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Illinois Power Company

[llinois Power Company is a publi»
utility engaged principally in the
generation, transmission, distribution,
and sale of electric energy and the
distribution and sale of natural gas
solely in the State of Illinois. The
Company's territory is approximately
15,000 square miles, or one-quarter of the
state. The Company serves
approximately 543 000 customers.

Principal Office
Monticello, Illinois 61856

Executive Office

500 South 27th Street, Decatur, Illinois
62525

Phone (217, 424-6600

Transfer Agent and Registrar

Continental Illinois National Bank and
Trust Company of Chicago

231 South LaSalle Street, Chicago, lllinois
60693

Stockholde: R v :ds and Dividend
Disbursing Offic »

Patricia E. Perkins

Supervisor, Shereholder Services
[llinois Power Company

500 South 27th Street

Decatur, [llinois 62525

(217) 424-6609

Inves.or Relations

Michael R. Heneghan
Director of Investor Relations
(217) 424-8715

Annual Stockholders’ Meeting

The annual stockholders’ meeting will be
held April 21, 1988, at the executive office
of the Company at 10 . m. A proxy
statemont will be mailed to stockholders
about March 14, 198%

This report and the financial statements
contained herein are submitted for the
generul information of the stockholders
of the Company as such and are not
intended to induce, or to be used in
connection with, any sale or purchase of
securities.
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1987 Financial Highlights

% Increase
1987 1986 (Decrease)

(Millions of Dollars
except per share amounts)

Operating revenues ... .. . : o o FE e gl W] $1,220 $1,184 3.0
Electric . $ 911 $ 514 11.9
Gas A e e T $ 309 $ 370 (16.5)

QOperating expenses AN LAXOR |, .. 5. cias osneindhm s iishes o i o $ 986 $ 976 1.0

Net income . e ol T Y $ 290 $ 293 (1.0)

Average number of common shares outstanding :

{millions) ... el L g5 1 B A A A e RS L T, Er e 67 ‘ 65 .}.1
Earnings per common share .........coueiiiimmrmesersssnreiases 8 3.75 $ 3.98 (H.8)
Dividends declared per common share . .. - T 1L N $ 2.64 | S, 2.64 7 g
1987 Operations Highlights
January 23

Gas sales and deliveries peaked for the year at 625,050,000 cubic feet
February 27

Clinton power station achieved its first, self-sustaining nuclear chain reaction
April 1

Company purchased downtown Decatur building primarily for new computer center
April 10

NRC authorized full-power license for Clinton
April 24

Clinton in-service date
July 15

ICC 1ssued order on depreciation rate and funding for de~ommissioning of Clinton
July 20

Peak electric demand for the year reached 3,308,000 kilowatts
August 3

Peak day energy use for the yvear reached 65,855,000 kilowatt-hours
August 14

Hearings concluded on the first phase of Clinton audit
September 1
New district office in Columbia opened
October 7
Gatekeeper program to keep an eye on the elderly introduced in Company
November 1
Larry Brodsky and Wilfred Connell became vice presidents
November 19
Company filed a request for rate-moderation plan
November 24
ICC approved negotiated settlement on several Clinton-related ratemaking issues

November 30
NRC issued acceptable review of Clinton’s performance

2 Hunors Power Compam
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depreciation rate for Clinton and how the

decommissioning costs of the Clinton power
station will be funded

In November, the ICC approved a
settlement that we had negotiated with
several consumer groups and jointly proposed
to ti.e ICC. The agreement established April
24, 1987 as the in-service date of the Clinton
power station and settled other related
accounting issues. Our completed investment
in Clinton was $3.8 billion

The audit of the Clints
nearing completion. In August, the [CC

n power station 18

concluded hearings on the first phase of the
audit to evaluate the reasonableness of the
cost of the station, but the ICC did not issue
an interim order. The audit firms selected by
the ICC are expected to file the second phase
of their report in early 1988. We expect the
final order covering both phases from the [CC

in late 19588

With the successful transition from

construction to operation ot ¢ t became
ippropriate to propose a plan for inciuding
Clinton 1n our electric rates. Currently $

t n ot Chnton 8 sts are i led 1n rate
base and earning a return. However, there
remains the uncertaint f when and how
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Summer Rates Electric Revenue by Customer Class

\

The two-part rate increase approved in 1985 $911
officially became effective in October 1986 and e 5
April 1987. However, the approved, redesigned
rates had the effect of compacting the entire
19 percent rate increase into the four summer
months of 1987 and creating a dramatic
difference between summer and winter rates.

Understandably, some of our customers
were angry with the electric bills they received
during the summer. We had anticipated the
high bill problems reflecting the electric rate
increase and made extensive efforts to inform
and assist customers. However, we could not
have anticipated the extremely hot weather in
early summer, and our efforts did not mollify
some of our customers,

To help ease the burden that the dramatic

$814

difference between summer and winter rates $ 64 7 ! ﬂi

placed on our residential customers, we asked 1983 1951 1985 1986

the ICC to adjust electric rates retroactively : . :
and let us credit customs 1987 summer bills. ( @ O

The ICC rejected this proposal, but approved a , :
proposal in November that will reduce residen- PHIER 05 DAL SnVaRCEN:, Ut (ARatoR: ikt
tial electric bills by $23 million in the summer recovered through electric rates, This brings
of 1988, Our rate phase-in plan of November ne bo the raie-maderation propssal |
proposes a permanent solution to the dramatic T e ,

difference between summer and winter rates. On November 19, we asked the ICC to

Inerease electric revenue by an averagi
percent in November 1988 and to increase
rates annually by a smaller amount for six to

nine vears thereafter. A rate decrease w ula

follow, Qur requested increase reflects the
remaining cost ol constructing Clhinton plus
operating costs for the plant, the effect of the

l'ax Reform Act of 19586, and changes in other

operating costs

I'he annual increases after NN would be
based on the rate of inflation for the previous
ear. A n ntt rw Id assure
minin N annual rate 1INcreases averaging
tbout four percent, and a ¢« ng ot ) percent
! 1 A 1 shieid customers fron

I ud I NINCreases

Oar proposal include L discount tor sen
tizens special rate for certain apartmen
Iwellers 1 three billing options for our
residential customers. The 1CC has 11 months
to decide o proposa
We believe our proposal balances the
nterests of all the parties concerned. It fulfills
ur commitment to Keep our rates competitivi
vith thoge of other utilities and with the price
a  aly

ernate energy sources. It minimizes thi
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Gas sales and deliveries in 1987 peaked
at 627 3 W) cubic feet on Jar '
S 2/ percent below our record peak da
set in 18,
Lur natural gas business has tw
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segments—Aairect sales to customers and gas
transported tor customers During 198 lirect
sales decreased 21.1 percent, and gas
transported rose 29 percent. When we
transport gas, we earn about the same protit
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primarily by competition among gas

producers and, for a time, by lower o1l prices
In the near future, gas prices may be pushed

upward because of producers temporarily
removing gas from spot market supplies in

response to new transportation regulations

Financing activities in 1987 were not as
heavy as in 1Y%b because wi :-"m;l‘.o'\m“
constructing the Clhinton power station and
because we refinanced significant amounts of
iebt in 1986. We expect total construction
expenditures to drop to $137 milition in 1933

4

{fown from $264 million in 198

We issued $75 mi n of pollution contr

Quality Customer Services

In 1987, we conducted many activities to
maintain our high quality electric and gas
service:

¢ In September, we completed a 9,000-square-
foot building in Columbia, We established
this new southern Illinois district to provide
better service to this rapidly developing area.

e We began construction of a comparable
building in August in Aledo to replace an
older district office building.

® To add much needed work space for an
expanded computer center and to demonstrate
our commitment to revitalizing our
communities, we purchased the vacant
building of a former department store in
downtown Decatur. We expect to move into
the building in 1988

e We implemented a new training program ‘or
apprentice linemen that boosts efficiency in
work practices and cuts training hours and costs.

® More than 2,000 of our employees were
trained to participate in the Gatekeeper and
Fleetwatch programs. Respectively, these
encourage employees to watch for elderly people
who may be having problems and refer them to
a local social service agency; and to recognize
and report suspicious activities to police.

e We began performing certain electric line
repairs from a helicopter to maintain hard-to-
reach lines more efficiently. Repair costs were
reduced by about 50 percent

Nearly as important as sending electricity
and gas to our customers is educating our
customers. Approximately 40,000 school-
children in our service territory learned about
electric energy and safety through our
entertaining Starship Energy program.
Another 7,800 children and adults learned
about electric safety in evervday
circumstances through our mechanical Safety
City model. We conducted energy workshops
for 130 schoolteachers. More than 1,100
students toured our fossil-fired power plants
We presented 940 programs on conservation,
rates, safety, and nuclear energy to civic,
church, and school groups. And we
restructured our speakers’ bureau, training
about 150 speakers, to inform even more
customers through programs in 1988
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other developments are due in part to our
extensive work with many community and
regional economic development groups

For our agricultural customers, we
introduced three options that will help them
operate more competitively. Residential and
commercial grain-drying customers received a
shift in their billing period so that grain may
be dried at the time the lower winter rates are
in effect. Commercial customers’ demand
charges now stand alone each month, rather
than being determined for the year by the
highest monthly charge. Residential
customers who installed a combination
natural air and electric grain-drying system
received rebates

Environmental activities consumed a
significant portion of our energies in 1987, A
number of bills to amend the Clean Air Act
are being considered in Congress but have not
been passed. Those aspects affecting us the
most are acid rain and toxic air pollution and
national air quality standards.

