC carryforwards generated by
plant placed in service before 1986. In 1988,
while total provisions for federal income taxes
were reduced as a result of the reduced tax rate
provided by the Tax Reform Act of 1986, the
amount of income taxes currently payable
{acreased principally as a result of the reduction
of IT” carryforwards.

See Income Taxes in Note 1 under Notes to
Financial Statements regarding the Company’s
adoption of Statement of Financial Accounting
Standards No. 96, “Accounting for Income Taxes",

Effects of Inflation and Changing Prices

The Company’s financial statements reflect the
historical cost of events and transactions occur-
ring at times when the purchasing power of the
dollar was different from the present. The effects
of inflation and changing prices on the Company's
financial statements are most sig-
nificant in the areas of deprecia-
tion and property, plant, and
equipment.

The current replacement cost of
the Company's utility plant sub-
stantially exceeds its recorded
historical cost. However, the regu-
latory process limits the Company
to the recovery of the historical
cost of utility plant through depreciation. While
the regulatory process does not reflect the cur-
rent cost of replacing utility plant, past practice
indicates the Company will be allowed to earn on
and to recover the increased cost of its net invest-
ment after facilities are replaced.

The Company, by having assets such as receiv-
ables, fuel and materials inventory, and deferred
charges, incurs a loss of purchasing power during
periods of inflation because after conversion, the
cash received for these items will purchase less.
More than offsetting such assets, however, are
significant amounts of long-term debt, deferred
income taxes, and current liabilities which will be
paid with dollars of reduced purchasing power
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(Thousands of Dollars Except Shares and Per Share Amounts)
Year 1989 Year 1988

Operating Revenues (*):

Electric §1,929,884 81,938,296
Gas 76,840 87,263
Other » A 3,582 3,548
Total operating revenues 2,010,306 2,029,107

Operating Expenses:

Operations
Fuel and purchased power 403,840 422,297
Other 354,215 335,073
758,055 757,370
Maintenance 156,220 162,977
Depreciation and nuclear decommissioning 185,908 195,684
Amortization of phase-in plans deferred costs 34,397 39,703
Income taxes 203,441 194,211
Other taxes (*) 195,817 195,008
Total operating expenses 1,543,838 1,544,953

Operating Income 466,468 484,154

Other Income and Deductions:

Callaway rate phase-in plans 227
Callaway Unit No. 2 costs disallowed (50,351)
Income tax benefits related to

Callaway Unit No. 2 costs disallowed 20,155
Deferred costs disallowed -
Allowance for equity funds used during construction 2,656 2,002
Miscellaneous, net 7,769 (10,648)

Total other income and deductions, net . (19,544) v (6,238)

Income Before Interest Charges 446,924 477 916

Interest Charges:

Interest 176,571 199,241
Allowance for borrowed funds used during construction (15,252) (12,883)

-

Net interest charges 161,319 186,358

Net Income 285,605 291,558

Preferred Stock Dividends 19,134 30,425

Earnings on Common Stock S 266,471 § 261,133

Year 1987

§1,869,477
73,518
3,416
1,946,411

419,272
327,949
747,221
158,908
176,703

4,337
180,514
190,274

1,457,957
488,454

92,791

(23,169)
5,994
(15,714)

59,902

548,356

228,961
(14,483)
214478
333,878

36,522

297,356

(*) Includes license and franchise taxes of $95,276,000, $95 608,000, and 891,490,000 for the years 1989, 1988, and 1987, respectively

Earnings per Share of Common Stock (ased on average shares outstanding ~ $2.61 $2.56

$2.91

Dividends per Share of Common Stock §2.02 $1.94

$1.92

Average Number of Common Shares Outstanding 102,123,834 102,123,834

102,123,834

See Notes to Financial Statements on pages 25 through 30




Balance Sheet Union Electric Company
(Thousands of Dollars)
e : December 31, 1989  December 31, 1988
Property and Plant, at criginal cost: L Gl ey
Electric 87,013,217 $6,773,814
Gas 113,190 106,110
LAl e L e R e L 8, T 15,009
7,141,162 6,894,933
Less accumulated depreciation and amortization 2,192,221 1,974,391
4,948,941 4,920,542
Construction work in progress:
Nuclear fuel in process 115,333 173,870
AN 3 iRt R e £ R A Gl g S 53,468 57,452
Total property and plant, net 5,117,742 5,151,864
Callaway Unit No. 2 construction abandonment 4,330 58,283
Callaway rate phase-in plans 99,200 133,290
Unamortized debt expense 23,623 27,611
Nuclear decommissioning trust fund 17,816 13,223
Other I 16,613 15,906
Total deferred charges and other assets 161,582 248,313
Current Assets:
Cash and special deposits 3,480 3,565
Accounts receivable - trade (less allowance
for doubtful accounts of 85,713 and $5,123, :
at respective dates) 150,088 151,765
Unbilled revenue 113,193 ,768
Other accounts and notes receivable 23,912 11,053
Materials and suppiies, at average cost -
Fossil fuel 86,897 65,376
Construction and maintenance 89,782 87,619
Other ; Bedir e e 13,646 10,923
Total current assets o 480,998 427,069
Total Assets $5,760,322 85,827,246

See Notes to Financial Statements on pages 25 through 30.
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Capital and Liabilities

Capitalization:

Common stock, $5 par value, authorized 150,000,000 shares -
outstanding 102,123,834 shares (excluding 42,990 shares
at par value in treasury)

Other paid-in capital, principally premium on common stock
(see accompanying statement)

Retained earnings (see accompanying statement)

Total common stockholders’ equity

Preference stock, 81 par value, authorized 7,500,000 shares -
none outstanding

Preferred stock not subject to mandatory redemption
(see accompanying statement)

Preferred stock subject to mandatory redemption
(see accompanying statement)

Long-term debt (see accompanying statement)
Unamortized discount and premium on debt
Total capitalization

Accumulated Deferred Taxes on ln(jqn_\_e 2
Accumulated Deferred Investment Tax Credits

Accumulated Provision for Nuclear Decommissioning

Construction Commitments and Contingencies (Notes 9, 10, and 11)

Current Uabilides:

Current maturity of long-term debt
Accounts payable

Wages payable

Rank loans

Commercial paper
Income taxes accrued
Other taxes accrued
Interest accrued
Dividends declared
Other

