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19908 FINANCGIAL HiGHLIGHNTS

Ameran Crmsolidaied Year Ended Docember 31 1948 Current Yegr Change

Eamings per Common Share® $2.82
Net Income $386,497 000
Book Valu - per Common Share $20.27
Property and Plant (net) §6,928,039,000
Total Cperating Re venues $3,318.208 00

Native Kilowatyour Sales 45.,074,000,000

Dividends Paid per Common Share $2.54

Common Stock Price - Year End $42

*Companson o prior year excludes the 1997 exiracrdinary charge of $52 million or 38 cenids per share
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Strong Fundomentals — Focusing On The Customer







1 yne 14 o T L
W mw wm il as ws s sk o




Ameren saves money and improves

service 1o customers with 800,00(
smated electric meters now

JUIS area ymes and

businesses

Effectice Selutions — Using Technology To Build Revenves

Wha ! iive technology doe
1
¢ of the naton s top u ersities and
1S FENOW N medical school purchase

i ) Ameren Abacus
Washington U n St Louis ha
nn fus nts in embracing
ement tox HOW StOMeTs
' i energy use witl each bullding
e T proct N DIOCESS

< { ) V. WiLh e P ¢ i L
| met t nels STOMETS Mmake ntormie
poerating e 10 s prociu s one of
et It oped 10 leverdage
nvestm l new technol

to determine
energy the un
{0 keep labs

medical scho

N N ite

Prestigious Washing
University in St

relies on Ameren Aba

workir

SO t 4
( Vas sposal. a Ves

) i1 4 st he tvpl

\l 1S Cr Pays 8 It

{ 1 ] 1 n! re '

) i S

nat t ! 1ert

f ! [ Y

§
Abillity has helped businesse

S st ¢ LrOUS
ers | g, BIVINg H SN
N 1 ) [ |
LA | nt
[ It ¢ ¢
! 8 A1 I

» % IVing o
several 1 ' 1O




Number of Electric and
Gos Customers Per
Employee at Year-End




" A N
) / e
Ahaqunmgyfs traders use an advanced trading room equped with
.« state-of-the-art technology to track the buying and sefling of electricity
} - and matural gas and to provide customized enefgy services
L OMER p k

. »
'

R

N




Electricity is fast becoming one of the
nation’s largest commodity markets.

The number of independent power
tracing companies approved by the
Federal Energy Regulatory Commission has
grown to more than 400; more than 75
utilities have opened trading subsidiaries

AmerenEnergy, the corporation’s
energy marketing and trading affiliate,
uses advanced state-of-the-art technology
to track the buying and selling of elec-
tricity and natural gas and to provide
customized energy services

AmerenEnergy also has a seasoned

arps of risk management experts. These
professionals are not only structuring prod-
Ucts to protect customers from volatile pric-
ing, they are also working to limit Ameren's
OWN exposure 1o price movements

Another of the corporation’s major
ventures involves partnerships with major
design and engineering firms. Foremost
among these is Gateway Energy Systems,
a tirm that designs, builds, finances,
owns and operates utility systems for
large in- 7 conal and industrial cus-
tomers. L types of utilities include
steam, hot water, chilled water, com-

pressed air. water treatment and waste-

water treatment.

Gateway Energy is a joint venture of
Ameren, Environmental Management
Corp. and Energy Equities LLC
Gateway Energy has several pending
projects, including management of an
energy center for a major office and
research campus.

In 1998, Gateway Energy began
construction of a $20 million steam
facility through a 20-year contract with
a Fortune 500 company

Ventures like this one, attractive prod-
ucts and services, coupled with a contin-
ued focus on cost control, will allow our
company to capitalize on our strong
fundamentals, while pursuing effective
solutions. Given these strengths, we are
confident of our ability to manage the

changes that are reshaping our industry



Responsibility for Financial Statements

The management of Ameren Corporation is responsible for the
information and representations contained in the consolidated
financial statements and in other sections of this Annual Report
The consolidated financial statements have been prepared in con
formity with generally accepted accounting principles. Other infor-
mation included in this report is consistent, where applicable, with
the consolidated financial statements

The Company maintains a system of internal accounting con-
trols designed to provide reasonable assurance as to the integrity
of the financial records and the protection of assets. Qualified per-
sonnel are selected and an organization structure 1s maintained that
provides for appropriate tunctional 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 com-
prised of outside directors, is responsible for ensunng that both
management and the independent accountants fulfill their respec-
tive responsibilities relative to the inancial statements. Moreover,
the independent accountants have full and free access 1o meet with
the Auditing Commuttee, with or without management present, 1o
discuss auditing or financtal reporting matters

February 4, 1999

1998 Annua! Report

Report of Independent Accountants

To the Stockholders and Board of Directors of Ameren Corporation

In our opinion, based upon our audits and the reports of other
auditors, the accompanying consolidated balance sheet and the
related consohidated statements of income and retained carnings
and of cash flows appearing on pages 23-27 of this annual report
present fairly, in all material respects, the financial position of
Ameren Corporation and its subsidiaries at December 31, 1998 and
1997, and the results of their operations and their cash flows for
cach of the three vears in the penod ended December 31, 1998, in
conformity with generally accepted accounting principles. These
financial statements are the responsibility of the Company's man-
agement; our responsibility is to express an opinion on these
financial statements based on our audits. We did not audit the
financial statements of Central Hlinois Public Service Company and
CIPSCO  Investment Company.  wholly-owned  subsidiaries  of
Ameren Corporation, for the vears ended December 31, 1997 and
1996, which combined  statements  reflect total  assets  of
$1.889.451.000 at December 31, 1997, and total revenues of
$803.441.000 and $891,631,000 for the two years in the period
ended December 410 1997, respectively. Those statements were
audited by other auditors whose reports thereon have been fur
nished to us, and our opinion expressed heren, insofar as it relates
to the amounts included for Central Illinois  Public  Service
Company and CIPSCO Investment Company, is based solely on the
reports of the other auditors. We conducted our audits of these
statements in accordance with generally accepted auditing stan-
dards which require that we plan and perform the audit to obtain
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
and the reports of other auditors provide a reasonable basis for the
opinion expressed above

&W ek

PricewaterhouseCoopers LLP
St Lowns, Missourt

February 1950




Management's Discussion And ARnalysis

Electric Revenuves

Results of Operations




Fuel ond Purchosed Power
Vananons from Prior Year

In Millsons 1998 1997 199

Fuel:
Variation in generation $ 9 $ 25 $ 43
Price (23) (29) (14)
Generation efficiencies and other - (5) 2
Purchased power vanztion (3 (50) 2
EEI SR | Rl
$(56) $(44)  $56

The $56 million decrease in fuel and purchased power costs
for 1998, compare- to 1997, was primaril, driven by lower fuel
and purchased power costs at EEI as a result of fewer sales 1o the
USEC. In addition, fuel cost reductions were realized due to lower
fuel prices, as well as through the joint dispatch of generation.
Upon consummation of the Merger, AmerenUE and AmerenCIPS
began jointly dispatching generation, therefore allcwing the
Company to utilize the most cost efficient plants of both operating
companies 10 serve customers in either service territory.  These
decreases were partiaily offset by increased generation to serve
native load demand. The decrease in 1997 fuel and purchased
power costs was primarily due to reduced purchased power costs,
resulting from relatively flat native load sales and lower inter-
change sales, as well as lower fuel prices, offset by greater gener-
ation. The increase in 1996 fuel and purchased power costs was
driven mainly by higher kilowatthour sale partially offset by
lower fuel prices due to the use of lower cost coal.