We are concerned about the environmental
effects of all our operations. But we want
Congress to thoroughly assess the need, cost,
and benefits of any additional regulations
before they are imposed. We gave testimony to
a congressional committee showing that one
proposed tax on sulfur dioxide and nitrogen
oxide emissions would cost the Company $&8
billion to $11 billion over the next 40 years.

We also are concerned with keeping the
[llinois coal industry a significant contributor

to the economy of our territory. Along with the

federal government and the state of Illinois,
we are activelv researching methods to
develop more uses for Illinois coal. Planning
began in 1987 on a clean-coal technology
project at our Hennepin power station. We are
one of three host utilities in this project
intended to reduce sulfur dioxide and nitrogen
oxide emissions that come from burning high
sulfur coal

We are active supporters of and participants
in several other research programs. including

Comparison of 1P Industrial Average
Electric Price to Midwest
Industrial Average

(Cents per Kilowatt-hour)

—‘

S oY S L

1983 1981 1986 1987
IP Industrial @ Midwest Industrial B
IP First-Year Rate-Moderation Plan O

1985

the Electric Power Research Institute and the
(Gas Research Institute. We also belong to
several nuclear research groups that focus on
enhancing the safety and reliability of nuclear
power plant operations and maintenance

In March 19587, the U.S. Environmental
Protection Agency proposed to approve a rule
change that we had pursued since 1979. The
change will allow us to continue burning
[llinois coal at the Baldwin power station, cur
largest fossil-fired generating station.

Along with 650 other organizations, we had
used Martha C. Rose Chemical Company in
Missouri to dispose of polychlorinated
biphenyls (PCBs). In 1986, Rose abandoned
its storage facilities due to lack of funds
Under federal statutes, we and other groups
are responsible for cleaning up and restoring
the storage site. In 1987, inventory was taken
of all material at the site, and a preliminary
groundwater study was conducted. We are
actively involved with resolving the problem,
which probably will take another two to three
vears.



Committees of the Board of
Directors

The current board of directors’ committees,
which present recommendations to the full
board, and their members are as follows:

Finance Committee — This committee
reviews the Company’s financial forecast,
financing plans, and pension fund
investments; and makes recommendations to
the board concerning such matters. Members
of the committee are Gordon R. Worley,
chairman, Richard R. Berry, William C.
Gerstner, Larry D. Haab, Wendell J. Kelley,
Donald E. Lasater, Keith R. Potter, Charles
W. Wells, and Vernon K. Zimmerman.

Audit Committee — This committee,
which consists entirely of non-management
directors, recommends the appointment of the
Company's independent accountants; confers
with the independent accountants; and
reviews the scope of audits, the results of
auditors’ examinations, and the activities of
the Company's internal auditors. The
members are Vernon K. Zimmerman,
chairman, Richard R. Berry, Grover J.
Hansen, Donald E. Lasater, and Eva Jane
Milligan.

Compensation and Organization
Committee — This committee reviews and
recommends compensation of elected
Company officers; reviews benefit plans; and
recommends nominees to fill vacancies on the
board of directors. The members are Boyd F.
Schenk, chairman, Grover J. Hansen, Wendell
J. Kelley, Eva Jane Milligan, and Robert M,
Powers.

Corporate Activities Committee — This
committee reviews corporate objectives and
long-term Company plans; reviews the
corporate structure appropriate to meet these
objectives; and advises management and the
board on such matters. The members are
Keith R. Potter, chairman, Wendell J. Kelley,
Robert M. Powers, Bovd F. Schenk, and
Gordon R. Worley.

The first phase of a study of former gas
manufacturing sites of our predecessm
companies showed that residues from past
activities remain at 24 sites and are not
present at two other sites. Late in 1987 in
Cairo, we began the first intensive,
underground investigation of the sites. It will
be completed in 1988, Initial findings
confirmed the presence of residues. We h ive
informed the lllinois Environmental
Protection Agency about the 24 sites and
about our approach to assess the potential
risk to human health and welfare.

Organizational changes made this vear will

help strategically position us for the
transitional period ahead.

First, the changes on the board of directors
On February 18, 1985, the board of directors
increased the number of directors from 12 to
13 and elected Richard R. Berry to fill this
vacancy. However, as of April 21, the number
will be reduced, and Mr. Berry will replace
Keith R. Potter, who will not stand for
reelection

Mr. Potter, of Easton, Marvland, is a
consultant and retired vice chairman of
International Harvester Company, a
manufacturer of trucks and diesel engines. He
has served on our board of directors since
1973. Although he has reached the board's
mandatory retirement age of 70, Mr. Potter
will continue to provide counsel as a director
emeritus,

Mr. Berry 18 a director and executive vice
president of Olin Corporation in Stamford,
Connecticut. Olin Corporation is a diversified
manufacturer concentrating on chemicals,
metals, and aerospace defense products

Our management changes include the
creation in May of a new investor relations
section to improve communication between
our Company and members of the financial
community who are interested in our financial
position and outlook. Michael R. Heneghan,
director of investor relations, is responsible for
this area

Also in May, assistant vice president Carl



E. Mathias retired. He had served the
Company nearly 45 years. Mr. Mathias’
responsibilities included economic
development in southwestern Illinois. He
continues to be active in this area.

Vice president James O. McHood will retire
later this vear after 40 yvears of service to the
Company. He has had responsibilities in
many areas, including in service area
operations, planning, power production,
engineering, construction, the Clinton project,
and energy supply.

The board of directors elected Larry S.
Brodsky and Wilfred Connell vice presidents
of the Company, effective November 1.

Mr. Brodsky is responsible for gas rescurces,
electric dispatch, and electric interconnection
agreements. He formerly was manager of
energy supply. Mr. Connell is responsible for
fossil power production. He formerly was
manager of nuclear planning and support.

Along with electing the new vice presidents,
we consolidated gas activities into the new
gas resources department in November. This
change will put us in a better position to
maintain competitive gas prices.

The board of directors also elected Rodney
A Smith vice president effective February 1,
1988, Mr. Smith is responsible for public
affairs. He formerly was manager of corporate
communications at Virginia Power, a
subsidiary of Dominion Resources, Inc. based
in Richmond, Virginia.

These organizational changes and other
activities are all part of our strategy to move
forward through a period of potential political
and regulatory change. From a year of
progress in 1987, 1 am confident that we are
well-positioned and well-prepared to create
new opportunities for growth out of the
challenges of change still to come. We are
committed to earn a fair return on your
investments while continuing to provide safe,
reliable, and competitively priced services to
all of our customers.

Sincerely vours,

Wendell J. Kelley
Chairman and President
February 18, 1988

Responrsibility for Information

The financial statements and all information
in this annual report are the responsibility of
management. The financial statements have
been prepared in conformity with generally
accepted accounting principles consistently
applied. In the opinion of management, the
financial statements fairly reflect our financial
position, results of opere J, and sources of
funds provided for gross property additions.

We maintain accounting and internal control
systems that we believe are adequate to provide
reasonable assurance that assets are
safeguarded against loss from unauthorized use
or disposition; and we believe that the financial
records are reliable for preparing financial
statements.

The financial statements have been audited by
our independent accountants, Price Waterhouse,
in accordance with generally accepted auditing
standards. Such standards include the
evaluation of internal controls to establish a
basis for developing the scope of the
examination of the financial statements. In
addition to the use of independent accountants,
we maintain a professional staff of internal
auditors who conduet financial, procedural, and
special audits. To assure their independence,
both Price Waterhouse and the internal auditors
have direct access to the audit committee of the
board of directors.

198" Annual Repon 15



Board of Directors

Richard R. Berry

Executive Vice President of Olin
Corporation (diveraified manufacturer
concentrated in chemicals, metals, and
areospace defense products)
Stamford, Connecticut

William C. Gerstner
Executive Vice President of the Company
Decatur, lllinois

Larry D. Haab

Executive Vice President of the Company
Decatur, lllinois

Grover J. Hansen

Consultant and Retired President and
Chief Operating Officer of First Federal
Savings & Loan Association of Chicago
Ocean Springs, Mississippi

Wendell J. Kelley

Chairman and President of the Company
Decatur, IHlinois

Donald E. Lasater

Chairman of the Board and Chief
Executive Officer of Mercantile
Bancorporaton, Inc. (a bank holding
company)

St. Louis, Missour

Eva Jane Milligan

Retired Senior Vice President, General
Personnel Manager of Marshall Field's
(a retailer); President of Pro Lines, Inc
(a merchandise service organization)
Hilton Head Island, South Carolina

Keith R. Potter

Consultant and Retired Vice Chairman of
International Harvester Company

(a manufacturer of trucks and diesel
engines)

Easton, Maryland

16 Hiinois Power € ompany

Robert M. Powers

President and Chief Operating Officer of
A E. Staley Manufacturing Company,

a division of Staley Continental, Inc

(a processor of grain and oil seeds!

and Executive Vice President of Staley
Continental, Inc. (a diversified food
company)

Rolling Meadows, [llinois

Boyd F. Schenk

Vice Chairman of IC Industries, Inc

{a diversified manufacturer and marketer
of consumer and commercial products)
and Chairman of Pet Incorporated (a
processor and marketer of food products
and other consumer goods)