Total current liabilities

Total Capital and Liabilities

December 31, 1989

N

510,619

716,957

726,905

954,481

9% RRY
227,582

806

,114,039

(7,263)

289,645

704,148

207,951

I18.686

O.003
120
3,825

1.000

1 B 4
2919

).622

l)e(jember 371. 1988

510,619

716,071
668,670
1,895,360

279,784
60,832

2,196,129
_519)
4,424,590

657,965
214,964

14,093

66,870
157,490
33,425
38,500
20,000
40,082
18,365
70,136
6,155
64,611
515,634

$5,827,246




Long-

(Thousands of Dollars)

Firet Mortgage Bonds - note (a)

43/4%
43/4%
5%
55/8%
41/2%
41/2%
10 %/4%
41/2%
43/4%
51/2%
5 5/&%
8 /4%
87/8%
51/2%
55/8%
7%
7.95%
73/8%
8%

8 /4%
9.95%
9%
77/8%
7 5/8%
8 1/8%
9 1/4%
93/8%
93/%
81/2%
7 3/4%
83/8%
10%
10 1/2%
5.80%
87/8%
85/&%
9.35%
9.25-9.625%
93/%

Csf'l’l?bdu(‘ 19% G

Series due 1991
Series due 1991
Series due 1991
Series due 1992
Series due 1993
Series due 1994 - note (b)
Series due 1995
Series due 1995
Series due 1996
Series due 1996
Series due 1996
Series due 1996
Series due 1997
Series due 1997
Series due 1998
Series due 1998
Scries due 1999
Series due 1999
Series due 1999
Series due 1999 - note (b)
Series due 2000
Series due 2001
Series due 2001
Series due 2001
Series due 2001 - note (b)
Series due 2001 - note (b)
Series due 2001 - note (b)
Series due 2002 - note (b)
Series due 2003
Series due 2004
Series due 2004 - note (b)
Series due 2005

Series due 1992 to 2005 - note (¢)

Series due 2006
Series due 2007
Series due 2008 - note (b)

Series due 2000 to 2010 - note (¢)

Series due 2016

__December 31, 1989

_ D_ecember 31, 1988

5 J—

30,000
2,000
3,500
6,000

30,000
2,380

35,000
3,000

30,000
5,000

10,000

100,000

40,000
5,000

50,000
4,000

35,000
5,000

40,000

64,300

60,000

50,000

50,000

60,000
3,300

1,912
6,600
3,600
7.000

70,000
7.000

70.000

27,085

7C.000

60,000

19 500

60O 000

100.000




December 31, 1989 De(‘ember 31, 1988

Unsecured loans - = MR
Foreign credit agreement, due 1991 - note (d) —
Domestic credit agreement, due 1991 - note (e) 100,000
Commercial paper - note (f) 300,000

Unsecured Notes -

6% Due to 1992 REdLL - | 1,205

Miseouri Environmental Improvement - SRR

Revenue bonds, 5.70-6.20% Series due to 2004 16,000 16,250
1984 Series A due 2014 - note (g) 80,000 80,000
1984 Series B due 2014 - note (h) 80,000 80,000
1984 Series C due 2014 - note (i) 47,500 47,500
1985 Series A due 2015 - note (j) 70,000 70,000
1985 Series B due 2015 - note (j) 56,500 56,500

Nuclear Fuel Lease-note (k) 106,567

101,118

Long-'l‘erm Debt $2,114,039 $2,196,129

(a) At December 31, 1989, substantially all of the property and plant was mortgaged under, and subject to liens of, the respective
indentures pursuant to which the bonds were issued
(b) To he retired by sinking fund - 10 3/4% Series to 1993; 9.95% Series to 1998, 9 1/4% Series and each 9 ¥/¢% Series to 2000, 8 1/:%
Series to 2001; 10% Series to 2003; and 9.35% Series to 2007
(¢) Environmental Improvement Series
(d) During 1989, the Company repaid and canceled the credit agreement
(e) During 1989, the Con pany amended the credit agreement reducing the maximum amount which could be borrowed from
8275 million to 8150 million. Interest rates will vary depending on market conditions and the Company’s selection of various options
under the agreement. At December 31, 1989, such borrowings were outstanding at an average interest rate of 8.70%, based on
competitive bid rates
On Aurust 15, 1989, the Company entered into a four-year 8300 million bank credit agreement which is utilized to support
commercial paper borrowings on a long-term basis. At December 31, 1989, the outstanding commercial paper was at an average
annualized interest rate of 8.62%
Adjustable-fixed rate, interest rate at 6.70% per annum through May 31, 1990; thereafter, interest rates will depend on market
conditions and the Company’s selection of an adjusted rate for each annual period or a fixed rate until maturity
Adjustable-fixed rate, interest rate at 6.65% per annum through May 31, 1990; thereafter, interest rates will depend on market
conditions and the Company's selection of an adjusted rate for each annual period or a fixed rate until maturity
Adjustable-fixed rate, interest rate at 7.15% per annum through February 28, 1990; thereafter, interest rates will depend on market
conditions and the Company’s selection of an adjusted rate for each annual period or a fixed rate until maturity
Interest rates, and the periods during which such rates apply, vary depending on the Company’s selection of certain defined rate
modes. The average interest rate at December 31, 1989, for such Series A and Series B bonds was 6.10%
(k) At December 31, 1989 and 1988, 866 million and $54 million, respectively, are included under current maturity of long-term debt

(1)

()

See Notes to Financial Statements on pages 25 through 30.
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Unica Etsetric Compeny

(Thousants of Dollars)

December 31, 1980 December 31, 1988

Preferred Stock Not Subject to Mandatory Redemption:

Preferred stock outstanding without par value (entitled to
cumulative d'vidends) - note (a)

Stated value of $100 per share -

87.44 Series ~ 427 977 ana 550,000 shares at

respective dates - note (b) 42,798 $ 55,000
5640 Series -~ 300,000 shares 30,000 30,000
85.50 Series A -~ 14,000 shares 1,400 1,400
§6.50 Series B~ 3,000 shares 300 300
$4.75 Series - 20,000 shares 2,000 2,000
54.56 Series - 200,000 shares 20,000 20,000
84 50 Series ~ 213,585 shares 21,359 21,359
$4.30 Series - 40,000 shares 1,000 4,000
S4.00 Series - 150,000 shares 13,000 15,000
S$3.70 Series -~ 40,000 shares 1,000 4,000
S3.50 Series - 130,000 shares 13,000 13,000