While unprecedented prices for power purchases occurred in
the marketplace during the last week of June 1998, the Company
was able to effectively manage its power costs in the face of soar-
ing wholesale electricity prices. Overall, the abnormally high
prices for power purchases in June had litde impact on the
Company'- financial results for 1998,

Gas Operations

Gas revenues in 1998 decreased $33 million, compared to
1997, primarily due to an 8% decline in retail sales resulting from
mild winte: weather and lower gas costs refiected in the
Company's purchased gas adjustment clauses. These decreases
weie partially offset by benefits realized from an annual $12 mil
lion Missouri gas rate increase effective February 1998 (see Note 2
- Regulatory Matters under Notes to Consolidated Financial
Statements for further information). Gas ievenues in 1997
decreased $4 million, primarily due to a 12% ceacase o retail
sales. Milder winter v-eather resulted in a decnne u: weslher-sen-
sitive residential and commercial sales ¢f (%% ~nd 18%, respec-
tively. These docreases were partly offset by a 200 increase in
industrial sales and an increase in oft-system sales of gas to others
The increase in 1996 Jas revenues of $37 million was primarily the
result of higher gas prices and increased sales due to colder weath-
er. Residential and commercial sales increased 13% and 17%,
respectively, in 1996 versus 1995.

"% 1998 Annual Repert
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Gas costs in 1998 declined $42 million compared to 1997.
This decrease in gas costs was due 10 lower sales and lower gas
prices. Gas costs for 1997 remained flat as compared to those of
1996. The $35 million increase in 1996 gas costs was primarily the
result of 4 combination of increased demand, due to colder weath-
er, and an increase in the price naid for gas in 1996 versus 1995

Other Operating Expenses

Other operating expense variations in 1996 through 1998
reflected recurring factors such as growth, inflation, labor and ben-
efit increases in addition to a charge for the targeted separation
plan (TSP) as discussed below.

In March 1998, the Company announced plans to reduce its
other operating expenses, including plans to eliminate approxi-
mately 400 employee positions by mid-1999 through a hiriny
freeze and the TSP. In July 1998, the Company offered separation
packages to employees whose positions were 1o be eliminated
through the TSP. During the third quarter of 1998, 4 nonrecurring,
pre-tax charge of $25 million was recorded, which reduced earn-
ings $15 million, or 11 cents per share, representing costs incurred
to implement the TSP. The elimination of these positions, exclu-
sive of the nonrecurring charge, reduced the Company’s operating
expenses by approximately $15 million in 1998, and the Company
expects operating expenses to be reduced approximately $20 mil-
lion to $25 million annually thereafter. See Note 3 - Targeted
Separation Plan under Notes to Consolidated Financial Statements
for further information

The $62 million increase in other operations expense in 1998,
compared to 1997, was primarily due to the charge for the TSP and
increases in injuries and damages expense and information system-
related costs. In 1997, other operations expense increased $41 mil-
licn. paumarily due to increases i information system-related costs,
wbor, and injuries and damages expenses. In 1996, other operations
expense increased $2 million, primarily due to increases in employ-
ee benefits, injuries and damages, and information system-rel . ¢
costs, offset by decreases resulting from nonrecurring costs incurr
in 1995, including the write-off of system development costs.

Maintenance expenses increased $2 million in 1998, cu.n-
pared to 1997, due to the scheduled spring refueling outage at the
Callaway Nuclear Plant, partially ¢ “set by less scheduled fossil
plant maintenance. The spring 1998 refueling was completed in
31 rays. There was no refueling outage in 1997, Maintenance
expenses for 1997 increased $8 million primarily resulting from
increased scheduled fossil plant maintenance, partly offset by
decreased expenses at Callaway due to the absence of a refueling
outage in 1997 In 1996, maintenance expenses decreased $5 mil-
lion primarily due to less scheduled power plant maintenance,
partly offset by increased labor expenses at Callaway.

Depreciation and amortization expense was relatively flat in
1998 compared to 1997, Depreciation and amortization expense
increased $7 million in 1997 and $12 million in 1996, due to
increased G:pieciable property




Taxes

Income tax exrense from operations increased $33 million in
1998, tompared'to 1997, due 10 higher pre-tax income and a higher
effective tax rate.  Income tax expense from operations decreased
$19 million in 1997 principally due 11 lower pre-ax income and a
lower effective tax rate.  Income tax expense from operations
decreased $8 million in 1996 principally due to lower pre-tax income.

Otber Income and Deductions

Miscellaneous, net decreased $8 million for 1998, compared to
1997, due to increased interest income and gains on the sale of
property. Miscellaneous, net decreased 311 million for 1997, com-
pared to 1996, primarily due to the capitalization of certain merg-
er-related costs in 1997 (see Note 2 - Regulatory Matters under
Notes to Consolidated Financial Statements for further intorma-
tion). Miscellaneous, net decreased $2 million for 1996 primarily
due to reduced merger-related expenses

Interes!

Interest expense decreased $4 million in 1998, compared to
1997, due to lower interest rates and a decrease in other interest
expense, partially offset by an increase in interest on a hy,
amount of debt outstanding. Interest expense increased $5 million
in 1997 primarily due to higher debt outstanding during the year
at higher interest rates. Interest expense increased $2 million for
1996 primarily due to a greater amount of short-term debt out-
standing, offset by lower rates on variable-rate long-term debt.

Balance Sheet

The $68 million decrease in acc s recewvable at December
31, 1998, compared to 1997, was duc 1. jower sales and revenues
in November and early December 1998, compared to the same 1997
time period, due to mild winter weather. The Company'’s service ter-
ritory expenenced much colder weather in the later pant of
December 1998, resulting in higher sales and revenues at that time
compared to the same 1997 period. This increase in sales caused a
$48 milhon increasc in unbillcd revenues. The $48 million increase
in other current liabilities was primarily due to a higher estimated
accrued customer credit (see Note 2 - Regulatory Matters under
Notes 10 Consolidated Financial Statements for further information).

Liquidity and Copital Resources

Cash provided by operating activities totaled $803 million for
1998, compared 1o $708 million for 1997 and $782 million for 1996

Cash flows used in investing activities totaled $323 million,
$387 million and $481 million, for the vears ended December 31,
1998, 1997 and 1996, respectively. Expenditures in 1998 for con-
stucting new or improving existing facilities and purchasing rail
cars were $325 million. In addition, the Company spent $20 mil-
lion to acquire nuclear fuel

Capital expenditures are expected to approximate $495 mil-
lion in 1999. For the five-year period 1999 through 2003, con-
struction expenditures are estimated at $2.4 billion  This e mate

include  capital expenditures for the purchase of six new combus-
tion twoines (CTs), as well as expenditures which will be incurred
by the Companv to meet new air quality standards for ozone and
particulate m ., as discussed below

In 1998, the Company committe . to purchase six new CT
peaking units.  The CTs will add over 700 megawatts to the
Company’s net peaking capacity and are expected to cost approx-
imately $260 million. Three of the CTs are expected to be installed
in 2000, and the remaining three in 2001

Under Title IV of the Clean Air Act Amendments of 1990, the
Company is required 1o significantly reduce total annual sulfur
dioxide (502) and nitrogen oxide (NOx) emissions by the year
2000. By switching to Jow-sulfur coal, early banking of emissions
credits and installing low NOx burner technology. the majority of
these reductions have been achieved.