Chicago, Illinois

Charles W, Wells

Executive Vice President of the Company
Decatur, Hlinois

Gordon R. Worley

Retired Executive Vice President—Chief
Financial Officer of Montgomery Ward
& Co., Incorporated (a retailer)

Chicago, [llinois

Vernon K. Zimmerman
Director of the Center for International
Education Research and Accounting,
and Professor of Accountancy at the
University of lllinois

Urbana, lllinois

Officers

Wendell J. Kelley

Chairman and President

William C. Gerstner
Executive Vice President

Larry D. Haab

Executive Vice President

Charles W, Wells

Executive Vice President

William E. Warren
Senior Vice President

Larry S. Brodsky

Vice President

Wilfred Connell

Vice President

Arthur E. Gray

Vice President and Secretary

Donald P. Hall

Vice President

Larry L. Idleman

Vice President

Paul L. Lang

Vice President

James O. McHood

Vice President

Rodney A, Smith

Vice President

Porter J. Womeldorff

Vice President

Larry F. Altenbaumer
Treasurer

Ann H. McEvoy

Assistant Secretary

Gary L. Secor

Assistant Treasurer

Note: The principal occupation of
each director and officer of [llinos
Power Company is that listed



Financial Report

Management’s Discussior. and Analysis of Financial
Condition and Results of Operations

Reference is made to the Financial Statements
and Electric and Gas Statistics for information
concerning financial condition and results of
operations, The factors having significant impact
upon financial condition, changes in financial
condition, and results of operations since January 1,
1985 are as follows:

Liquidity and Capital Resources

Gross Property Additions — Gross property addi-
tions for the years 1985 through 1987 were $1.9
billion, including approximately $454 million of
allowance for funds used during constructicn
(AFUDC).

Construction of the Clinton power station (Clin-
ton) was completed in 1987. The Company owns
86.6% of Clinton and two cooperatives own the
remainder. The Company's investment in the plant
is $3.8 billion. The Nuclear Regulatory Commission
i1ssued a full-power operating license for Clinton on
April 17, 1987. A November 1987 Illinois Commerce
Commission (ICC) order established an in-service
date of April 24, 1987.

We estimate that $644 million will be required for
construction during the 1988-1992 period, including
about $69 million for nuclear fuel. The retirement at
maturity of currently outstanding long-term debt
and redeemable preferred stock, and sinking fund
payments on first mortgage bonds will require
approximately $613 million during this five-year
period.

Regulatory Matters — The audit commissioned
by the ICC to evaluate the reasonableness of Clin-
ton construction costs continues. On September 16,
the ICC decided that an order would not be issued
until completion of Phase Il of the audit. The
Company expects the audit report for Phase 11 to be
gsubmitted to the ICC by the end of the rirst quarter
of 1988, and an order issued late in 1988, Should the
[CC ultimately determine that a portion of Clinton
construction costs not be allowed for ratemaking
purposes, the disallowance would have to be
recorded as a loss. Such a loss may be material in
relation to earnings and financial position. Cash
flow, however, would not be reduced immediately as
a result of such a loss, but would be reduced over the
life of the plant

On Apnl 22, 1987, a 9% electric rate increase
became etfective, An earlier 9% electric rate increase
became effective in Oc’ “er 1986, Both increases
were authorized by ar “ugut 1985 [CC rate order
and increased the ar :*,»  construction work in
progresu (CWIP) in ra'e . by $£3584 million and
$352 million, respectively. At December 31, 1987, the
Company has $1.54 billion of Clinton costs in rate
base. These rate increases represented additional
annualized revenue of approximately 8125 million.

On November 19, 1987, the Company filed an
electric rate-moderation plan with the ICC. The
plan would increase revenue approximately $92.7
million, net of anticipated fuel savings and a senicr
citizen discount, in the first vear, followed by a
series of up to nine annual increases indexed to
inflation, Under the electric rate-moderation plan,
there would be a cash flow delay of approximately
$450 million over the first seven years of the plan
due to its mirror CWIP provisions (representing
amounts collected in rates prior to the in-service
date of Clinton as a result of having CWIP in rate
base). This amount would be capitalized as a part of
Clinton costs for recovery over the life of the plant.
In addition, under the deferred return provisions of
the plan, cash flow of approximately $250 million
would be delayed during the first five years for
recovery during the remaining years of the plan.
The plan is subject to approval or modification by
the ICC. The Company expects an order in October
1988,

A November 1987 1CC order approved the provi-
sions of a negotiated settlement reached by the
Company and several intervenors. The order
established April 24, 1987 as the in-service date. It
also provided for the deferral of depreciation, taxes
other than income taxes, and financing costs until a
rate order, expected in October 1985, reflecting the
inclusion of Clinton in rate base becomes effective.
Such deferred costs and the related return will be
recovered, to the exteat that total Clinton costs are
allowed in rate base, over the remaining life of
Clinton. Under this agreement, Clinton operation
and maintenance costs will be expensed currently.
However, the electric revenues previously deferred
as ordered by the ICC to reflect the lower federal
income tax rates under the Tax Reform Act of 1986
were included in income and future deferrals
discontinued. Earnings were decreased $19 million
(Z8¢ per share) in 1987 due to this settlement, and
future earnings will be decreased by an estimated $2
million to $3 million per month until the next
electric rate order is effective. Earnings were also
reduced by $11 million (16¢ per share) in 1987 to
reflect the effect of excluding from the Clinton cost
deferrals the portion not under jurisdiction of the
[CC, because the November 1987 electric rate-
moderation plan excluded that portion of the
Company's operations. Amendments to generally
accepted accounting principles effective in 1988,
will not permit an allowance for return on share:
holders’ investment in post-construction cost
deferrals to be capitalized for financial statement
purposes. Such allowance for easnings on share-
holders' investment is estimated to be approxi-
mately $11 million per month during 1988,

The cash flow associated with the deferrals under
the electric rate-moderation plan and the deferrals
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under the negotiated settlement will be delayed
uritil the deferrea costs are recovered in rutes.

nancings — Funds provided from operatiors
amounting to $171 million for the years 1985
through 1987 supplied working capital to meet
operating requirements and a per*ion of the
construction program. In addition, funas chtained
from external sources during this threeyear period
totaled $1.3 billion. Funds totaling $615 millyw
were used for debt retirements during this three-
year period.

During the three-year period, temporary cash
requirements were provided by short-terin borrow-
ings. At December 31, 1957, the unused portion of
our total bank line of credit was $260 million.

In February 1987, the Company redeemed its $36
million, 11.66% serial preferred stock. The Company
also refunded $34 million of long-term debt in July
1987 to reduce the interest rate from 10.75% to 8 3%,

The Company has had a strong capital structure,
adequate short and intermediate terre bank borrow-
ing capability and flexible access to the perimnanent
capital markets. Our future financial strongth
depends on a number of factors including the
ultimate outcome of the pending rate request,
construction audit proceedings and litigation. At
December 31, 1987, hased upon the mos! restnctive
earnings test contained in our Mortgage and Deed
of Trust, approximately $378 million of additional
first mortgoge bonds could be issued at an assumed
Interest rate of 9%%.

Tax and Accounting Developments — Many as

18

pects of the Tax Reform Act of 1986 (Act) have
affected our Company in 1987. These include the
corporate income tax rate reduction, repeal of the
investment tax credit, a new depreciation system for
tax purposes, and a corporate alternative minimum
tax. Although the statutory federal corporate
income tax rate decreased from 46% to 40% for 1987,
and the Company's total book tax provisien
corresponding’y dec-cased, the Company 's current
federa! income tax liability is about $33 million
greater than it would have been under prior law.
This results primerily from the Alternative Min-
imum Tax (AMT) provisions of the Act. The $33
million paid in AMT will be used as cr xlits to offset
regular income tax liabilities in future years.
Although the statutory federal income tax rate
decreases to 34% in 1988, the Company expects to
again be affected by the AMT provisions of the Act.
In accordance with Internal Revenue Service
requirements, depreciation-related deferred tax
balances will continue to be normalized at the
weighted average tax rates at which they were
provided

Pursuant to an ICC order, the Company has
recorded the benefit of the lower federal income tax
rates collected from our gas utility customers as a
liability subject to refund ($1.0 million at December
21, 1987). Ultimate disposition of this hability wiil
not be determined until the ICC completes a review
of the overall impact of the new tax act and the
financial condition of gas operations. The Company

Hkross Fower Company

made a filing with the ICC on February 5, 1988
requesting that this amount be included in income.

he Financial Accounting Stancards Board has
issued Statement of Financial Accounting Stand-
ards No. 96, “Accounting for Income Taves” (FAS
96), dated December 1987 This new standard
adopts a “'liability method"” of tax a.location
relating to transactions that affect book and tax
income in different reporting periods. The Company
has not completed its evaluation of tre impact that
adopting this standard will have on its earnings
and financial position. The impact depends in part
on actions taken by the regulators. Although
adopting this standard may result in a significant
increase in assets and liabities, the Company does
not expect a material «ffoct on earnings. The
Statemenit must be adopted no later than 1989,
However, depending upon the 7'("'s actions in the
pending electric rate-moderation plan, the Com-
pany may adopt FAS 96 in 1988,

The Company faces many issues reiated to
Clinton as well ag changes in generally accepted
accounting principles. See Note 13 in “Notes to
Financial Statements’ for informaiion regarding
these matters, which could ma.erially affect
financial liquidity, results of operations, and
financial position.