Stated value of §97.50 per share -
SB.00 Series of 1971 -« 425,000 shares 41, 41,437

Stated value of §892.25 per share -
S8 00 Series - 350,000 shares

Stated value of 8§25 per share -
82.125 Series - 1,600,000 shares - note (¢) - 40,000

Total Preferred Stock Not Subject to Mandatory Redemption §227,582 $§279,784

Preferred Stock Subject to Mandatory Redemption:

I referred stock outstanding without par value (entitlea to
cumulative dividends) - note (a)

Stated value of S100 per share -
86.30 Series - 8,060 and 8,320 shares at respective dates,
due to 2020 - note (d) SR06 S 832

Stated value of S50 per share -

54.60 Series - 1,200,000 shares, due to 2004 - note (e) 60,000

Total Preferred Stock Subject to Mandatory Redemption S806

560,832

a) Authorized Union Electric Company total preferred stock « 25,000,000 shares
(b) In 1989, the Company retired 122,023 shares or the 87 44 Series

)} In 1988, the Company redeemed the §2.125 Series at S25.75 per share
d) The Company s required to retire 260 shares at S100 per share on June 1 of each year
) In 1989 the Coiapany retired 75,000 shares at 850 per share and mpleted earty

redemption of the remaining 1,125,000 shares at $§52.50 per shars

See Notes to Financial Statements on pages 25 through 30
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{Thousanos of Dollars)

Balance at Beginning of Period

Add
Net income

Deduct

Preferred stock dividends*

Common stock cash dividends - $2.02, §1.94,
and $1.92 per share, respectively

Premium paid on preferred stock reacquired

(Under mortgage indentures as amended, free
and unrestricted retained earnings at
December 31, 1989 amounted to $669,790)

Balance at Close of Period

SHs s ').,‘k‘

Yaiga Electric Company

Year 19588

$610,466

291,568
902,024

20,264
198,120

5,970
233,354

S668,670

Year 1987

8515312

333,878
849,190

34,679
196,078

7,967
238,724

$610,466

*Preferred stock dividends include dividends declared, applicable to subsequent periods

gat of Other Paid-in Gapltal

(Thousands of Dollars)

Balance at Beginning of Period

Premium paid on preferred stock reacquired

Excess of stated value over purchase price
of 122,023 shares 87.44 Series prefer red stock retired

Other

Balance at Close of Period

Year 1989

8§716,071
(999)

1,885

§716,957

Year 1988

§716,071

8716,071

Year 1987

§717,258
(1,171)

8716,071

See Notes to Financial Statements on pages 25 through 30
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(Thousants of Dollars)

Cash Flows From Operations:

Net income
Items not requiring cash -
Depreciation and amortization
Callaway Unit No. 2 costs disallowed
Amortization of nuclear fuel
Allowance for funds nsed during construction
Deferred taxes on income, aet
Deferred investment tax credits, net
Callaway rate phase-in plans
Deferred costs disallowed
Contract acquisition expense
Changes in assets and liabilities
Receivables, net
Materials and supplies
Accounts and wages payable
Taxes accrued
Interest and dividends accrued or declared
Other, net

Net cash provided by operations

Cash Flows From Investing:

Construction expenditures
Allowance for funds used during construction
Nuclear fuel expenditures

Net cash used in investing activities

Cash Flows From Financing:

Dividends on preferred and common stock
Redemptions -

Nuclear fuel lease

Shortterm debt

Long-term debt

Preferred stock
Issuances -

Nuclear fuel lease

Shortterm debt

Long-term debt

Net cash used in financing activities

Year 1989

8 285,605

LL3, )
50.351
59 .69)
(17,908)
16,183
(7.013)

(227)

(27.607)
(23.684)
(6,670)
2002
(31,928)
19,300

571,475

(192,.853)
17,908
(20,446)

(195.391)

(224.356)

(59,374)
(17.500)
(337.539)
(114,356)

76.956

300,000

(376,16%)

Unles Electrie Company

Year 1988

o

291,558

204 W6
6% 656
(14 885)
36,514
26,987

(2,408)

28,845

(10,707
26,191

(309!
6,300

(10,645)
9,404

679,897

(174,903)
14,885
(29,588)

(189,606)

227.384)

(108,753)

(253,368)
(84,746)

116,003
25,500
40,000

(492,748)

Year 1987

$ 333,878

158 98K
47,142
(20477)
69,072
51,758
(92,791)
23,169

—

(28,410)
18,732
18,077

(16,631)
(6,601)
14,895

570,801

(150,698)
20,477

(35,406)

(165,627)

230,757)

(137,802)
(514,902)
(109.914)

160,604
3,000
425,000

(404,771)

Net Change in Cash and Cash Equivalents

(85) (2,457) 403
Cash and Cash Equivalents at beginning of year 3,565 6,022 5,619
Cash and Cash Equivalents at end of year 3,480 § 3,565 § 6,022

See Notes to Financial Statements on pages 25 through 30




Note 1 - Summary of Accounting Policies

The Company is regulated by the Missouri Public Service
Commission, Illinois Commerce Commission, lowa State
Utilities Board, and the Federal Energy Regulatory
Commission. The accounting policies of the Company are
in accordance with the rate-making practices of the
regulatory authorities having jurisdiction and, as suck,
conform to generally accepted accounting principles as
applied to regulated public utilities. A description of the
Company's significart accounting policies follows.

and Plant

The cost of additions to and betterments of units of
property and plant is capitalized. Cost includes labor,
material, applicable taxes, and overheads, plus an allowance
for funds used during construction. Maintenance
expenditures and the renewal of items not considered units
of property are charged to income as incurred. When units
of depreciable property are retired, the original cost and
removal cost, less salvage, are charged to accumulated
depreciation.

tion

Depreciation is provided over the estimated lives of the
various classes of depreciable property by applying
composite rates on a straight-line basis. The provision for
depreciation in 1989 is equivalent to approximately 3.0% of
the average depreciable cost (3.0% in 1988 and 2.8% in
1987). (As permitted for rate-making purposes, Callaway
plant depreciation was computed on a unit-of-production
basis through March 1988, and on a straight-line basis
thereafter)

Nuclear Fuel

The cost of nuclear fuel is amortized to fuel expense on a
unit-of-production basis. A provision for spent fuel disposal
costs is charged to expense based on kilowatt-hours
generated.