In July 1997, the United States Environmental Protection
Agency (EPA) issued final regulations revising the National Ambient
Air Quality Standards for ozone and particulate matter. The new
ambient standards may result in significant additional reductions in
802 and NOx emissions from the Company’s power plants. The
new particulate nwuer standards may require SO2 reductions of up
10 50% bevond that already required by Phase 11 acid rain control
provisior [ the 1990 Clean Air Aot Amendments and could be
required b, 2007, The full details of these requirements are under
study by the Company. At this time, the Company is unable to pre-
dict the ultimate impact of these revised air quality standards on its
future financial condition, results of aperations or liquidity

In an attempt to lower ozone levels across the eas* *rm United
States, the EPA issued final regulations in September 1998 to
reduce NOx em i« ans rrom coal-fired boilers and other sources in
22 states, inctading Missouri and 1'linois (where all of the
Company’s coal-fired power plant boileis are iocated). Altnough
reduction requirements in NOx emission: from the Company’,
coal-fired boilers are anticipated to exceed 75% from 1990 levels
by the year 2003, it is not yet possible to determine the exact mag-
nitude of the reductions required from the Company's power
plants because cach state has up to one year to develop a plan to
comply with the EPA rule. The NOx emissions reductions already
achieved on several of the Company’s coal-fired power plants will
help to reduce the costs of compliante with this regulation.
However, preliminary analysis of tie regulations indicate that
selective catalytic reduction technology will be required for some
of the Company’s units, as well as other additional controls.

Currently, the Company estimates that its additional capital
expend es to comply with the EPA's final regulations, issued in
September 1998, could range trom $250 million to $350 million
over the period fiom 1999 to 2002 Associated operations and
maintenance expenditures could increase $10 million to $15 mil-
lion annually, beginning in 2003 Th Company will explcre alter-
natives to comply with these new regulations in order (o 1 inimize,
to the extent possible, its capital costs and operating exper ses. The
Company is unable to predict the ultimate in.pact ©f wese standards
on its future financial condition, results of operations or liquidity

Ameren Corporation 17
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In November 1998, the United States signed an agreement with
numerous other countries (the Kyoto Protocol) containing certain
environmental provisions, which would require decreases in green-
house gases in an effort to address the “global ware ing” issue. The
Kyoto Protocol must be ratified by the United States Senate before
provisions are effective for the United States. Until ratification is
obtained, the Company is unable to predict what requirements, 1
any. will be adopted in this country; however, implementation of
the Kvoto Protocol in its present form would likely result in signif-
icantly higher capital costs and operations and maintenance
expenses oy the Company. At this time, the Company is unable to
determine the impact of these proposals on the Company’s future
financial condition, results of operations or liquidity

See Note 13 - Callaway Nuclear Plant under Notes to
Consolidated Financial Statements for a discussion of Callaway
Plant decommissioning costs.

Cash flows vsed in financing activities were $446 million for
1998, compared to $302 million for 1997 and $296 million for 1996
The Company's principal financing activities during 1998 included
the issuance of $255 million of long-term debt, the redemption of
$273 milhion of long-term debt and the payment of dividends.

The Company plans to continie utilizing short-term debt to
support normal operations and other temporary requireraents.
The Company and its subsidiaries are authorized by the Securities
and Exchange Commission (SEC) to have up to an aggregate $1.6
billien of short-term unsecured debt instruments outstanding at
any one time.  Short-term borrowings consist of bank loans (matu-
riies genetally on an overnight basis) and commercial paper
(maturities generally within 10 to 45 days). At December 31, 1998,
the Company had committed bank lines of credit aggregaun, $217
million, all of which was unused and $170 million w2s available at
such date, which make available interim financing at various rates
of interest based on ['80R, the bank certificate of deposit rate or
other options. The lines of credit are renewable annually at vari-
ous dates throughout the year, The Company had $59 million of
short-term borrowings at year-end.

The Company has a bank credit agreement due 2003, which
permits the borrowing of up 1o $200 million on a long-term basis.
This credit agreement is available for the Company's own use and
for the use of its subsidiaries. There was $10 million outstanding
under his agreement as of December 31, 1998, AmerenUE also
nas a bank credit agreement due 2000, which permits the borrow-
ing of up to $300 million on a long-term basis, all of which was
unused and available at December 31, 1998,

Additionally, AserenUE has a lease agreement which provides
for the financing of nuclear fuel. At December 31, 1998, *he maxi-
mum amount that could be financed under the agreement was $120
million. Cash used in /'nancing for 1998 incluoed redemptions
under the lease for nuclear fuel of $68 million, offset in part by $16
million of issuances. At December 31, 1998, $67 million was
financed under the lease. Sce Note 5 - Nuclear Fuel Lease under
Notes to Consolidated Financial Statements for further information

1 1998 Annual Report

Common stock dividends paid in 1998 resulted in a payout
rate of 20% of the Company's net income. Dividends paid to con-
mon stockholders in relation to net cash provided by operating
activities for the same period were 43%.

The Board of Directors does not set specific targets or payout
parameters for dividend payments; however, the Board considers
*anious issues including the Company's historic earnings and cash
flow; projected earnings, cash flow and potential cash flow
requirements; dividend | wout rates at other utilities; return on
investments with similar risk characteristics; and overall business
considerations.  On February i2, 1999, the Ameren Board of
Directors declared a quarnterly common stock dividend of 635
cents per share, payable March 31, 1999

Raote Matters

See Note 2 - Regulatory Matters under Notes 10 Consolidated
Financial Statements for a discussion of rate tiotters

Electric !ndustry Restructuring

Changes enacted and being considered at the federal and
state levels continue to change the structure of the electric indus-
try and utility regulation, as well as encourage increased competi-
uon. At the federal level, the Energy Policy Act of 1992 reduced
various restrictions on the operation and ownership of indepen-
dent power producers and gave the FERC the authority to order
electric utilities to provide transmission access to third parties.

In April 1996, the FERC issued Order 888 and Order 889,
which are intended to promote competition in the wholesale elec-
tric market. The FERC requires transmission-owning public utilities,
such as AmerenUE and AmerenCIPS, (o provide transmission access
and service to others in a manner similar and comparable to that
which the utilities have by virtue of ownership. Order 888 requires
that a single tariff be used by the wtility in providing transmission
service. Order 888 also provides for the recovery of stranded costs,
under certain conditions, related to the wholesale business,

Order 889 established the standards of conduct and informa-
tion requirements that transmission owners must adhere to in
doing business under the open access rule. Under Order 889, util-
ities must obtain transmission service for their own use in the same
manner their customers will obtain service, thus mitigating market
po e through control of transmussion facilities. In addition, under
Order 889, utilities must separate their merchant fonction (buying
and selling wholesale power) from their transmission and reliabil-
ity functions

The Company believes that Order 888 and Order 889, which
relate 1o its wholesale business, will not have a material adverse
effect on its financial condition, results of operations or liquidity.

In 1998 Ameren's operating subsidiaries joined a group of
nine other utility companies which support the formation of the
Midwest Independent System Operator (Midwest 1SO). An 15O



operatcs, but does not own, transigission systems and maintains
system reliability and security while alleviating pricing issues asso-
ciatedt with the™pancaking” of rates. The Midwest 15O would be
regulated by FERC. The FERC conditionally approved the forma-
tion of the Midwest 1O in September 1998, and it is e.pected to
be operational by the year 2001 AmerenUFE's membership in the
Midwest 1SO must be approved by the Missouri Public Service
Commission (MoPSC). The Midwest 150 covers eight states and
represents portions of 40,000 miles of transmission line and 62,000
megawatts of electric power. Collectively, the member companies
serve more than seven million customers.

In addition, certain states are considering proposals or have
adopted legisiation that will promote competition at the retail level.
In December 1997, the Governor of illinois signed the Electric
Service Customer Choice and Rate Relief Law of 1997 (the Law)
providing for electric utility restructuring in llinois. This legislation
introduces competition into the supply of electric energy in lllinois.