Results of Operations
Electric Operations — For the three-year period

1985 through 1987, electric revenues increased
12.4%, the components of which are summarized as
follows:

1887 1986 1985
(Millions of Dollars)

Rate increases $102 $ - 3 ~

Volume & other # 47 (A1)
Loss on sale of nuclear fuel

commitments - - ( ™
Fuel cost recoveries (I _ | 5
$ (4

Revenue increase (decrease s 0 § 4

During the above periods, kilowatt-hour sales
have been affected by weather, economic conditions
within our service territory, and by ongoing conser-
vation efforts. In 1985, kilowatt-hour sales declined
6.7%, primarily due to a power coordination agree-
ment with two cooperatives under which sales to the
cooperatives were classified as power interchanged-
net ($47.5 million in 1985) rather than as electric
revenues (334.6 million in 1984). See Note 3 in
“Notes to Financial Statements”. In 1986, we
experienced a 5.6% increase in kilowatt-hour sales,
primarily due to warimer summer weather Due o
the seasonal rate design, the revenue effect of the
Ortober 1986 rate increase was minimal ‘n 1906, In
1987, we experienced an 11.9% increase in rev :nue
primarily due to the increase in rates in October
1986 and April 1987, partially offset by a jrovis,on
for rate reduction of approximately $23 millicn.
This amount reduced electric revenues during 1987
and will be credited to residential electric customers’



. ‘&

(ras Operations b ifect
Federal Energy Reg

M

4

Other Expenses and Tax. | \ )




Interest Charges

Farnings per Con

Inflation

tors of lllincis Power Company




I'or the Years Ended December 31.

172 1 ) ]
1987 19886 1985
Operating Revenues®
~ 910,844 5 \ 14 5 i
JUR67Y i | N
1,219,52 83, 5¢ 67,3¢
Operating Expenses and Taxes
262.592 .5
(50,975 ix 9
- S |88 994 | H
190,990 |
\ 8(.332 .
2K -
147 . 408 J
6,379 a
115,989 i
18,264
1 122,756
N6 201
) )
& 4
Uther neo
51.52
91,726
\ 5 (O
M) 332
133,654
| rest Charges
| B H -
14.309
{ 37,441
144 0858
289 556
, 7.69%
s ’'51 . 8549 {
+
g ¢ et} 91
% %
£2 64 <
/
f
For the Years Ended December 31
| 9N 986 1985
s il 192 5
‘NG 56
i ) i~
1140)
¥ 78,49




Balance Sheets

December 31,

ASSETS

Utility Plant, at original cost
Electric (includes construction work in progress of $45,753,000 and

$3,679,959,000, respectively) .

Gas (includes construction work in progress of $5,591,000 and $4,701,000, respectively) ..

Less-Accumulsated depreciation .. .............. O i T TR R oy

Nuclear fue’ “under capital lease
- justment (less amortization of $3,399,000 and $3,154,000, respectively)

Acquisition

Investments and Other Assets ... ... ... .. oo :
Current Assets

Cash and temporary cash investments

Accounts receivable (less allowance for doubtful accounts of $6,500,000
and $6,000,000, respectively)

Service ...

Other.

Materials and supphes at a\erage wat -
Fossil fuel i5 AL T
Gas 1n underground sl.oraxe y axoek e

Operating materials .. ...

Prepaid and refundable income u»xxea L b
Prepayments and other :

Deferred Charges

Deferred Clinton costs ..
Unamortized deferred abandunment cost
Unamortized debt expense .

Other

CAPITAL AND LIABILITIES
Capitalization
Common stock—
No par value, 80,000,000 shares anthorized,
68,588 901 and 65,608 876 shares ouu\landmu rupeclnel\ stated at
Retained earnings
Less—Capital stock expense

Total common stock equity
Preferred ano preference stock
Redeemable preferred stock .
Long-term debt .

Tomlcapnahzauun, u

Current Liabilities
Accounts payable
Notes payable . Y
Long-term debt ar i lease ubhgutwns matunng m(hm one year
Dividends payable . .. \
General taxes accrued
Interest accrued ,
Provision for rate rodumun

Other .

Other

Accumulated deferred income taxes . ..
Accumulated deferred investment tax ¢ redits

Commitments and Contingencies (Notes 12 and 13)

*Restated for the effect of capitalized nuclear fuel lease (Note 1)

22

See notes to financial statements which are an integral part of these statements.
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_ 1987  1986°
{Thousands of Dollars)
$ 5,700,684 § 5,494 6566
423,892 409,182
6,124,576 5,903 838
1,078,808 944,853
5,045,767 4,958 985
200,034 191,276
_ 5,246,334 5,151,039
9,607 14,934
73,114 129 862
75,480 77.077
41,161 6.356
39,012 32,276
17,972 21,263
60,743 49,357
72,075 60,471
7854 10572
3!12.[! 87224
207,431 -
16,581 22,960
52,233 43,354
3247 3541
279,492 69,845

$ 5,922,734

$ 1,208,207
554,815
11,634

1,841,388
315,171
160,000

2,279,219

4,605,778

109,778
103,17¢
81,174
54,963
34,878
69,138
23,129
59,955

538!%

443,494
347,277

790,771

$ 5,922,734

$ 5623042

$ 1,221,838
481,192
B L 1 Lo
. B91 878
315,171
196,000

_ 2,246,367
_4.449.416

122 829
128 863
43,728
52,988
35,676
64,270

<2514

356,764
345,994

702,758

$ 5,623,042
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For the Years Ended December 31,

1987 1986* 1985

\ i 289 556
76,063

K6 730

1.283

78,264

29,167)

3.055

73,146
37.440

78,493
213

Funds Obtainad from External Sour«

bY3

3, 000

MM
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Above Sources

Ended December 31
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estimated to be required to decommission the Note 2—Short-Term Loans

Company's share of Clinton. . ~ 9o
Amortization of Nuclear Fuel — The Company and Lines of Credit.

leases nuclear fuel from Illinois Power Fuel Com-
pany (Fuel Company). In accordance with the
provisions of Statement of Financial Accounting
Standards No. 71 “Accounting for the Effects of
Certain Types of Regulation”, the Company retroac-
tively capitalized its nuclear fuel lease with the Fuel
Company. This change did not affect earnings.
Amortization of nuclear fuel is determined on a unit
of production basis. A provision for spent fuel
disposal costs is charged to fuel expense based on
kilowatt-hours generated

Unamortized Deferred Abandonment Cost —

The 1CC order of August 7, 1985 authorized the
Company to amortize and recover through rates
£31.9 million of its investment in Clinton Unit 2
over a five-year period. No return was allowed on
the unamortized investment balance. Additional
costs of $2.9 million were written off to Miscellane-
ous-net in the third quarter of 1985,

Unamortized Debt Expense — Debt issuance costs

are amortized over the lives of the related issues.
Costs related to refunded debt are amortized over
the lives of the related new debt issues.

Income Taxes — The Company normalizes the
income tax effects of transactions causing timing
differences between inclusion in financial state.
ment and taxable tncome. The Company computes
deferred income taxes based on the statutory
income tax rates in effect during the period that the
timing differences originate. Defer'»d income taxes
are amortized to income as the unwerlying timing
differences reverse.

Principal sources of timing differences causing
deferred taxes are a= follows:

— Use of the most liberalized depreciable lives
and methods allowed by the Internal Revenue
Code,

— Capitalization of certain construction over-
heads, dismantling, and other costs for book
purposes that are claimed as current deduc
tions for income tax purposes,

— Revenues and energy costs recognized in
different periods for financial statement
purposes than for income tax purposes, and

— Alternative minimum tax payable in the
current vear that can be used to offset future
tax habilities.

For income tax return purposes, net depreciable
utility plant does not include the allowance for
funds used during construction that is capitalized
for financial statement purposes.

Investment tax credits, which reduce federal
income taxes, have been deferred and are being
amortized to income over the life of the property
which gave rise to the investment tax credits,

Federal and state income taxes are allocated
between operating and non-operating income and
expenses. The tax effects relating to non-operating
activities are included in Other Income—Miscel-
lancous-net

The Company had total lines of credit represented
by bank commitments amounting to $568 million of
which $260 million was unused at December 31,
1987. These bank commitments support the amount
of commercial paper outstanding at any time and
are available to support other Company activities.

The Company has a $50 million revolving loan
commitment through November 13, 1992, No
borrowings were made under this agreement during
1987. The agreement is on a fee basis of .15% for the
unused line of credit. In addition, the interest rate
under this agreement on funds borrowed is based
upon the borrowing rate of key banks in the London
interbank market.

In June 1987, the Company obtained a $100
million, five-year revolving loan commitment
through June 4, 1992. There was an $30 million
revolving loan made under this agreement with $60
million still outstanding at year end. For the unused
portion of the commitment, the Company pays a fee
of 3/16% per annum on the amount of available
credit. The interest rate on borrowings under this
agreement is, at the Company's option, based upon
the lending banks’ reference rate, their Certificate of
Deposit rate, the borrowing rate of key banks in the
London interbank market, or a bid option.