Income Taxes

Deferred income taxes are provided for timing differences
between book and taxable income as permitted for rate-
making purposes. Investment tax credits utilized are
deferred and amortized over the useful lives of the
properties to which they relate.

In December 1987, the Financial Accounting Standards
Board issued Statement of Financial Accounting Standards
No. 96, “Accounting for Income Taxes" (SFAS 96). SFAS 96
requires an asset and liability approach for financial

Union Electric Company

accounting and reporting for income tuxes. Under current
accounting standards the Company is permitted and intends
to adopt SFAS 96 in 1982, The adoption of SFAS 96 is not
expected to have a material effect on the Company's
financial position or results of operations.

Allowance for Funds Used During Construction
Allowance for funds us=d during construction (AFC) is &
utility industry accounting practice whereby the cost of
borrowed funds and the cost of equity funds (preferred and
common stockholders’ equity) applicable to the Company's
construction program are capitalized as a cost of construc-
tien. This accounting practice is intended to offset the
effect on earnings of the cost of financing current
construction, zd results in treating such financing costs in
the same manner as construction charges for labor and
materials,

Under accepted rate-making practice, cash recovery of
AFC, as well as other construction costs, occurs when
completed projects are placed in service and reflected in
customer rates.

AFC rates are established by the Company consistent with
the methodology prescribed by the Federal Energy
Regulatory Commission. Average annual AFC rates were
9.7% in 1989 8. 7% in 1988, and 10.3% in 1987,

Callaway Rate Phase-In Plans

The Callaway r1ate phase-in plans effective in 1985 as a
result of regulatory commission orders provide for (1)
partial deferral of a cash recovery of costs related to the
Callaway plant during the early years of the plans with
recovery of such deferrals in the later years of the plans,
(2) three-year amortization of certain Callaway-related
accumulated deferred income taxes, and (3) two-year
amortization of certain proceeds from the Company's
settlement of uranium litigation with Westinghouse. See
Note 11 regarding an order issued by the Missouri Public
Service Commission in December 1987.

The amount of costs for which cash recovery is deferred
under the plans is recognized as income currently in the
Statement of Income. Such noncash income, net of taxes,
amounted to 26% of earnings on common stock for 1987 but
was not significant in 1988 nor in 1989

Unbilled Revenue
The Company accrues on its books estimated, but unbilled,
revenue and also a liability for the related taxes.
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Notes to Financial Statements ...

Note 2 - Income Taxes

Total income tax expense for 1989 resulted in an effective tax
rate of 39 on earnings before income taxes (38% in 1988 and
37% in 1987). The principal reasons such rates differ from
the statutory Federal rate are as follows:

1989 1988 1987
Statutory Federal income un rute 44% K713 o
Increases (Decreases) from:
Depreciation differences ) 6 6
Callaway rate phase-in plans -
Other income 3 3 (5
Amortization of prior years
tax deferrals — (§3) (0]
Miscellaneous, net 3 @ 2
Effective Federal income tax rute 39% i ™

Income tax expense components for the years shown are as
follows (in thousands):

1980 1688 1987
(principally Federal):
Included in operating expenses 8160605  §i26,130  § 01,585
Included in other income -
Miscellaneous, net (K,083) (7,840) 9,149
Deferred taxes
(principally Federal):
Included in operating expenses -
Liberalized depreciation 73,643 65,845 77078
Repair allowance 1,886 3,204 4927
Allowance for borrowed funds
used during construction 3,148 3,036 5,493
Unbilled revenue (0,088)  (10,656)  (12.648)
Other (primarily capitalized costs) 170 137 274
Callaway ratc phase-in plans
amortization of prior years'
deferrals - (8.527)  (34.337)
Provisions deferred in prior years  (15,338)  (18.24) (5,148)
Other (4,561) (7,269) (6,679)
Included in other income -
Callaway rate phase-in plans ~ - 15,538
Callaway Unit No. 2 costs
disallowed (20,155) - -
Contract acquisition expense - (13,912 —
Liberalized depreciation 7,480 7204 9.440
Deferred investment tax credits, net
Included in operating expenses (7,018) 33,505 57479
Total income tax expense 6181 7ﬂ'¥ 8170663  £196,338

Union Electric Company

Deferred income taxes are provided for differences between
hook and taxable income to the extent permitted for rate-
making purposes. At December 31, 1989, the cumulative net
amount of income tax timing differences for which deferred
income taxes have not been provided was $1 billion.

In the &iret Guarter of 1989, the Company favorably resolved
several tax matters. The resolution of these matters reduced
1989 interest expense by $27 million and increased 1989 net
income and earnings on common stock by $20 million
(8.20 per share).

Note 3 - Preferred Stock

During the three years ended December 31, 1989, preferred
stock, without par value, was retired or redeemed as follows:
in 1989, the Company redeemed 1,600,000 shares, $2.125
Series and 1,125,000 shares, $4 .60 Series; in 1988, the
Company redeemed 3,000,000 shares, 8298 Series; and, in
1987, the Company redeemed 880,000 shares, $2.72 Series
and 3,000,000 shares, $4.00 Series of 1982. The Company
retired 75,000 shares, 84,60 Series and 260 shares, §6.30
Series in each of the years 1989, 1988, and 1987. In 1989, the
Company retired 122,023 shares, 87 44 Series.

Preferred Stock Fventunl
(Per Share) (Per Share)
87 44 Series $101.00 §101.00
$6.40 Series 101.50 101.50
§5.50 Series A 110.00 110.0
SH.50 Series B 108,50 108.50
$4.75 Series 102.176 102.176
84.56 Series 102 47 10247
§4.50 Series 110.00 110.00 (a)
§4.30 Series 105.00 106.00
§4.00 Series 106.625 106.625
83.70 Series 104.75 14.76
$3.50 Series 110.00 110,00
88.00 Series of 1971 9850 8,50
S8.00 Series 93.26 98.26
$6.30 Serice ) 100.00 100.00

(a) In the event of voluntary liquidation, $105.50.
(b) The Company is required to retire 260 shares at 8100 per share on
June 1 of each year.