Major provisions of the Law include the phasing-in through
2002 of retail direct access, which allows customers to choose their
electric generation supplier. In addition, the Law includes a 5%
rate decrease for residential customers, which became effecuve in
August 1998 The decrease reduced electric revenues by approxi-
mately $6 million in 1998 and is expected to reduce electric rev-
emiss by approximately $14 million annually thereafter, based on
estimated levels of sales and assuming normal weather conditions
In 1998, the Company eliminated its Uniform Fuel Adjustment
Clauses (FACs) as allowed by the Law, which the Company expects
to benefit shareholders in the future (see Note 1 - Summary of
Significant  Accounting Policies under Notes to Consolidated
Financial Statements for further information). The Law contains a
provision allow .. for the potential recovery of a portion of strand-
able costs, which represent costs which would not be recoverable
in a restructured environment, through a transition charge collect-
ed from customers who chioose an alternate electric supplier. In
addition, the Law cortains a provision requiring a portion of excess
earnings (as defined under the Law) for the years 1998 through 2004
to be refunded to customers. See Note 2 - Regulatory Matters under
Notes to Consolidated Financial Statements for further information.

In December 1997, after evaluating the impact of the Law, the
Company determined that it was necessary to write-off the gener-
ation-related regulatory assets and liabilities of its Hlinois retail
electric business. This extraordinary charge reduced 1997 earnings
$52 million, net of income taxes, or 38 cents per share. The
Company has also concluded that its remaining net generation-
related assets are not impaired for financial reponting purposes and
that no plant writedowns are necessary at this time. See Note 2 -
Regulatory Matters under Notes to Consolidated Financial
Statements for further information.

In Missouri, where approximately 72% of the Company’s retail
electric revenues are derived, a task force appointed by the MoPSC
investigated electric industry restructuring and competition.  In
1998, the task force issued a report to the MoPSC that addressed
many of the restructuring issues, but did not provide a specific rec-

ommendation or approach to restructure the indusiry. In addition,
in 1998, the MoPSC stafl issued a proposed plan for restructuring
Missouri's electric industry. The staff's plan addressed a number of
issues of concern if the industry is restructured in Missouri. It also
included a proposal for less than full recovery of strandable costs.
The staff's plan has not been addressed by the MoPSC. A joint leg-
islative committee is also conducting hearings on these issues The
Company is unable to predict the timing or ultimate outcome of
electric industry restructuring in the stae of Missouri.

In summary, the potential negative consequences associated
with electric industry restructuring could be significant and could
include the impairment and writedown of certain assets, including
generation-related plant and net regulatory assets, lower revenues,
reduced profit margins and increased costs of capital and opera-
tions expense.  The Company is actively taking steps to mitigate
these negative consequences. Most importantly, the Company will
continue to focus on cost control to ensure that #t maintains a com-
petitive cost structure.  Also, in [llinois. the Company's actions
include strengthening its marketing operations to maintain its cur-
rent customers and obtain new customers, as well as enhancing it
information systems. In Missouri, the Company is actively # wolved
in all major deliberations taking place surrounding electri. industry
restructuring in an effort to ensure that restructurirg legislation, if
any, contains an orderly transiticn and is equitable to the
Company's sharcholders. The Company is alio actively involved in
shaping the policies of the Midwest ISO to protect is shareholders
interests. - At this time, the Company is unable o predict the ulti-
mate impact of electric industry restructuring on the Company's
future financial condition, results of operations or Liquidity.

Year 2000 issuve

The Year 2000 Issue relates to Fow dates are stored and used
in computer systems, applications, and embedded systems. As the
century date change occurs, certain date-sensitive systerns need to
be able to recognize the year as 2009 and not as 1900, This inabil-
ity 1o recognize and properly treat the year as 2000 may cause
these systems to process critical financiai and operational informa-
tion incorrectly.  The Company’s primary concern is the potential
for any interruption in providing electric and gas service to cus-
tomers, as well as the potential inability to process critical financial
and operational information on a timely bas's, including billing its
customers, if appropriate steps are not taken o address this issue
Managemeni has developed a Year 2000 Plan (Plan) and Ameren's
Board of Directors has been briefed about the Year 2000 Issue and
how it may affect the Company

The Compan, s Plan to resolve the Year 2000 [ssue involves
three phases: assessment, planning, and implementation testing
Implementation of the Plan is directly supervised by each area's
responsible Vice President. A Year 2000 Project Director coordi-
nates the implementation of the Plan among functional teams who
are addressing issves specific to a particular area, such as nuclear
and non-nuclear generation facilities, energy management systems,
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gas distribution, etc. Ameren has also engaged centain outside
consultants, technicians and other external resources to aid in for-
mulating and implementing the Plan

The Company has c:mpleted its assessment phase. which
included analyzing date-sensitive electronic hardware, software
applications and embedded systems and has developed a compli-
ance plan to address issues that were identified. Many of the major
corporate computer systems at Ameren are relatively new and
therefore are either Year 2000 compliant or only require minor
modifications. Also, several of the operating hardware and embed-
ded systems (e, microprocessor chips) use analog rather than
digital technology and thus are unaffected by the two-digit date
issue. In addition, the Company has contacted hundreds of ven-
dors and suppliers to verify compliance.

The Company has also completed its planning phase. ltems
that have been identified for remediation have been prioritized
into groups based on their significance to Company operations.
The implementation testing phase for all componeats/applications
is approximately 45% complete as of December 31, 1998, The
Company expects to complete remediation of its significant com-
ponents applications by the end of the third ouarter 199,

With respect to third parties, for areas that interface directly
with signif: zant vendors, the Company has inventoried vendors and
major suppliers and is currently assessing their Year 2000 readiness
through surveys, websites and personal contact.  The Company
plans to follow up with major suppliers and vendors and verify Year
2000 compliance, where appropriaste.  The Company has also
queried its health insurance providers. To date, the Company is not
aware of any problems that would mate :lly impact its financial
condition, results of operations or liquidity; however, the Company
has no means of ensuring that these parties will be Year 2000 com-
pliant  The inability of those purties to complete their Year 2000
resolution process could materially impact the Company.

The Company is ais0 addressing the impact of electric power
grid problems that may occur outside of its own electric system.
The Company has started Year 2000 electric power grid impact
planning through the system’s various electric interconnection affil-
jations and is working with the Mid-American Interchange
Network (MAIN) to begin planning Year 2000 operational pre-
paredness and restoration scenarios.  As of November 30, 1998
(the latest information availabie), MAIN was 88% complete with its
assessment phase, 74% complete with its planning phase and 36%
complete with the implementation/testing phase. In addition, the
Company provides monthly status reports to the North American
Electric Reliability Council (NERC) to assist them in assessing Year
2000 readiness of the regional electric grid.  As of November 30,
1998 (the latest information available), NERC was 96% complete
with its assessment phase, 827 complete with its planning phase
and 44% complete with the implementation/testing phase
Through the Electric Power Research Institute (EPRI), an industry-
wide effort has been established to deal with Year 2000 problems
affecting digital systems and equipment used by the nation's elec-
tric power companies. Under this effort, participating utilities are
working together 1o assess specific vendors’ system problems and
test plans. The assessment will be shared by the industry as a
whole to facilitate Year 2000 problem solving.
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In addressing the Year 2000 Issue, the Company will incur inter-
nal labor costs as well as external consulting and other expenses ¢
prepare for the new century. The Company estimdtes that its exter-
nal costs (consulting fees and related costs) for addressing the Year
2000 Issue will range from $10 million to $15 million. As of
December 31, 1998, the Company had expended approximarly $2.4
mulion. The Company’s plans to complete Year 2000 modifications
are based on management’s best estimates, which are derived utiliz-
ing numerous assumptions of future events including the continued
availability of certain resources, and other factors. However, there
can be no guaraniee that these estimates will be achieved. and actu-
al results could differ materially from those plans.  Specific factors
that might cause such material differences include, but are not lim-
ited to, the availability and cost of personnel trained in this area, the
ability to iocate and correct all relevant computer codes, and similar
uncertainties.