In addition, the Company has a credit agreemont
entered into in 1985 that provides for a revolving
loan agreement of $175 million with the provision
for conversion to a three-yvear term loan. Fees for
this agreement are primarily hased on 0.3% of the
unused portion of the commitment. Interest rates on
borrowings are, at the Company's option, based
upon the banks’ prime rate, their %-day Certificate
of Deposit rate, or the borrowing rate at key banks
in the London interbank market. There was a $100
million revolving loan outstanding under this
agreement during (987 (see “Statements of Long-
Term Debt").

In 1984, the Company entered into a $180 million,
three-vear revolving loan agreement that has a
provision for conversion to a three-year term loan.
There was a $100 million revolving loan
outstanding under this agreement during 1957 (see
“Statements of Long-Term Debt”). For the unused
portion of the commitment, the Company pays an
annual fee of 1/4%, partially offset by a credit
related to average balances maintained at the
banks. The interest rate on borrowings under this
agreement is, at the Company's option, based upon
the lending banks' prime rate, their 90.-day
Certificate of Deposit rate, or the borrowing rate of
keyv banks in the London interbank market.

The Company also has lines of credit totaling
approximately $63 million with commercia! banks
for short-term hank borrowings. Bank borrowings
under such commitments have a maximum 360-day
maturity from the time of issuance and at the
Company's option carry an interest rate less than or
equivalent to the prime rate in effect at the time of
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1ssuance, adjusted to the prime rate in effect on the
first day of each calendar quarter thereafter.
Borrowings were made under these agreements in
1987 for about $48 million. The borrowings had a
weighted average interest rate of 7.9% during 1987
and were still outstanding at vear end.

In December 1987, the Company obtained letter of
credit agreements in the total amount of $80,547 948
from the Mitsubishi Bank in support of the issuance
of 875 million Pollution Control Variable Rate Debt.
The Company pays a fee of 30% per annum on the
unused amount of the credit. Interest rates on
unreimbursed drawings under the letters of credit
are at the Federal Funds rate as defined by th= bank
plus 5% per annum for up to 30 days, at th. vank's
prime rate for 31 days through one year and at the
bank's prime rate plus 1% per annum for over one
year.

Notes payable at December 31, 1987 consisted of
about $48 million of commercial bank borrowings
as noted above and 855 million in commercial paper
bearing interest at a weighted average rate of 7.8%
and maturing between January 5, 1988 and
January 29, 1988 At December 31, 1986, notes
pavable consisted of about $52 million of
commercial bank borrowings and about $77 million
in commercial paper, bearing irterest at a weighted
average interest rate of 6.0%, which matured
between January 15 and January 29, 1987, Ther
were no outstanding notes payable at December 3 |
1985,

The maximum total amount of short-term
borrowings at any month end during 1987, 1986,
and 1985 was $124.9 million, $2306 million, and
$60.0 milhon, respectively. The average daily short-
ter.a borrowings during these periods approximated
$104.3 million, §111.2 million, and $14.3 million,
respectively with a weighted average interest rate of
7.3%, T3%, and 54%, respectively. The Company
calculated the borrowings as an average of the daily
borrowings outstanding. The Company calculated
the interest rates by dividing the interest expense
during the period for such borrowings by the
average short-term borrowings indicated above,

Note 3—=Facilities Agreements:

Pursuant to agreements as amended, Soyland
Power Cooperative, Inc. (Soyland) and Western
[llinois Power Cooperative, Inc. (WIPCO) have an
investment of $450 mullion in the direct costs of
vlac ng Clinton in commercial operation. The
Cocperatives have paid their portion of construction
expenditures. This results in an ownership in
Chnton of 7.02% for Soyland and 6.36% for WIPCO
The Company's ownership percentage of 86 62% is
reflected in utility plant, at original cost, and
accumulated deprecitation on the balance sheet.
Each respective participant 1s responsible for their
share of nuclear fuel. The Company's share of
Clinton operating expenses is included in the
corresponuing operating expenses on its income
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statement. See “Note 13—Chinton Power Station”
for information relating to a lawsuit filed September
22, 1986 against the Company.

Each party 18 responsible for its portion of
financing, construction, and operating expend-
itures. The Company's investment in Chnton
including AFUDC and land at December 31, 1987 1s
$3.8 billion. The agreements include the provisions
that the Company hag control over construction
and operation of the generating station, that the
parties share electricity generated in proportion to
their interests, and that the Company will have
certain obligations to provide replacement power to
the Cooperatives when the unit is out of service.

In a related agreement, the Cooperatives and the
Company signed a Power Coordination Agreement
in October 1984, Under the agreement, which was
effective January 1, 1985, the Company will provide
the Cooperatives with 10.7% (400 megawatts) of
electrical capacity from its fossil-fueled generating
plants through 1992, 8% in 1993 and 1994, and 4% in
1995 through 2004 and will transmit energy for the
Cooperatives through the Company’s transmission
and subtransmission system. This will be in
addition to the capacity the Cooperatives receive as
part owners of Clinton. The Company is
compensated with capacity charges and for energy
costs and variable operating expenses

Note d—=Income Taxes:

Income taxes included in the Statements of
Income consist of the following components:

Years Ended
December 31,
1987 1986 1985
Currsnt \axens (Thousands of Dallars)
Included i Operating
Expenses and Taxes
Included in Other Income—
Miscellaneous —net 54,519 (H8 279 (45,147)

Total current taxes (12,288) (21,068 6,208

Dieferred taxes—
Hook tax depreciation
differences —net 85,702 12476 (e
Certan overhead
dismantling and other costs
capitalized —net 10,0158 26479 16618

$ 42224 8§ W21 8§ 39939

Dieferred Clinton costs 24 978 - ~
Alternative minimum tax (12 609 -
Book tax revenue and
energy cost recognition
differences 15,582) (R 2.008
Clinton Unat 2
abandonment (3,165) (3, 1t (1 253
Total deferred taxes T9.249 M AN 26 404
Deferred investment tax
credit—net 1,282 61,590 ol a4

$ 88242 8§ 75373 8

K5, 176

Income taxes are less than the amount which
would be computed by applying the statutory
federal and state income tax rates to pre-tax income



(43.8% in 1987 and 49.5% in 1986 and 1985); the Combined federal and state effective income tax

principal differences are as follows: rates were 19.1%, 20.5%, and 26.2% for the years
1987, 1986, and 1985, respectively.
mg‘;{‘ Statement of Financial Accounting Standards
— —— No. 96, “Accounting for Income Taxes" adopts a
1987 1986 1985 liability method of tax allocation relating to
LD prRpp—— (Thousands of Dollars) transactions that affect book and tax income in
statutory federal and state different reporting periods. The statement must be
income tax rates . o $156,691 § 182045 § 160818 adopted no later than 1989, See discussion of this
g oy < A M item in Management’s Discussion and Analysis on
Allowance for funds used page 18.
during construction 1 31,983 108,353 50,101
Deferred Clinton
financing costs ol 56,567 - -
Other—nst ¢ (i1 (1,711 (4.45%)
Total income taxes $ 68242 8§ 75373 8§ 8517H

Note 5—Segments of Business:

The Company is a public utility engaged in the generation, transmission, distribution, and sale of electric
energy and the distribution and sale of natural gas.

1987 1986 19854
Total Total Total
Electric Gas Company Electric Gas Company Electric Gas Company
(Thousands of Dollars) (Thousands of Dollars) {Thousands of Dollars)
Operation information—
Operating revenues $ 010844 § 308,679 $1.219.523 § Kl4144 8 369721 § 11BI865 §  TH646T § 400897 § 1,167,364
Operaling expenses,
excluding provision
for income taxes and
deferred Clinton
costs 667,519 274,190 941,709 518 559 323,196 841,755 456 951 344 811 831,762
Deferred Clinton
costs (78,264} - (7K,264) - - - - - -
Pretax operating
income 321,589 34,489 356,078 25 585 46 525 342,110 279,516 56,086 335 602
Allowance for funds
used dunng con
struction (AFUDC) 72,871 184 73,055 218977 174 219,151 161 %819 146 161,965
Deferred Clinton
financing costs 129,167 - 129,167 - - - - - -
Pre tax operating
income, including
AFUDC and deferred
Clinton financing
costs § 0623627 8 34673 558,300 § Gl4ne2 § 46,699 HB121 § #H13% 8 56,232 497 567
Other (income) and
deductions (57,083) (64,679) (45, 367)
Interest charges 203,071 1958 567 174613
Provision for income
taxes 122,756 134 652 13322
Net income $ 289,506 $ 272 $ 23900

Other information—
Depreciation 8 131596 8 158128 147408 § 56507 § 15,225 § 7,732 § 553208 14768 § 70,087

Capital expenditures . 8 243,850 § 19,603 $§ 263,543 & 700867 § 24730 § 725587 § 911256 § 16,011 § 927,267

Investment information—
Identifiable assets® 85,285,930 8 300265 85,586,186 § 492694 § 300144 8 F252838 8 4312502 8 313847 § 4626349

Nonutility plant and

other investments 9,687 14,934 27584
Assets utilizad for

overall Company

operations 326,842 355,270 240 455

Total assets . 85,922,734 $ 5623042 § 4594 388

*Utility plant, nuclear fuel and acquisition adjustment (less accumulated depreciation and amortization), materials and supplies,
unamortized deferred abandonment cost, deferred Clinton costs, prepaid gas, deferred energy costs, and deposit with pollution
control authorities.