Note 4 - Preferred Stock Mandatory Redemption
Provisions

During each of the five years 1990 through 1994, the
Company will be required to redeem $26,000 of the
preferred stock outstanding at December 31, 1989,

Note 5 - Debt Retirement Provisions

During the five years from December 31, 1989, the amounts
of debt maturities totaling $656,084,000 are: $129,003,000 in
1990; $148,289,000 in 1991; $20,684,000 in 1992;
§343,574,000 in 1993; and $14,534,000 in 1994. Amounts for
years subseguent to 1990 do not include nuclear fuel lease
payments since the amounts of such payments are not
currently determinable.

Debt retirement provisions contained in most mortgage
bond indentures of the Company require, subject to certain
alternatives, the redemption annually of 1% of the principal
amount (as defined) of each series of bonds. In
substantially all instances, as permitted by the indentures,
the Company has been following the practice of pledging
property additions in lieu of such redemptions.

Note 6 - Nuclear Fuel Lease

The Company has a lease agreement which provides for the
financing of the costs of up to $200 million of the
Company’s nuclear fuel. Pursuant to the terms of the lease,
the Company has assigned to the lessor certain contracts
for purchase of nuclear fuel. The lessor obtains, through
the issuance of commercial paper or from direct loans
under a committed revolving credit agreement from
commercial banks, the necessary funds to purchase the
fuel and make interest payments when due.

The Company is obligated to reimburse the lessor for all
expenditures for nuclear fuel, interest, and related costs.
Obligations under this lease become due as the nuclear fuel
is utilized at the Company's Callaway nuclear plant. During
1989, the Company reimbursed the lessor $68.3 million.
During 1988, the Company reimbursed the lessor $67.9
million and $50 million for fuel repurchased from lessor.
During 1987, the Company reimbursed the lessor $58.6
million and $85 million for fuel repurchased from lessor.

The Company has capitalized the cost, including certain
interest costs, of the leased nuclear fuel and has recorded

the related lease obligation. During the years 1989, 1988,
and 1987, the total interest charges under the lease were
$17.6 million, $17.0 million, and $15.3 million (based on
average interest rates of 10%, 8.2%, and 7.6%, respectively) of
which $8.3 million, 87.9 million, and $9.4 million,
respectively, were capitalized.

Note 7 - Short-Term

Shortterm borrowings of the Company consist of bank
loans (maturities generally on an overnight basis) and
commercial paper (maturities generally within 1045 days).
Information relative to shortterm borrowings is as follows
(in thousands except rates):

1089 19688 1967
Bank loans at year end -
Amount outstanding § 41,000 8 385K 833,000
Composite interest rate 0.1% 10.4% 7%
Commercial paper at year end -
Amount outstanding | § 20000 —
Composite interest rate - Y -
Maximum aggregate short-term
borrowings at any month end
during the year 8204,500  $142,000 $84,000
Average daily short-term borrowings
outstanding during the vear -
Aggregate amount § 68626 5§ BB255 S4770M
Weighted composite interest rate 0.6% 7.6% 6.

The above weighted composite interest rates were
calculated by dividing the applicable interest expense for
the year by the average daily short-term borrowings shown
above.

At December 31, 1989, the Company had bank lines of
credit aggregating $205 million (8164 million of which were
unused at such date) which make available interim
financing at various rates of interest, not to exceed prime,
based on the London InterBank Offered Rate (LIBOR), the
bank certificate of deposit rate, or other options, and in
support of which the Company has both written and
unwritten agreements with its lending banks to pay annual
fees of 0.125%. These lines of credit are renewable annually
at various dates throughout the year.
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Note 8 - Retirement Plans and Related Benefits

The Company has non-contributory, defined-benefit
retirement plans covering substantially all of its employees.
Benefits are based on years of service and the employees’
compensation during years of employment. The Company's
funding policy is to contribute annually at least the
minimum amount required by government funding
standards, but not more than that which can be
deducted for Federal income tax purposes. Plan assets
consist principally of common stocks and fixed income
securities (including S8 million of Company securities at
December 31, 1989).

Pension costs for the years 1989, 1988, and 1987 were
$19 million, $15 million, and $15 million, respectively, of
which approximately 17% in each year was charged to
construction accounts.

The plans’ funded status follows (in millions):

At December 31,
19RO 1088 1987
, o ot obl . e [
Vested benefit obligation §(377) (320 §(324)

Accumulated benefit obligation §(404) 8(353) S(359)
Projected benefit obligation for service

rendered to date S(53R) S(420) S(445)

Plan assets at {nir value 634 508 448
(Deficiency) Excess of plan assets versus

projected benefit obligation 4 & 3
Unrecognized net (gain) or loss (77) 6L A
Prior service cost not yet recognized in net

periodic pension cost 100 28 26
Unrecognized net assets at transition (14 A% 16
Prepaid pension cost § 58 656 2

Effective January 1, 1989, the Company amended its
principal retirement plan to change the benefit formula to
reflect final average pay. This amendment increased the
accumulated benefit obligation and the projected benefit
obligation by $18 million and 862 million, respectively.

Pension costs include the following components
(in millions):

1080 1088 1087
Service cost - benefits earned during

the period $ 15 8§ 138 4
Interest cost on projected benefit obligation 43 35 31
Actual return on pian assets (43) (66) 21)
Net amortization and deferral 4 33 )
Pension cost

§ 19 8 156 8§ 15

28
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For determining the actuarial present value of the projected
benefit obligation in 1489, 1988, and 1987, the weighted
average discount rates were 8.75%, 9, and 8%, respectively.
The rate of increase in future compensation was 6% and the
expected long-term rate of return on plan assets was 8.5% in
1989 and 7.5% in 1988 and 1987, respectively.

In addition to providing pension benefits, the Company
provides certain health c7ve and life insurance benefits for
retired employees. Substantially all of the Company's
employees may become eligible for those benefits if they
reach retirement age while working for the Company. The
costs of retiree health care and life insurance benefits are
recognized on the basis of claims paid. Such costs totaled
$9 million, 87 million, and $6 million for 1989, 1988, and
1987, respectively.

Note 9 - Construction Commitments

The Company is engaged in a construction program under
which expenditures averaging approximately $230 million
are anticipated during each of the next five years.

Note 10 - Contingencies
The Company's insurance coverage for its Callaway plant is

as follows:

Property insurance coverage of $500 million pro-
vided by American Nuclear Insurers (ANI) and
Mutual Atomic Energy Liability Underwriters
(MAELL)).