The Company believes that, with appropriate modifications to
existing computer systems/components, updates by venders and
trading partners, and conversion to new software and hardware in
the ordinary course of bus_iess, the Year 2000 issue will not pose
signuicant operational problems for the Company. However, if such
conversions are not completed in a proper and timely manner by all
affected parties, the Year 2000 Issue could result in material adverse
operatioral and financial consequences to the Company, and there
can be no assurance that the Company’s efforts, or those of vendors
and trading partners, interconnection affiliates, NERC or EPRI to
address the Year 2000 Issue will be successful. The Company is in
the process of developing contingency plans to address potential
risks, including risks of vendor/trading partners' noncompliance, as
well as noncompliance of any of the Company's material operating
systems, The first operational contingency plan addressing power
rid issues is expected to be completed by the end of the first quar-
ter 1999, Contingency plans related to the business areas are expect-
ed to be completed by the end of the second quarter 1999, At this
time, the Company is unable to predict the ultimate impact, if any,
of the Year 2000 Issue on the Company’s financial condition, results
of operations or liquidity: however, the impact could be material.

Contingencies

See Nute 12 - Commitments and Contingencies and Note 2 -
Regulatory Matters under Notes to Consolidated Financial Statements
for material issues existing at December 31, 1998,

Market Risk Reloted to Financiol Instruments
ond Commodity Instruments

Market risk represents the risk of changes in value of a finan-
cial instrument, derivative or non-derivative, caused by fluctuations
in interest rates and equity prices. The following discussion of the
Company's risk management activities includes “forward-looking”
statements that involve risks and uncentainties. Actual results could
differ materially from those projected in the “forward-looking” state-
ments. The Company handies market nsks in accordance with
established policies, which may include entering into various deriv-




ative transactions. In the normal course of business, the Company
also faces nsks that are either non-financial or non-quantifiable
Such tisks principally include credit risk and legal risk and are not
represented in the following analysis

Interest Rate Risk

The Company is exposed to market risk through changes in
interest rates, principally at its subsidiaries, through its issuance of
both long-term and short-term variable-rate debt, fixed-rate debt,
commercial paper and auction market preferred stock.  The
Company manages its interest rate exposure by controlling the
amount of these instruments it holds within its total capitalization
portfolio and by monitoring the effects of market changes in inter-
st rates,

If interest rates increase 1% in 1999, as compared to 1998, the
Company's interest expense would increase by approximately $6
million and net income would uecrease by approximately $4 mil-
lion. This amount has beei: determined using the assumptions that
the Company's outstanding variable-rate debt, commercial paper
and auction market preferred stock as of December 31, 1998, con-
tinued to be outstanding throughout 1999, and that the average
interest rates for these instruments increased 1% over 1998, The
m~el does not consider the effects of the reduced level of overall
¢ omic activity that would exist in such an environment. [n the
event of a significant change in interest rates. management would
likely take actions to further mitigate its exposure to this market
risk. However, due to the uncertainty of the specific actions that
would be taken and their possible effects, the sensitivity analysis
assumes no change in the Company’s financial structure

Commodity Price Risk

The Company is exposed to changes in market prices for nat-

val gas and fuel and purchased power. With regard to its natura!

yas utility business, the Company's exposure to changing market
prices is in large part mitigated by the fact that the Company has
a Purchased Gas Adjustment Clause (PGA) in place in both is
Missouri and Miaois jurisdictions. The PGA allows the Company
to pass on to its customers its prudently incurred costs of natural
gas. With approval of the Mol'SC, AmerenUE is participating in an
experimental program to control the volatility of gas prices paid by
its Missouri customers in the winter months through the purchase
of financial instruments.

Since the Company does not have a provision similar to the
PGA for its electric operations, the Company has entered into sev-
eral long-term contracts with various suppliers to purchase coal
and nuclear fuel to manage its exposure to fluctuating fuel prices
(see Note 12 - Commitments and Contingencies under Notes to
Consolidated Financial Statements for further information). With
regard to the Company's exposure to commodity risk for pur-
chased power, the Company has established a subsidiary,
AmerenEnergy, Inc., whose primasy responsibility includes man-
aging market risks associated with the changing market prices for
purchased power for the Company's operating subsidiaries,
AmerenUE and AmerenCIPS.

AmerenEnergy utilizes several technigues to mitigate its mar-
ket risk for purchased power, including utilizing derivative finan-
cial instruments, A derivative is a contract whose valie ‘is depen-
dent on or derived from the value of some underlying asset. The
derivative financial instruments that AmerenEnergy is allowed to
utiize (which include forward contracts and futures contracts) are
dictated by a risk management ~'icy, which kas been reviewed
with the Auditing Committee o0 unerens Board of Directors.
Compliance with the risk management policy is the responsibility
of a risk management steering committee, consisting of Company
officers and an independent risk management officer at
AmerenEnergy.

As of December 31, 1998, the fair value of derivative financial
instruments exposed to commaodity price #isk was immaterial. The
Company expects an increase in the derivative financial instru-
ments used to manage risk in 1999 due to expected growth at
AmerenEnergy

Equity Price Risk

The Company maintains trust funds, as required by the
Nuclear Regulatory Commission and Missouri and [llinois state
laws, to fund certain costs of nuclear decommissioning (see Note
13 - Callaway Nurlear Plani under Notes to Consolidated Financial
Statements for further information).  As of December 31, 1998,
these funds were invested primarily in domestic equity securities,
fixed-rate, fixed-income securities, and cash and cash equivalents
By meintaining a portfolio that includes long-term equity invest-
ments, the Company is seeking to maximize the returns to be uti-
lized 1o fund nuclear decommissioning costs. However, the equi-
ty securities included in the Company’s portfolio are exposed to
price fluctuations in equity markets, and the fixed-rate, fixed-
income securities are exposed to changes in interest rates. The
Company actively monitors its porttolio by benchmarking the per-
formance of its investments against centain indices and by main-
taining, and periodically reviewing, established target allocation
percentages of the assets of its trusts to various investment options.
The Company’s exposure 10 equity price market risk is in large part
mitigated due 1o the fact that the Company is currently allowed to
recover its decommissioning costs in its rates

Accounting Matters

In its November 1998 meeting, the Emerging Issues Task
Force of the Financial Accounting Standards Board (EITF) reached
a consensus on EITF Issue 98-10, “Accounting for Energy Trading
and Risk Management Activities.” EITF 98-10 provices guidance
on the accounting for energy contracts entered into for the pur-
chase or sale of electricity, natural gas, capacity and transportation
The EITF reached a consensus in EITF 98-10 that sales and pur-
chase activities being performed need 1o be classified as either
trading or non-trading.  Furthermore, transactions that are deter-
mined to be trading activities would be recognized on the balance
sheet measured ~ fair value, with gains and losses included in
earnings.  EITF J includes factors or indicators to consider
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when determining if a transaction is a trading or non-trading activ-
ity. EITF 98-10 will be effective beginning in 1999  Currently,
AmerenEnergy enters into contracts for the sale and purchase of
energy on behalf of AmerenUE and AmerenCIPS. These transac-
tions are conside ed non-trading activities and are accounted for
using the accrual or settlement method, which represents industry
practice. Should any of AmerenEnergy's future activities be con-
sidered trading activities based on the indicaiors provided in EITF
98-10, a change n accounting practice would be required. EITF
98-10 is not expected to have a material impact on the Company's
financial position or results of operations upon adoption. Many of
the provisions of EITF 98-10 will likely be superceded by State.aent
of Financial Accounting Standards (SFAS) 133, “Accounting for
Derivative Instruments and Hedging Activities” (see below)