**Restated for the efrect of capitalized nclear fuel lease (Note 1)



Note 6—Pension and Other
Post-Employment Benefit Costs:

The Company has defined benefit pension plans
covering all officers and employees. Benefits are
based on years of service and the employee's
earnings. The Company's funding policy is to
contribute annually at least the minimum amount
required by government funding standards, but not
more than can be deducted for federal income tax
purposes. In 1987, the Company adopted Statement
of Financial Accounting Standards No. 87
“Employers’ Accounting for Pensions” (FAS 87).
Adoption of FAS 87 decreased annual pensicn costs
by approximately $5.6 million, a portion of which
was capitalized.

Pension cost for 1987 included the following
components:

(Thousands of Dollars)
Service cost on benefits earned
during the vear .. i £ 89011
Interest cost on projected benefit
obligation . .. . 11,222
Return on plan assets . 42,713
Net amortization and deferral 20,110
Total pension cost (benefit) $ (2470

I

The estimated funded status of the plans at De-
cember 3], 1987, using a measurement date of
September 30, 1987, a discount rate of 8% and a ra‘e
of increase of future compensation levels of 6%, was
as follows:

(Thousands of Dollars)
Actuarial present value of
Vested benefit
obligation $ 94N
Accumulated benefit
obligation $ 108 RI8
Projected benefit obligation $0140,460)
Plan assets at fair value 244,336
Excess of assets over projected
benefit obligation 103ART76
Unamortized net gain 140,472)
Unrecognized net asset at
transition ) f&_\_qlh.
Accrued pension cost included in

Accounts Payable § (5,00%

The plan assets consisted primarily of common
stocks, fixed income securities, and real estate. The
actuarial precent value of accumulated plan ben-
efits at January 1, 1987 was $107,189,000 (including
vested benefits of $93,825,000) Activity in the
capital markets subsequent to September 30, 1987
has caused plan assets to decline by approximately
15% as of December 31, 1987

The pension cost for 1887 was calculated using a
measurement date of January 1, 1987, a discount
rate of 8%, rate of increase of future compensation
levels of 8% and return on assets of 9% The
Company's pension costs prior to 1987 were
accounted for in accordance with previous
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accounting principles. These costs were 83,136,000
and $2,059,000 in 1986 and 1985, respectively. The
Company did not make any cash contributions
during 1987, 1986, and 1985 for the pension plan due
to its overfunded status.

In addition, the Company provides certain health
care and life insurance benefits for substantially all
active and retited employees. These benefits are
provided through an insurance company, and
premiums are based on uctual claims experience.
The Company recognizes the cost of these benefits
as premiums are paid. Costs for 1987, 1986, and
1985, net of contributions by both active and retired
employees, were 38,469,000, $8.341,000, and
§7.788,000, respectively The cost of providing those
benefits for about 1,030 retirees is not separable
from the cost of providing benefits for about 4,530
active employees.

Note 7—=Debt Retirement
Provisions:

During the five years from December 31, 1987, the
amounts of debt maturing annually are $33,333,000
in 1988, 1989, and 1990, $61,364,000 in 1991, and
$205,294,000 in 1992. These amounts exclude capital
lease requirements. See “Note |1 —Capital Leases”.

In addition, certain supplemental indentures to
the Mortgage and Deed of Trust require that the
Company make annual deposits in cash as a
sinking fund. For the 953% series due 2004, an annual
deposit of $5,000,000 is required. For the 6.60% series
due 2004 (Pollution Control Series A), an annual
deposit of $125000 in 1988, increasing $25,000 in
1989 and every two years thereafter is required.
These amounts are not subject to reduction.

Certain other supplemental indentures require
annual deposits, as a sinking and property fund, in
amounts not to exceed $5,600,000 in 1988, $6 600,000
in 1989 and 1990, and $7,100.000 in 1991 and 1992,
These amounts are subject to reduction in accor-
dance with the mortgage, and historically have
been met by pledging property additions.

The above bonds are secured by a first mortgage
lien on substantially all of the fixed property,
franchises, and rights of the Company with certain
minor exceptions expressly provided in the mort-
gage securing the bonds. The remaining balance of
net bondable additions at December 31, 1987 was
approximately $2,099 000,000,

Note 8—Redeemable Preferred
Stock:

The Company issued £50 million of 8 52'% redeem-
able serial preferred stock and $60 million of 8.00%
redeemable serial preferred stock in 1986, In 1987,
the Company redeemed $36 million of 11 66%
redeemable serial preferred stock.

During the five vears from December 31, 1987, the
amounts of redeemable preferred stock outstanding
at such date, required to be redeemed at stated value
are $10 milhon in 1990, $10 million in 1991, and $20
million in 1992, No shares are required to be
redeemed in 1988 and 19589,



Note 9—~Common Stock and
Retained Earnings:

The Company has an Automatic Reinvestment
and Stock Purchase Plan and an Employees Stock
Ownership Plan (ESOP) for which at December 31,
1987, 1,820,535 and 20,761 shares, respectively, of
common stock were designated for issuance.

The Company also has a Tax Reduction Act Stock
Ownership Plan (TRASOP) pursuant to federal
income tax laws, under vhich Company contribu-
tions of common stock are based on a percentuge of
payroll costs. Because the tax benefit for contribu-
tions to the plan was repealed under the 1986 Tax

tions. Under this Plan, 216,331 shares of common
stock were designated for issuance at December 31,
1987.

The Company also has an Incentive Savings Plan
(Plan) for salaried employees. Under the Plan, the
Company matches a portion of the employee contri-
butions, The Company's matching contribution is
used to purchase common stock. Under this Plan,
43,472 shares of common stock were designated for
issuance at December 31, 1987,

Changes in common stock during 1987, 1986, and

Reform Act, 1987 was the last year for contribu- 1985 were as follows:

LRSS | . - ST . \ese SR | ..
~ Shares  Amount® Shares _Amount* Shares ~Amount*
Balance beginning of year 65,608,876 81,221 K38 BN 588 8 1 160822 5481448 8 994360
Public offerings - - - - 3,000, (xx) TR AR
Automatic Reinvestment and Stock »
Purchase Plan 2,723,349 69,457 2573682 64,804 3,160,678 71,136
ESOF 33,388 L) 2R 6TH 758 11810 757
| TRASOP 199,659 5,397 194,218 5,279 210,243 5012
Incentive Savings Plan _}.’}@_2? __«_,._8.5_7 . ___l_llﬁ 324 15,404 RES
Balance end of year 68,588,901 $1,298.207 65608876 § 1221838 62800583 § 1150692

*Thousands of dollars

None of the Company's retained earnings at December 31, 19587 was restricted with respect to the

declaration or payment of dividends.

Note 10—=Quarterly Financial Information (Unaudited):

First Quarter Second Quarter Third Quarter _ Fourth Quarter
1987 1988 1987 1986 = 1987 = 1986 = 1987 = 1986
(Thousands of Dollars Except Earnings Per Common Share)

Operating revenues £325,701 $355,900 $£253,727 $245 259 $347,735 $303 K518 $£292.360 $278 888
Operating income 51,484 50,747 50,272 41 824 98,7756 67,456 32,891 47426
Net income 71,742 64 850 63,427 62.3% 113,764 92,418 40,623 68,059
Net income applicable to

nmon stock 62,108 61,110 54,144 53,204 104,464 &3,283 31,143 58 8K3
Famings per common share s 9 § @ & Kl $ N $ 154 $§ 128 £ 48 $ @0

Quarterly earnings per common share are based on weighted average number of shares outstanding duning the quarter and the

sum of the quarters may not equal annual earnings per common share

The 1987 fourth quarter net income was reduced
by $19 million (28¢ per share) due to the provisions
of the negotiated settlement. See “Note 13—Clinton
Power Station’. Additionally, the 1987 fourth
quarter net income was reduced by $11 million (16¢
per share) due to the effect of excluding from the

Note 11—Capital Leases:

Illinois Power Fuel Company (Fuel Company),
which is 50% owned by the Company, was formed in
January 1981 for the purpose of financing a portion
of the nuclear fuel requirements of Clinton. The
Company entered into a lease agreement with the
Fuel Company under which the Company lcases
nuclear fuel. Lease pavments, which are equal to the
Fuel Company's cost of fuel as consumed (including
related financing costs), began in 1987 when
Clinton began preccommercial operation. Billings
under the lease agreement during 1987 were $26.5

Clinton cost deferrals the portion of the Company's
electric utility business not under the jurisdiction of
the ICC, because the November 1987 retail rate
filing excluded that portion of the Company's
operations,

million, including $9.2 million of financing costs.
The Company is obligated to make subordinated
loans to the Fuel Company at any time the
obligations of the Fuel Company that are due and
payvable exceed the funds available to the Fuel
Company. The Company has an oblhigation for
?pelnt nuclear fuel disposal costs of leased nuclear
uel,

At December 31, 1987 and 1986 current
obligations under capital lease for nuclear fuel are
$46,150,000 and $25,235,000, respectively. At
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December 31, 1987 and 1986 current obligations for
other property under capital leases are $1,691,000
and $1,493,000, respectively.

Over the next five years projected lease payrients
under capital leases are as follows:

(Thousands of Dollars)
A R R AR S ——— $ 48,000
' R AU 33,000
1 R o T L 30,000
T 40,000
T E $180,000

Note} 2-—('0_mmitments and
Contingencies:

Construction Program — The 1985 construction
budget is $137 million, which includes $102 million
for electric facilities, $23 million for gas facilities
and $12 million for nuclear ‘uel. The five-year
construction program for 1988 through 1992 is
estimated to be $644 million.