Excess property insurance of 8975 million pro-
vided by Nuclear Electric Insurance Limited
(NEIL), a mutual insurer established by the
utility industry. Under this policy, the Company
could be subject to a maximum retrospective
premium assessment of 87.4 million in any one
policy year if NEIL's property losses exceed
available funds.

Excess property insurance of $560 million pro-
vided by ANI and MAELLU.

A Master Worker Policy issued by ANI and
MAELU with an aggregate limit of $200 million
for the nuclear industry as a whole to cover
claims of 'vorkers as a result of radiation
exposure on or after January 1, 1988. Under this



policy, the Company could be subject to a
maximum retrospective premium assessment of
$3.4 million.

Accidental outage replacement power cost
insurance provided by NEIL. Thereunder, the
Company is insured for up to $1.7 million per
week for the first year, commencing 21 weeks
after initiation of the outage; up to $1.2 million
per week for the second year; and for up to
$0.6 million per week for the third year. Under
this policy, the Company could be subject to a
maximum annual retrospective premium assess-
ment of §2.6 million.

The Atomic Energy Act, as revised August 1988 by the
Price-Anderson amendments, covers liability to third
parties for a nuclear incident and currently limits such
liability to approximately $7.4 billion for each nuclear
incident. Coverage of the first 8200 million of liability is
provided by ANI and MAELU. The balance is provided by
utility industry retrospective assessments. The Company's
maximum potential assessment under this plan would be
863 million per incident payable in annual installments of
not more than $10 million. Additionally, if the sum of all
public liability claims and legal costs arising from a nuclear
incident exceeds the amount of primary and excess
coverage in force, the Company can be assessed an
additional 83 million.

To the extent that any losses arising from a nuclear incident
at Callaway plant exceed the limits of, or are not subject to,
insurance, or to the extent such insurance becomes
unavailable in the future, the Company may retain the risk
of loss as a self-insurer. Although the Company has no
reason to anticipate a serious nuclear incident at Callaway
plant, if such an incident did accur, it could have a material
but presently undeterminable adverse effect on the
Company's financial position.

Legislative proposals are pending in the US. Congress that
expressly seek to control acid deposition in the eastern
portion of the United States. If any of these proposals
become law, significant reductions in the emissions from
the Company's various fossil-fuel generating plants could be
required. These reductions could entail substantial capital

and operating costs that, in turn, could require the
Company to request substantial rate increases.

As of December 31, 1989, the Company was designated a
potentially responsible party (PRP) by federal and state
environmental protection agencies for three hazardous
waste sites. Other parties have also been designated a PRP
for these sites but the extent of their participation has
not been determined. Other hazardous waste sites have
been identified for which the Company may be responsible
but has not been designated a PRP. The Company is
presently investigating the remedial costs that will be
required for all of these sites. However, such costs are
not expected to have a material adverse effect on the
Company's financial position.

The Company is involved in legal and administrative
proceedings before various courts and agencies with
respect to matters arising in the ordinary course of
business, some of which involve substantial amounts.
Management is of the opinion that the final disposition of
these proceedings will not have a material adverse effect on
the Company’s financial position.

Note 11 « Callaway Nuclear Plant

In early 1985, the Missouri Public Service Commission
(MoPSC) authorized a $455 million increase in annual
electric revenues for costs related to Callaway Unit No. 1.
That increase was to be phased in over a six-year period. (In
early 1987, the MoPSC reduced the final four annual rate
increases, from 7.3% to 4.6%, to reflect expected income tax
expense reductions from the Tax Reform Act of 1986.) The
first-year increase, effective April 1985, was $149 million
(15%); the increase in the second year, effective April 1986,
was $112 million (10%); the increase in the third year,
effective April 1987, was $57 million (4.6%): to be followed
by annual increases of 4.6% in each of the next three years,
totaling $189 million.

In April 1987, the Staff of the MoPSC and the Office of
Public Counsel of the State of Missouri filed complaints
against the Company with the MoPSC alleging that the
Company’s return on its investment had become excessive,
On December 21, 1987, after conducting hearings, the
MoPSC issued an order in response to the complaints. The
order eliminated the $189 million of scheduled revenue
increases and instead authorized a single revenue increase
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of §5.6 million effective December 31, 1987. In addition, the
order effectively prevents the recovery of $23 million of
deferred costs accumulated under the Missouri rate phase-
in plan. As a result, the Company charged $23 million
(8.23 per share) to expense in 1987, (The order provides
that the remaining $159 million deferred cost balance at
December 31, 1987, applicable to Missouri be recovered in
rates over the five years 1988 through 1992)

Effective during 1985, the Iliinois Commerce Commission,
the lowa State Utilities Board, and the Federal Energy
Regulatory Commission authorized rate phase-in plans
comparable to those ordered by the MoPSC in 1985.

During 1988, the Company obtained long-term power
supply contracts with certain of its wholesale customers.
As a condition of such contracts, the Company will not
recover $29 million (815 million net of tax) of phase-in plan
deferred costs applicable to these customers. As a result,
the Company charged $15 million net of tax (8.15 per
share) 1o expense in 1988,

In 1981, the Company canceled construction of Unit No. 2
at its Callaway plant. In March 1989, the Missouri Supreme
Corrt refused to hear an appeal of a MoPSC order that
denied recovery of Callaway Unit No. 2 costs applicable
to the Missouri jurisdiction. As a result, in the first quarter
of 1989, the Company wrote off $50 million (§30 million
net of tax or 8.30 per share) of the recorded asset related to
the portion of Callaway Unit No. 2 applicable to the
Missouri jurisdiction. Recovery of Callaway Unit No. 2
costs applicable to other regulatory jurisdictions (84 million
at December 31, 1989) is presently reflected in rates.

Under the Nuclear Waste Policy Act of 1982, the U. S
Department of Energy (DOE) is responsible for the
permanent storage and disposal of spent nuclear fuel. DOE
currently charges one mill per kilowatt-hour generated for
future disposal of spent fuel. Electric rates charged to
customers provide for recovery of such costs.