In june 1998, the Financial Accounting Standards Board
issued SFAS 133, “Accounting for Derivative Instruments and
Hedging Activities " SFAS 133 establishes accounting and report-
ing standards for derivative instruments and for hedging activities
and requires recognition of ail derivatives on the balance sheet
measured at fair value. SFAS 133 is effecuve for all fiscal quarters
of al! fiscal years beginning after June 15, 1999. Earlier application
15 encouraged. SFAS 133 cannot be applied retroactively. At this
time, the Company is unable to determine the impact of SFAS 133
on its financial position or results of operations upon adoption

In March 1998, the Accounting Standards Executive Committee
of the American Institute of Centified Public Accountants issued
Statement of Position (SOP) 98-1, “Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use.” SOP
98-1 provides guidance on accounting for the costs of computer
software developed or obtained for internal use. Under SOP Y8-1,
certain costs, which are currently expensed by the Company, may
be capitalized and amortized over some future period. SOP 98-1 i
effective for fiscal years beginning after December 15, 1998 SOP
98-1 is not expected to have a material impact on the Company's
financial position or results of operations upon adoption.

Effects oi Intlotion and Changing Prices

The Company's rates for retail electric and gas service are reg-
ulated by the MoPSC and the [llinois Commerce Commission. Non-
retail electric rates are regulated by the FERC.

The current replacement cost of the € :mpany's utility plant
substantially ¢xceeds its recorded historical cost.  Under existing
regulatory practice, only the historical cost of plant is recoverable
from customers. As a result, cash Tows designed to provide recov-
ery of historical costs through d¢ preciation might not be adequate
to replace plants in fature yeass. Regulatory practice has been
modified for the Company's generation portion of its business in
its Hlinoss jurisdiction, and may be modified in the future for the
Company's Missouri jurisdiction (see Note 2 - Regulatory Matters
under Notes to Consolidated Financial Staterments for further infor-
mation’. In addition, the impact on common stockholders is miti-
gated to the extent depreciable property is financed with debt that
is repaid with dollars of less purchasing power.
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In the Hhnois retal jurisdiction, the cost of fuel for electric
generation, which was previously reflected in billings to customers
through fuel adjustment clauses, has been added fo base rates as
provided for in the Law (see Note 2 - Regulatory Matters under
Notes to Consolidated Financial Statements for further informa-
tion). In the Missouri retail jurisdiction, the cost of fuel for electric
generation is reflected in base rates with no provision for changes
to be made through a fuel adjustment clause. In [llinois and
Missouri, changes in gas costs are generally reflected in billings to
customers through purchased gas adjustment clauses.

Inflation coitinues to be a factor affecting operations, earn-
ings, stockholders’ equity and financial performance,

Sofe Harbor Stotement

Statements made in this annual report to stockholders which
are not based on historical facts, are forward-looking and, accord-
ingly, involve risks and uncerntainties that could cause actual results
1o differ materiaily from those discussed. Although such forward-
looking statements have beer made in good faith and are based
on reasonable assumptions, tnere is no assurance that the expect-
ed results will be achieved. These statements include (without lim-
itation) statements as to future expectations, beliefs, plans, strate-
gies, objectives, events, conditions, financial performance and the
Year 2000 Issue  In connection with the “Safe Harbor” provisions
of the Private Securities Litigation Reform Act of 1995, the
Company is providing this cautionary statement to identify impor-
tant factors that could cause actual results to differ materially from
those anticipated.  Factors include, but are not limited to, the
effects of regulatory actions; changes in laws and other govern-
mental actions: competition; future market prices for fuel and pur-
chased power, electricity, and natural gas, including the use of
financial instruments; average rates for electricity in the midwest;
business and economic conditions; interest rates; weather condi-
tions; fuel prices and availability; generation plant performance;
monetary and fiscal policies; future wages and employee benefits
costs; and legal and administrative proceedings.



Operating Revenues:

Total operating revenves
Operoting Expenses:

Total operoting expenses
Operating Income

Other Income end (Daductions):
.
Totel other income and (deductions)

Income Before Interest Charges and Preferred Dividends

Interest Chorges and Preferred Dividends

Net interest chorges and preferred dividends
Income Befure Extroordinary Charge
Extroordinary Charge, net of income taxes (Note 2)

Nit Income

Consoildated Statement Of Iincome

Earnings per Common Share - Bosic and Diluted
(based on everoge shares outstanding)

Net Income

AVERAGE CommON SHARES QUTSTANDING




Comsolidated Balance Shest

Assels

Property ond Plant, ot n







Thousands of Dollars Year ended December 31
ash Flows From Operating:
Income before extraordinary charge
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization
Amortization of nuclear fuel
Allowance for funds used during construction
Deferred income taxes, net
Deferred investment tax credits, net
Changes in assets and liabilities:
Recer. wles, net
Materials ard supplies
Accounts and wages payable
Taxes accrued
Other
Net co.h provided by operating activities
Cash Flows From lavesting:
Construction expenditures
Allowance for funds used during construction
Nuclear fuel expenditures
Other
Net cosh used in investing octivities
Cosh Flows From Financing:
Dividends on common stock
Redemptions -
Nuclear fuel lease
Short-term debt
Long-term d¢ 't
z’ Preferred stock
: Issuances -

| Nuclear fuel lease
| Short-term debt
Long-term debt
Net cosh used in financing activities

Net change in cosh and cash equivalents
Cosh ond cosh equivalents ot beginning of year
Cash anp Casw EQuivatents ar EnN: of Year

Cash paid during the periods

Interest (net of amount capitalized)
Income tages

SUPPLEMENTAL DISCLOSURE 73 NONCASH TRANSACTION

Cash Flows
1998 1997 1996
$380,497 $386.536 $371,684
338 488 340,079 333,505
36,855 37,126 37,792
(12,027) (12,706) (14,360)
(24.849) (24,499) 12.665
(11,428) (18,967) (9.531)
(6,658) 11,476 (25,468)
(18,209) 16,523 2,376
3,794 (3,626) 7,302
3,540 45,321 6,259
107,241 (68,820) 60,160
803,244 708,443 _ 7182444
(324,905) (380,593) (435,904)
12,027 12,706 14,360
(20,432) (35,432) (51.176)
10,494 16,122 17,784)
(322816) (387,197) (480.504)
(348.527) (331,282) (326,855)
(67.720) (28,292) (34.819)
(27,738) (18,300)
(273,449) (123,4449) (35.000)
- (63,924) (26)
16,439 40,337 43 884
2 17,198 9847
255,000 187,000 65,194
(445,990) (302,407) (296,075)
34,438 18.839 5,865
42425 23,586 17,721
$ 76863 $ 42,425 $ 23,586
$175,168 $162,439 $167.433
$291,291 $242,222 $248,096

An extraordinary charge 1o earnings was recorded in the fourth quarter of 1997 for the write-off of generation-related regulatory assets and labils
ties of the < umpany's limots retasl electric business as a result of electric industry restructuring legislation enacted i linots in December 1997
The o rize « Jf reduced earnings $52 million, net of income taxes. See Note 2 - Regulatory Matiers under Notes 1o Consolidated Financial Statements

Jor Batber information

See Notes 1o Consolidated Fimancial Statements
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Service Customer Choice and Rate Relief Law of 1997 (the Law)
providing for electric utility restructuring in Hlinois.  This legisla-
tion intraduces competition into the supply of clectic energy in
[linots.