Insurance — The Company has insurance coverage
for loss due to physical damage, including
contamination, to Clinton. This insurance is
structured through a level of primary coverage
provided by nuclear insurance pools and excess
coverage from a combination of nuclear insurance
pools and an industry-owned mutual insurance
company. The primary coverage provides limits of
$500 million and the excess coverage currently
provides limits of $1.025 billion, for a total available
coverage of $1.525 billion. In addition, the Company
has replacement power insurance coverage for the
extra cost to purchase replacement power in case of
a temporary accidental shutdown of the plant.

A major loss involving Clinton or other stations
insured by the industry-owned mutual insurance
company could result in additional annual premium
assessments to the Company of up to approximately
$10.2 million. In addition, while the Company has
no reason to anticipate a serious nuclear incident at
Clinton, if such an incident should occur, the claims
for property damage, replacement power costs, and
or other costs and expenses could materially exceed
the limits of insarance coverage available.

All nuclear power station operators are subject to
the Price-Anderson Act (Act). Although the Act
expired on August 1, 1987, all commercial reactors
with construction permits or operating permits
issued before August 1, 1987 remain covered under
the old law. Under the Act public liability for a
nuclear incident is currently limited to $720 million.
Coverage of the first $160 million is provided by
private insurance, with the excess coverage
provided by retrospective premium assessments
against each licensed nuclear reactor in the United
States. The Company’s maximum assessment
would be $5 million per incident, but not more than
$10 mililon per year. One of the proposals to amend
the Act, under consideration in Congress, would
increase the maximum retrospective assessment
against each operating reactor to $63 million,
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limited to assessments of $10 million per year. The
Company cannot predict the final outcome of the
legislative proposals.

Effective January 1, 1988, a new Master Worker
Policy will cover workers who claim bodily injury,
sickness, or disease as a result of initial radiadon
exposure occurring on or after January 1, 1988. The
poﬂz; will have an aggregate limit of $160 million
applying to the nuclear utility industry as a whole.
As claims are paid under the policy there is a

rovision for automatic reinstatement of policy
rimiu up to an additional $160 million. There 1s also
a provision for assessment of additional premium if
claims exceed funds available in the insurance
company reserve accounts to pay claims. The
Company's maxir-um share of additional premium
in future years for this contingency could be up to
approximately $2.7 million.

Othey — The Company is involved in legal or

administrative proceedings before various courts
and agencies with respect to matters occurring in
the ordinary course of business, some of which
involve substantial amounts. Management believes
vhat the final disposition of these proceedings will
not have a matenial adverse effect on the financial
position of the Company.

Note 13—=Clinton Power Station:

The Company received a full.power operating
license for Clinton from the Nuclear Regulatory
Commission (NRC) on April 17, 1987, and based on
an order of the ICC approving a negotiated
settlement, an in-service date of April 24, 1987 was
established. Clinton 1s fully operational as a base
load generating unit supplying electric service to
our customers.

The Company's portion of the cost of Clinton is
$3.8 billion. At December 31, 1987, $1.5 billion of
Clinton costs are included in rate base and are
earning a return.

Ownership of an operating nuclear generating
unit exposes the Company to significant risks
including increased regulatory, safety, and environ-
mental requirements. The Company expects to be
allowed to continue to operate Clinton; however, if
any unforesecn or unexpected developments would
prevent the Company from doiug so, the Company
could be materially adversely affected.

Rate & Regulatory Matters

Clinton Construction Audit — In [llinois the cost of

a new electric generating plant may not be recov.
ered in a utility's rates unless it is reasonable.
Therefore, an audit is being conducted by Touche
Ross & Co. and The Nielsen-Wurster Group under
contract with the [CC.

A Phase | audit report filed on January 9, 1986
covered the time frame from the beginning of the
project through March 31, 1985 (at which time the
Company's investment in Clinton was $2 4 billion).
In this audit report, Touche Ross Nielsen-Wurster
contend that a portion of Clinton costs associated
with the stop work orders issued in early 1982 is



unreasonable. The report estimates that these costs
are between $294 million and $464 million. Nielsen-
Wurster has stated in written testimony to the ICC
that $294 million is the appropriate point in this
range.

Three nationally known firms, Theodore Barry &
Associates, Ebasco Services Incorporated, and
Burns and Roe Company, were retained on behalf of
the Company to evaluate management of the
Clinton project through independent audits. The
independent audits are separate from the one being
conducted by the two firms hired by the 1CC, and
Phase 1 audits show that construction of Clinton
generally has been managed reasonably by the
Company. The conclusions of these audit reports
and the Touche Ross  Nielsen-Wurster Phase [ audit
report generally agree but differ on one point.
Touche Ross Nielsen-Wurster contend that a
portion of the cost of Clinton associated with the
stop work actions issued in early 1982 was unreaso-
nable. The ICC has completed hearings on Phase |
of the audit, but is deferring the issuance of an order
until the audit and hearings on Phase Il, which
covers the period from April 1, 1985 through
completion of the project, have been completed.

The Phase 11 audit report, which is expected to be
submitted to the ICC by the end of the first quarter
of 1985, could allege additional unreasonable costs.
An order is expected from the [CC in late 19858, As in
Phase I, independent audits to evaluate manage-
ment of Clinton during this period are being
performed on behalf of the Company.

In an interim order regarding the completion of
Clinton, the 1CC ruled that any Clinton costs
expended above the amount of $2,698 361,000 for
which the Company fails to present affirmative
evidence of reasonableness shall not be included in
rate base. even if no other party has presented any
evidence challenging these costs as being unreason-
able. The Company believes that the burden of proof
under this order 1s no greater than that currently
required under the Public Utilities Act generally.

Rate Request — On November 19, 1927, the Com-
pany filed with the ICC a request for an electric rate-
moderation plan to incorporate Clinton into rates
The rate of return requested in the plan reflects
current capital cost and 1s 10.25% compared to the
11.95% currently allowed. The rate plan incorpo-
rates a mirror CWIP plan, and a deferred return
phasein plan. The request includes a first-year
electric revenue increase of 11.1% effective No-
vember 1988, producing approximately $92.7 mil-
lion of revenue annually net of anticipated fuel
savings and a senior citizen discount. This first
vear increase would be followed by annual increases
beginning in 1989, for six to nine years. These
annual increases would be tied to the rate of
inflation and would range from a minimum of about
4% to a maximum of 5.9%. Although the rate request
provides the needed future rate increases to recover
the Company's investment in Clinton and related
operating costs, it is subject to approval or modifica-
tion by the ICC. An order from the 1CC 1s expected
in October 1988

Under the electric rate-moderation plan, there
would be a cash flow delay of approximately $450
million over the first seven years of the plan due to
its mirror CWIP provisions (representing amounts
collected in rates prior to the inservice date of
Clinton as a result of having CWIP in rate base).
This amount would be capitalized as a part of
Clinton costs for recovery over the life of the plant.
In addition, under the deferred return provisions of
the plan, cash flow of approximately $250 million
would be delayed during the first five years for
recovery during the remaining years of the plan.

Deferred Costs — The Company is deferring certain

post-construction costs of Clinton, based on the ICC
order approving the negotiated settlement, includ-
ing depreciation, taxes other than income taxes,
and financing costs on both the amount of plant
costs not in rate base and these deferred costs from
tk in-service date until a rate order reflecting the
inclusion of Clinton in rate base becomes effective
(the regulatory lag period). As a result of the
negotiated settlement, all Clinton operation and
maintenance costs are being expensed. However, as
a partial offset, the negotiated settlement also
provided that the clectric revenues previously
deferred, as ordercd by the 1CC to reflect the lower
federal income tax rates under the Tax Reform Act
of 1986, be included in income and all future
deferrals be discontinued. The negotiated settle-
ment caused a net reduction in 1987 earnings of $19
million (net of income taxes) or 28¢ per share, and
future carnings will be decreased by an estimated $2
million to $3 million per month until the electric rate
order requested on November 19, 1987 is effective.

During 1987, the Company recorded post-con-
struction cost deferrals of $207 million ($177 million,
net of income taxes). Such deferred costs will be
included in rates to the extent that Clinton costs are
allowed in rates and recovered over the remaining
life of the plant. Cash flow associated with these
deferrals will be delaved until those costs are
recovered in rates,

Decommissioning and Nuclear Fuel Disposal

Costs —The Company is responsible for its owner-
ship share of the costs of decommissioning Clinton
and for spent nuclear fuel disposal costs. The
establishment of an external trust fund was
authorized by the [CC to invest funds for the future
dismantlement and decommissioning costs of
Clinton (estimated to be $87.6 million in 1987
dollars). Decommissioning costs are currently being
deferred ($1.4 million during 1987) and will begin to
be collected through rates upon approval of the
electric rate request before the [CC.

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. The Company is recovering this amount
through its rates.