Union Electric Company

Callaway plant decommissioning costs are estimated to be
9170 million in current year dollars. Electric rates charged
to customers provide for recovery of decommissioning
costs ovei the life of the Callaway plant. Amounts so
collected from customers are deposited in a trust fund
which has been established to provide for decomimissioning
costs. At December 31, 1989, $18 million was on deposit in

the decommissioning trust fund.
Note 12 - Supplementary Information
(Thousands of Dollars) 1989 1988 1987
Maintenance and repairs, charged
directly to:
Operating expenses §156,220 §162977 S158.908
Other accounts (a) 10,865 10740 9674
S167,084 8173,726 §168,582
Depreciation, depletion and gy sabibices et Al g i
amortization of fixed and intangible
assets, charged directly to:
Operating expenses 8223,200 8224396 8168988
Other accounts (a) _ 4508 418 3746
227,708 §228.544  5162,734
Tuxes, other than payroll and CE a2 o g R . 5
income taxes, charged directly to:
Operating expenses —

Real estate and personal property § 70,880 § 70,008 § 79,306

License and franchise 05,276 95,608 91.4%
Miscellancous L7483 2213 240
176,908 176919 173,206

Other accounts 4,117 3,850 3.3%

§181,026 §180.760 §176.599

(&) A substantial portion of amounts charged to other accounts is
allocated to operating expenses through clearing accounts.

(b) The amounts of payroll taxes for the years 1089, 1988, and 1987 were
S18.900,000, $18,080,000, and $17,060,000, respectively.

(¢) The amounts of royalties and advertising costs were not material.

() Total interest paid (net of amount capitalized) in 1989, 1988, and 1987
was 8177 million, $179 million, and $202 million, respectively

(e) Total income taxes paid in 1989, 1988, and 1987 were S$148 million,
$104 million, and $87 million, respectively

This report and the financial statements contained herein are submitted for the information of the stockholders of the Company and are not intended to
induce, or for use in connection with, any sale or purchase of any securities of the Company
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Responsibility for Financial Statements

The management of Union Electric Company is responsible for the information and representations
contained in the financial statements and in other sections of this Annual Report. The financial
statements have been prepared in conformity with generally accepted accounting principles. Other
information included in this report is consistent, where applicable, with the financial statemenis.

The Company maintains a system of internal accounting controls designed to provide reasonable
assurance as to the integrity of the financial records and the protection of assets. Qualified personnel
are selected and an organization siructure is maintained that provides for appropriate functional
responsibility.

Written policies and procedures have been developed and are revised as necessary. The Company
maintains and supports an extensive program of internal audits with appropriate management
follow up.

The Board of Directors, through its Auditing Committee comprised of outside directors, is responsible
for ensuring that both management and the independent accountants fulfill their respective
responsibilities relative to the financial statements. Moreover, the independent accountants have full
and free access to meet with the Auditing Committee, with or without management present, to discuss
auditing or financial reporting matters.

Report of Independent Accountants

¢ Boatmen's Plax siephone J14-425-05

Urice Waterhouse ”

To the Stockholders and Board February 5, 1990
of Directors of Union Electric Company

In our opinion, the accompanying balance sheet and the related statements of income, long-term debt,
preferred stock, retained earnings, other paid-in capital, and cash flows present fairly, in all material
respects, the financial position of Union Electric Company at December 31, 1989 and 1988, and the
results of its operations and its cash flows for each of the three years in the period ended December 31,
1989, in conformity with generally accepted accouming principles. These financial statements are the
responsibility of the Company's management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance
with generally accepted auditing standards which require that we plan and perform the audit to obta’n
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for the opinion expressed above.

APPSO
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Selected Financial Informatior Union Electric Company
(Thousands of Dollars Except Shares and Per Share Amounts and Ratios)
L iy AR T M [y 1989 000 1988 _ 1987 1986
Results of Operations :
Operating revenues $2,010,306 $2,029,107 $1,946,411 $1,807,182
Operating expenses 1,543,832 1,544,953 1,457 957 1,287,572
Operating income 466,468 454,154 488 454 519,610
Callaway rate phase-in plans 227 2408 92,791 59,861
Deferred costs disallowed - — (23,169) -
Callaway Unit No. 1 costs disallowed, net - — — -
Loss on cancellation of
Callaway Unit No. 2, net (30,196) - - -
Allowance for all funds used
during construction 17,908 14,885 20,477 15,812
Miscellaneous, net 7,769 (10,648) (15,714) 3,947
Interest 176,571 199,241 228,961 247 409
Net income 285,605 291,558 333,878 351,821
Preferred stock dividends 19,134 30,425 36,522 49,245
Earnings on common stock 266,471 261,133 297,356 302,576
Average common shares
outstanding 102,123,834 102,123,834 102,123,834 102,123,834
Assets, Obligations, and Equity Capital (Yearfod)
Total assets $5,760,322 §5,827,246 $5,957 811 $5,895,.211
Long-term debt obligations 2,106,776 2,188,614 2,357,615 2,436,002
Preferred stock subject to
mandatory redemption 8O6 60,832 64,608 165,384
Preferred stock not subject to
mandatory redemption 227,582 279,784 354,784 354,784
Common equity 1,954,481 1895360 1837156 1743189
Financial Indices L
Earnings per share of common stock
(based on average shares outstanding) 8§2.61 §2.56 $2.91 82.96
Cash dividends per share of
common stock 8$2.02 $1.94 81.92 $1.86
Return on average common stock equity 14.03% 14.08% 16.79% 18.16%
Ratio of ec.ruings to fixed charges (a) 3.63 3.35 3.30 2.79
Book value per common share 8§19.14 §18.56 $17.99 81707
Capitalization Ratios (Year End) _ ORI
Common equity 45.6% 42 8% 39.8% 37.1%
Preferred stock not subject to
mandatory redemption 53 6.3 7.7 7.6
Preferred stock subject to
mandatory redemption — 14 1.4 35
Long-term debt 49.1 49.5 51.1 51.8
100.0% 100.0% 100.0% 100.0%

(W Earnings used in computing the ratio of earnings to fixed charges consist of net income plus fixed charges (interest and an
appropriate amount of rentals charged to operating expenses) and income taxes
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1980 1979
$1,591,763 $1412414 $1,401,086 $1,217,705 $1,105,536 §1,077,876 $946,797
1,173,187 1,172,128 1,160,816 1,013,054 922,647 886,720 780,331

418,576 240,286 240,270 204,651 182,889 191,156 166,466

7‘.&1 — = b — — —_—

- - - - (28,469) - -

106,754 329,669 251,307 198,093 155,625 92,055 58,083
(1,709) 1,619 2,509 2,364 (787) 3,638 879