Under the Law, retail direct access, which allows customers to
choose their electric generation supplier, will be phased in over
several years. Access for commercial and industrial customers wil'
occur over a period from October 1999 to December 2000, and
access for residential customers will occur after May 1, 2002

The Law includes a 5% residential electne rate decrease tor
the Company's Iinots electric customers, effective August 1, 1998,
This rate decrease reduced electric revenues approximately $6 mil-
lion in 1998 and is expected to decrease electric revenues $14 mil-
lion annually thereafter, based on estimated levels of sales and
assuming normal weather conditions. The Company may be sub-
ject to additional 5% residential electric rate decreases in each of
2000 and 2002, to the extent its rates exceed the midwest utility
average at that ime. The Company's rates are currently below the
midwest utility average.

As a result of the Law, AmerenUF and AmerenCIPS filed pro-
posals with the 1CC to eliminate the electric fuel adjostment clause
for Hlinois retail customers, thereby including a historical level of tuel
costs in base rates. The 1CC approved AmerenCIPS and AmerenUE's
filings in March and April 1998, respectively.

The Law contains a provision requiring one-half of excess
carnings from the llinois regulated jurisdiction for the years 1998
through 2004 to be refunded to Ameren's Illinois customers.
Excess earnings are defined as the excess of the two-year average
annual rate of return on common ¢ guity over the two-year average
of the average monthly yields of the 30-year US. Treasury bonds,
plus prescribed percentages rangiug from 5.5% to 6.5%. Filings
must be made with the IC ca or before March 31 of each year
2000 through 2005, At this time, the Company .s unable to deter-
mine the impact of this provision on its future financial condition,
results of operations or hiquidity.

Other provisions of the Law inc'ude (1) potential recovery of
a portion of strandable costs, which represent costs which = ould
not be recoverable in a restructured environment, through a transi-
tion charge collected from customers who choose another electric
supplier; (2) a mechanism to securitize certain future revenues; (3)
a requirement to file a delivery service tariff in March 1999 for cus-
tomers who choose alternative suppliers; and (4) a provision reliev-
ing the Company of the requirement to file electric rate cases or
alternative regulatory plans in Illinots following the consummation
of the Merger to reflect the effects of net merger savings.

The Company's accounting policies and financial statements
conform to GAAP applicable to rate-regulated enterprises and
reflect the effects of the ratemaking process in accordance with
SFAS 71, “Accounting for the Effects of Certain Types of
Regulation.” Such effects concern mainly the time at which van-
ous items enter into the determination of net iucome in order to
follow the principle of matching costs and revenues.  For exam-
ple, SFAS 71 allows the Company 1o record certain assets and lia-
bilities (regulatory assets and regulatory habilities) which are
expected to be recovered or settled in future rates and would not
be recorded under GAAP for non-regulated entities. In addition,
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reporting under SFAS 71 allows companies whose service obliga-
tions and prices are regulated to maintain assets on their balance
sheuts representing costs they reasonably expect to recover fron
customers, through inclusion of such costs in future rates. SFAS
101, “Accounting for the Discontinuance of Application of FASB
Statement No. 71," specifies how an enterprise that ceases to meet
the criteria for application of SFAS 71 for all or part of its opera-
tions should report that event in its financial statements. In gen-
eral, SFAS 101 requires that the enterprise report the discontinu-
ance of SFAS 71 by eliminating from its balance sheet all regulato-
ry assets and liabilities related to the portion of the business that
no longer meets the SFAS 71 criteria. The Emerging Issues Task
Force of the Financial Accounting Standards Board (EITF) has con-
cluded that application of SFAS 71 accounting should be discon-
tinued once sufficiently detailed deregulation legislation is issued
for a separable portion of a business for which a plan of deregu-
lation has been established. However. the EITF further concluded
that regulatory assets associated with the deregulated portion of
the business, which will b: recovered through tariffs charged to
customers of a regulated portion of the business, sYould be asso-
ciated with the regulated portion of the business from which future
cash recovery is expected (not the portion of the business from
which the costs originated), and can therefore continue to be car-
ried on the regulated entity's balanc< sheet to the extent such
assets are recovered. In addition, SFAS 121 establishes accounting
standards for the imp2iinent of long-lived assets

Due to the enactment of the Law, prices (or the retail supply
of electric generation are expected to transition from cost-based,
regulated rates to rates drtermined in large part by competitive
market forces in the state of Hlinots. As a result, the Company dis-
continued application of SFAS 71 for the Hllinois retail portion of its
generating business (i.e., the portion of the Company’s business
related to the supply of electric energy in Hlinois) in the fourth
quarter of 1997. The Company evaluated the impact of the Law
on the future recoerability of its regelatory assets and liabilities
related to the generation portion of its business and determined
that 1t was not probable that such assets and labilities would be
recovered through the cash flows from the regulated portion of its
business. Accordingly, the Company’s generation-related regulato-
ry assets and liabi'ities of its Hlinois retail electric business were
written off in the fourth quaner of 1997, resulting in an extraordi-
nary charge to earnings of $52 million, net of income taxes, or 38
cents per share. These regulatory assets and liabilities included
previously  incurred originally expected to be
collected/refunded in future revenues, such as fuel contract
restructuring costs, deferred charges related to a generating plant,
costs associated with an abandoned scrubber at a fossil plant, and
income tax-related regulatory assets and liabilities. In addition, the
Company has evaluated whether the recoverability of the costs
associawd with s remaining net generation-related assets has
been impaired as defined under SFAS 121, The Company has con-
cluded that impairment, as defined under SFAS 121, does nnt exist
and that no plan writedowns are necessary at this time. At
December 31, 1998, the Company's net investment in generation
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NOTE 3

Targeted Separation Plan

NOTE 4

Conmcentration of Risk

Regulotory Assets

Regulatory Lishility




Nuclear Fuel Lease
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Maturities of long-term debt through 2003 are as follows:

InMillons  Principal Amoint
199 $202
2000 35
2001 30
2002 108
2003 145

Amounts for years subsequent to 1999 do not include nuclear
fuel lease payments since the amounts of such payments are not
currently determinable.

NOTE 9

Income Taxes

Total income tax expense for 1998 resulted in an effective tax
rate of 40% on earnings before income taxes (38% in 1997 and 40%
in 1996)
Principal reasons such rates differ from the statutory federal rate:
1998 1997 1996

%% 3% 3%

Statutory federcl income tox rate:
Increases (Decreases) from:
Depreciation differences 1
State tax 4
Other 2
Effective income tox rate

Income tax expense components:
I e i o 1 1%
Taxes currently payoble
(principally f deral}:
Included in « perating expenses
Included in other income —
Miscellaneous, net . SRPR SEh ek

$303 $261 $255

Deferred taxes (principally federal):
Included in operating expenses -—
Depreciation differences (10)
Other an o 5
Included in other income —
Depreciation differences - - 1
Oher W T
@ w8
Deferred investment tax credit i
amortizotion:
Included in operating expenses (8) (9 (9

Total income tax expense $264  $244  $254

In accordance with SFAS 109, “Accounting for Income Taxes,”
a regulatory asset, representing the probable recovery from cus-
tomers of future income taxes. which is expected to occur when
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temporary differences reverse, was recorded along with a corre-
sponding deferred tax liability. Also, a regulatory liability, recog-
nizing the lower expected revenue resulting froim reduced ihcome
taxes associated with amortizing accumulated deferred investment
tax credits, was recorded. Investment tax credits have been
deferred and will continue to be credited to income over the lives
of the related property

The Company adjusts its deferred tax labilities for changes
enacted in tax laws or rates. Recoguizing that regulators will prob-
ably reduce future revenues for deferred tax liabilities initially
recorded at rates in excess of the current statutory rate, reductions
in the deferred tax liability were credited to the regulatory liability

Temporary differences gave rise to the following deferred tax
assets and deferred tax uabilities at December 31:

L R T 9e 199
Accumuloted Deferred Income Toxes:
Depreciation £1,036 $1,045
Regulatory 1ssets, net 433 409
“apitalized taxes and expenses 155 176
wwuerred benefit costs (48) (40)
Other 12 9
Total net accumuleted deferred
income tox lighilities $1588  $1,593

NOTE 10

Retirement Benefits

In 1998, the Company adopted SFAS 132, “Employers’
Disclosures about Pensions and Other Postretirement Benefits,”
which resulted in revisions to the 1997 and 1996 information pre-
viously reported.