TON™ Annusal Report 33



Accounting Developments

In December 1986, the Financial Accounting
Standards Board (FASB) issued Statement of
Financial Accounting Standards No. 90, “Regu-
lated Enterprises — Accounting for Abandonments
and Disallowances of Plant Costs, an amendment
of FASB Statement No. 71" (FAS 90), which is
applicable to partial disallowances of plant costs
and plant abandonments. The statement is effective
for the Company in 1988 and the Company intends
to adopt it on a prospective basis. This statement
requires that a partial disallowance of plant costs
b, a regulatosy commission be recorded as a loss
when such a disallowance becomes probable and a
reasonable estimate can be made. Under generally
accepted accounting principles, as effective through
1987, a disallowance would not have required an
immediate charge to income unless it resulted in a
negative rate of return on “he Company’s invest-
ment in Clinton, but it would . ave been reflected as
a reduction in the Company's : arnings over the life
of the plant. In addition, once adopted, the state-
ment requires that AFUDC be capitalized only if its
subsequent inclusion in allowable costs for rate-
making purposes is probable.

The Company did not adopt the provisions of FAS
40 prior to 19858, If the Company had adopted the
new standard, the Company believes that no loss
provision for a disallowance would have been
required in 1987 or prior financial statements
because no reasonable estimate of loss can be made
and the low end of the range of possible disallo-
wance is zero,

In August 1987, the FASB issued Statement of
Minancial Accounting Standards No. 92, “Regu-
lated Enterprises — Accounting for Phase-in Plans,
an amendment to FAS 71" (FAS 92). which
established the criteria for financial statement
purposes that must be met in order for costs to be
deferred for recovery in the future. The statement is
effective for the Company in 1988 and the Company
intends to adopt it on a prospective basis.

The Company's proposed deferred return phase-in
plan meets the criteria of FAS 92.

FAS 92 also states that an allowance for earnings
on shareholders’ investment may only be capital:
ized during construction, as AFUDC, or as part of a
qualified phase-in plan. The Company’'s deferral of
certain post-construction costs in the regulatory lag
period does not meet the criteria of a phase-in plan
as established by this statement. Accordingly,
beginning in 1988 for financial statement purposes,
the Company may not capitalize an allowance for
earnings on sharenolders’ investment as part of
post-construction cost deferrals. Such allowance for
earnings on shareholders’ investment would have
been approximately $11 million per month during
1988 However, pursuant to the ICC order, such
amounts may be recovered over the life of the plant
g» the extent that Clinton costs are allowed in rate

ase.
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Legal Proceedings

On September 22, 1986, members of 22 Illinois
rural electric power distributiun cooperatives filed a
lawsuit against the Company concerning the
Company's construction management of Clinton.
The action purported to be brought denvatively on
behalf of the member cooperatives of WIPCO and
Soyland and, in turn, on behalf of WIPCO and
Soyland, and as a class action on behalf of the
individual members of the distribution coopera-
tives, On January 7, 1988, on the motion of WIPCO
ana Soyland, the Circuit Court for Sangamon
County, lllinois, ruling orally from the bench,
dismissed the derivative claims but granted leave to
WIPCO and Soyland to be realigned as plaintiffs
and to file their five-count complaint against the
Company (Soyland complaint). In the Soyland
complaint, WIPCO and Soyland alleged that the
Company breached fiduciary duties to them and
was negligent in connection with the planning,
construction, and licensing of Clinton. The Soyland
complaint seeks recovery of an unspecified amount
of compensatory damages from the Company. The
Company has moved for an extension of time to
respond to the Soyland complaint until after a
wri.ten order detailing the Court’s January 7 ruling
has been entered.

In the one remaining count of the original
complaint fil d by the members of the distribution
cooperatives, those plaintifis seek to proceed on
behalf of a cizss of all customers of cooperatives
that obtain e ectrical power from Clinton. This
count alleg=s tnat such customers have been and
will be “injurec due to drastically increased energy
supply costs”. The plaintiffs seek unspecified
compensatory damages from the Company. On
January 14, 1987, the Circuit Court for Sangamon
County, Illinois denied the Company's motion to
dismiss the class action count of the original
complant for lack ¢ s*anding. The Court has not
yvet addressed other grounds asserted by the
Company in support of its motion to dismiss that
count,

The Company believes that it has managed the
construction of Clhinton prudently and efficiently
and that it should be allowed to recover the full cost
of that unit through its rates. Almost all recent
cases of which the Cumpany is aware in which
regulatory commissions have conducted prudence
audits in connection with placing new generating
units in rates have resulted in some investment
being disallowed or proposed to be disallowed. In
many such cases, the amounts involved were
significant,

Management 1. unable to predict the ultimate
outcome of the ur certainties discussed in this note
which could have a matenal adverse effect on the
Company's earnings and or financial position



Two-Year Dividends and Stock Prices by Quarters

The common stock is listed on the New York Stock Exchange and the Midwest Stock Exchange. The prices
below are the prices reported on the Composite Tape. The preferred stocks are listed on the New York Stock
“xchange and the prices below are the prices on that Exchange.

S 1987 Stock Prices 1 1986 Stock Prices b
1 2 3 Rl _ 1 2 3 "
mvwmnu_tgngvnmmm-mum-g High Low High Low High Low High Low
Common $ 66 314 275 28% 26N 248 27 21N 29 238 208 23% 32 26% 31N 284
4.08% Pfd. 5l 254 23 245 21 225 19% 204 184 23 185 23% 20 277 208 25 22
4.26% Pfd. B3N 25% 24 24% 22% 23% 21 22% 20 24 188 248 204 20 21% 26X 24
4.70% Pfd. HRY 28 264 26% 23 258 22% 248 21 25 204 26% 224 28% 23 (28N 25N
4.42% Pfd. B4 264% 24 Z5% 21k 238 21N 228 19% 24 19 25% 21 254 224 27x 23%
4.20% Pfd. 52 26 244 26% 21% 24 21% 23% 19 23% 19 26 208 268 22 264 23%
8.24% Pfd. 1.03 495 454 47% 42 44 39 41% 36 46% 38 47  41% 485 41% 49% 44N
7.56'% Pfd. 94 45% 415 444 36% 408 354 41 ¢ 425 33 43 37 445 378 454 40
8.94% Pfd. 1.11% S14% 478 48% 41% 464 41N 42% 37 49% 39 DO 44X 508 448 H1n 47
8.00% Pid. 1.00 475 44% 47 39% 41% 37% 38% 33 445 364 46 398 45% 39 48 44K
11.66% Pfd. (4) 1.45% By B2 - = - = = - H6 5H2% 5T BH28 5H8% 554 584 65
Adj. Rate Pfd. A (2 43  38% 41 378 418 38% 42 384 465 37 40h 41 448 40 44 37
Ad). Rate Pfd. B  (3) 514 47 HOA 46 51 498 51 48 62 49 H24 49% 50% 46 51N 47
11.75% Pfd. 1.46% 62 DH6h 58% 55  H8Y B4y 5Tw 55 58 524 5H8 bH6% 58 55 594 57
R.52% Pfd. 1.085 A H4 B3 HO - = B0 47 - = B0 B 51% BHOx 52 52
8.004 Pfd. 2.00 - - 102% 97% 995 964 965 96\ _— e e e e e

{1} The amount declared in each quarter during 1987 and 1986

(2) hndend rate changes. Rates for dividends declared in 1987 were $0.75, $0.75, $0.75, and $0.8375 in the first. second, third, and
fourth quarters, respectively. Rates for dividends declared in 1986 were $0.7875, $0.75, 80.75, and $0.75 in the first, second, third,
and fourth guarters, respectively

13) Dividend rate changes quarterly. Rates for dividends declared in 1987 were $0.875, 80875, $0 900, and $1 0688 in the first, second,
third, and fourth quarters, respectively. Rates for dividends declared in 1986 were $1.0188, $0.875, 0875, and $0.875, in the first,
second, third, and fourth quarters, respectively

(4) Shares were redeemed on February 1, 1987 at $52.50 per share.

There were %0 655 registered holders of common stock at January 11, 1988,

Selected Financial Data*

1987 1986 1985 1984 1983

Total operating revenues .................... $1,219,523  $1,183,865 $1..57364  §$1280537  $1,278,259
Net income . ... % 289566 2§ 202721 $§ ‘49999 8 235478 0§ 207,736
Net income apphcable tu common stook ...... $ 251,859 $ 256479 0§ 207240 § 210221 0§ 184,096
Earnings per common share ... ... ... e B 376 ¢ 398 § 348 8 402 8§ 3.80
Cash dividends declared per common ahan A 264 ¢ 264 8 264 § 264 § 2.52
iU T e R $5,022,734  $£5,623,042 $4.804 388  $4 083,670 $3.543.900
Longteem debt® .. ...... oo niiinivaiones $2,279,219  $2246367  $2012672  $1621,201  $1,398518
Redeemable preferred stock . ... ... ... ... ... £ 160,000 § 196000 $ 86000 §$ RB000 §& 36000
Ratio of earnings to fixed charges*** . .. .. .. 2.51 2.57 2.66 3.15 3.56
* Thousands of dollars except earnings per commaon share, cash dividends declared per common share, and ratio of earnings to fixed

charges
** Restated for the effect of capitalized nuclear fuel lease
*** The ratio of earmings to fixed charges represents the number of times that earnings before income taxes and fixed charges cover
the fixed charges Earmings used in the calculation of the above ratios include allowance for funds used during construction and
deferred Clinton financing costs and are before the deduction of income taxes and fixed charges that include interest on long term

debt, related amortization of debt discount. premaum and expense, other interest, and that portion of rent expense that is estimated
to be representative of the interest component
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