254,320 247,308 218,530 200,554 180,312 131,725 106,995
109,152 324,266 275,556 204,554 128,946 155,124 118,443

49 836 50,185 46,118 40,344 29,863 30,082 27,336

59,316 274,081 229,438 164,210 99,083 125,042 91,107
100,403,016 96,574,699 86,744,282 76,251,024 67,179,275 59,675,995 52,577 432
§5,738,620 §6,819,996 $5,146,666 4,573,783 §3,992,742 §3,652,104 $3,168,998
2,454 687 2,457,381 2,108,047 2,000,405 1,719,927 1,479,229 1,307,990
173,160 178,936 180,962 182,988 110,014 112,040 114,066
354,784 354,784 354,784 279,784 279,784 279,784 279,784
1630466 1,695,239 1,525,188 1,209,814 1,135,826 1,045,120 931,946
$0.59 §2.84 $2.64 $2.15 $1.47 §2.10 $1.73

§1.78 81.72 $1.66 $1.58 $1.52 $1.48 $1.44

3.81% 17.23% 16.79% 14.17% 9.46% 13.11% 10.71%

1.4 2.88 2.89 249 200 2.85 2.62

. S1s97 LU0 N | S . A— $15.81 §15.85
A 353%  362%  366%  345% /oK 308K 35.4%
B 76 8.5 74 8.6 9.6 10.6

38 38 43 49 34 39 4.3

EMRACEY AR . TR .. SRR ... . %07 97
C1000%  1000% 1000% 100.0% 100.0% 100.0% 100.0%




Selected Quarterly Information Union Electric Company

(Thousands of Dollars Except Per Share Amounts)

E-rninn ‘Earninxs

on Per Share

Operating  Operating Net Common of Stock

=i . Revenues  Income  Income ~ Stock Outstanding
Quarter Ended: March 11, 1980 £$449.390 S 7R.B08 S8 36,058 & 30,328 S .30
March 31, 1988 463,737 95,712 48,330 39,853 39

June 30, 1989 490,312 111,731 65,571 60,265 59

June 30, 1988 486,357 118,938 74,798 66,321 65

September 30, 1989 618,775 185,716 137,952 133,412 1.31

September 30, 1988 656,780 194,230 146,336 139,020 1.36

December 31, 1989 451,829 90,213 46,024 42,466 41
_December31,1988 422283 75274 2084 1593 16

The write-off of the recorded asset related to the portion of Callaway Unit No. 2 applicable to the Missouri jurisdiction decreased net income and earnings on
common stock by 830 million (8.30 per share) in the first quarter of 1984 The favorable resolution of several tax matters increased net income and earnings
on common stock by 820 niillion (5.20 per share} in the first quarter of 1989 Expenses related to the acquisition of longterm power supply contracts
decreased net income and earnings on common stock by $4 million (8.04 per share) in the third quarter of 1988, and by §11 million (8.11 per share) in the
fourth quarter of 1988

Common Stock Prices and Dividends ..

1 9RY 1988

1989 Price Range 1988 Price Range

High Low Dividends Quarter Ended High Low _pjvidendgﬁ
Per Share: 824 /2 $23 50¢ March 31 $25 8213/ 48¢

26 1/2 23 %4 50 June 30 245/8 213%/4 48

27 /4 26 '/» 50 September 30 237/ 2112 48

28 5/n 26 52 December 31 25 23%/s 50

(1) At December 31, 1989, Union: Electric Company common stockholders totaled 133,638, (New York Stock Exchange symbol: UEP)
(2) At December 31, 1089, retained earnings totaled $726,905,000; under the Company's amended mortgage indentures, §57,115,000
of total retained earnings was restricted against payment of common dividends - except those payable in common stock.
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Electric Operating Revenues (000)

Residential
Commercial
Industrial

Other electric utilities
Miscellaneous

Total Electric Operating Revenues

Kilowatt-Hour Sales (000,000)

Residential
Commercial
Industrial

Other electric utilities
Miscellaneous

Total Kilowatt-Hour Sales

Electric Customers (End of year)

Residential
Commercial
Industrial
Electric utilities
Other

Total Electric Customers

Residential Customer Data (Average)

Kilowatt-hours used
Annual electric bill
Revenue per kilowatt-hour

Groass Instantaneous
Peak Demana (Kilowatts)

Capability at Time of Peak,
Including Net Purchases (Kilowatts)

Generating Capability at
Time of Peak (Kilowatts)

Coal Burned (Tons)

Price per Ton of Coal

1989

S 757.139
66K, 796
111,614

64,262

28,073

51,929,884

9,724
10,142
8.605
1.534
141

30,146

951,154
119,307
6,714
21
1,588

1,078,784

10,289

S8O1.14
7.76¢

r

7,210,000

8,255,000

7.837.000

10,711,000

833.12

LI

778,121
659,075
403 837
70,133
27,130

$1,938,296
9,957
10,009
8417

1,501
139

30,023
941,673
117,333

6,576

2]

1,569
1,067,172
10,645

S831.91
7.82¢

7,340,000

8,028,000

7,791,000

10,876,000

930.20

S 749,786
628,067
393,507

71,160
26,867

681.002
580,323
373,196

63,428

$1.869477 $1,722,680

9,585
9,581 9,306
8,217 8,073
1,487 1,450
138 145
29,008

28,257

929,776
114,858 111,322
6,569 6,595
21 21

1,548 1,498

916,261

1,062,772

e il e

1,035,697

10,390
$812.73
7.82¢

10,227
8750.24
7.34¢

7,255,000 6,810,000

8,236,000 7.955,000

8,040,000 8,031,000

10,245,000 9,961,000

837.31 837.01

§ 572423
501,913
335,576

56,078
23,267

$1,489.257

901,777
109,089
6,333

23

1,410
1,018,642
9,901

§641.02
6.47¢

6,335,000

8,231,000

8,007,000

10,126,000

$34.79
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Chairtuan of the Board ~

INTERCO INCORPORATED,

a manutacturer and retailer of footwear
and furniture.

*Stewart W, Smith, Jr.

**Former Vice Chairman

Adviser to the Board

Isaac B. Grainger
Former President - Chemical Bank.

*Member of Executive Committee

** Member of Auditing Committee
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