The Company has defined-benefit retirenicit plans covering
substantially all of its employees. Benefits are based on the
employees' years of service and compensation. The Company’s
plans are funded in compliance with income tax regulations and
federal funding requirements

AmerenUE's plans cover qualified employees of AmerenUE as
well as certain employees of Ameren Services Company, another
wholly-owned subsidiary of Ameren.  Fo! owing is the pension
plan information related to AmerenUE's plans as of December 31

Pension costs for the years 1998, 1997 and 1996, were $28 mil-
lion, $24 million and $28 million, respectively, of which approxi-
mately 19%, 17% and 19%, respectively, was charged to construc-
tion accounts.
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Additional information about stock options outstanding at
December 31, 1998

Weighted Average
Exercise Price _ Onastanding Shaves  Ufe (Yoars)  Exercisable Shares
$35.50 800 6.6 400
35875 87,275 63 41,275
38,50 177,190 8.1 15,480
3925 663 850 93 46,200
398125 5,300 05 -
43.00 159,768 i 71,301

The fair values of stock options were estimated using &
binomial option-pricing model with the following assumptions:

Risk-free Expecied

Grant Date _ intevest Ratw _ Opéion Torm _ Expocted Volaty Dividend Vield
6/16/98 5.63% 10 years 17.68% 6.55%
4/28/98 6.01% 10 years 17.63% 6.55%
210/97 5.70% 10 years 13.17% 6.53%
2/7/96 5.87% 10 years 13.67% 6.32%

NOT. 12

Commitments and Contingencies

The Company is engaged in a capital program under which
expenditures averaging approximately $488 million, including
AFC, are anticipated during each of the next five years. This esti-
mate includes capital expenditures for the purchase of six new
combustion turbines (CTs), as well as expenditures which will be
incurred by the Company to meet new air quality standards for
ozone and particulate natter, as discussed later in this Note.

The Company has commitments for the purchase of coal
under long-term contracts. Coal contract commitments, including
transportation costs, for 1999 through 2003 are estimated to tctal
$1.6 billion. Total coal purchases, including transportation costs, for
1998, 1997 and 1996 were $567 million, $547 million and $589 mil-
lion, respectively. The Company also has existing contracts with
pipeline and natural gas suppliers to provide, trensport and store
natural gas for distribution and electric generation. Gas-related con-
tract cost commitments for 1999 through 2003 are estimated to total
$116 million. Total delivered natural gas costs were $119 million
for 1998 and $161 million for both 1997 and 1996. The Company's
nuclear fuel commitments for 1999 through 2003, including urani-
um concentrates, conversion, enrichment and fabrication, are
expected to total $107 million, and are expected to be financed
under the nuclear fuel lease. Nuclear fuel expenditures for 1998,
1997 and 1996, were $20 million, $35 million and $51 million,
respectively.  Additionally, the Company has long-term contracts
with other utilities to purchase electric capacity. These commit-
ments for 1999 through 2003 are estimated to total $203 million.
During 1998, 1997 and 1996, electric capacity purchases were $38
million, $36 million and $45 million, respectively.

During 1996, the Company restructured its contract with one
of its major coal suppliers. In 1997, the Company paid a $70 mil-
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lion restructuring payment to the supplier, which allowed it to pur-
chase at market prices low-sulfur, non-Illinois coal through the sup-
plier (in substitution for the high-sulfur lllinois coal the Company
was obligated to purchase under the original contract); and would
receive options for future purchases of low-sulfur, non-lllinois coal
from the supplier through 1999 at set negotiated prices

By swit~hing to low-sulfur coal, the Company was able to dis-
continue operating a generating station scrubber. The benefits of the
restructuring include lower cost coal, avoidance of significant capital
expenditures 1o renovate the scrubber, and elimination of scrubber
operating and maintenance costs (offset by scrubber retirement
expenses). The net benefits of restructuring are expected to exceed
$100 million through 2007, In December 1996, the ICC entered an
order approving the switch to non-lllinois coal, recovery of the
restructuring payment, plus associated carrying costs (Restructuring
Charges) through the retail uniform fuel adjustment clause (FAC) over
six years, and continued recoverv ‘n rates of the undepreciated scrub-
ber investment plus costs of removal.  Additionally, in May 1997 the
FERC approved recovery of the wholesale portion of the
Restructuring Charges through the wholesale FAC. As a result of the
ICC and FERC orders, the Company classified the $72 million of the
Restructuring Charges made to the coal supplier in February 1997 as
a regulatory asset and, through December 1997, recovered approxi-
mately $10 million of the Restructuring Charges through the retail
FAC and from wholesale customers.

A group of industrial customers filed with the Illinois Third
District Appellate Court (the Court) in February 1997 an appeal of
the December 1996 order of the ICC. In " ovember 1997, the Count
reversed the ICC's December 1996 order, finding that the
Restructuring Charges were not direct costs of fuel that may be
recovered through the retail FAC, but rather should be considered
as a part of a review of aggregate revenue requirements in a full
rate case. Restructuring Charges allocated to wholesale customers
(approximately $7 million) are not in question as a result of the
opinion of the Court. In December 1997, the Company requested
a rehearing by the Coun; that request was denied. However, the
Court did rule that all revenues collected under the retail FAC in
1997 would not have to be refunded to customers. The Company
filed an appeal with the Illinois Supreme Court. In December
1998, the Supreme Court issued its decision, reversing the Court's
opinion and affirming the 1CC’s order. The Supreme Court held
that the Restructuring Charges are recoverable through the retail
FAC. No further proceedings are anticipated

The recoverability of the Restructuring Charges under the
retail FAC in [llinois was also impacted by the Law. Among other
things, the Law provides utilities with the option to eliminate the
retail FAC and limits the ability of utilities to file a full rate case for
its uggregate revenue requirements. After evaluating the impact of
the Law on the future recoverabiiity of the Corpany's Restructuring
Charges through future rates, the Company wrote off the unamor-
tized balance of the [llinois retail portion of its Restructuring Charges
as of December 31, 1997 (834 million, net of income taxes). See
Note 2 - Regulatory Matters for further information
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Elecivic Opera..npg Statistics
Year Ended December 31 1995 1997 1996 1995 1994 1993
Electric Operating Kevenues ions
Residential $1,125 $1,064 $1,070 $1,073 $1,014 $1,037
Commercial 966 927 920 906 B4 861
Industrial 511 500 500 490 487 480
Wholesale 91 9! 91 87 84 81
Other Ml WRIRNISe TN 28 i 28

Native 2,716 2,606 2,609 2.59%0 2,491 2493
Interchange 240 224 280 230 243 254
EEl 152 207 198 201 276 251
Miscellaneous 29 47 22 20 20 18
Credit to customers She. VENEIG DR ) (33) - —
Total Electric Operating Revenves $3,094 $3004  $3,002 $3.008 $3030  $3016
Kilowatthour Sales suons
Resident:al 15,188 14,325 14,418 14,086 13,282 13,636
Commercial 15,555 14,990 14,872 14,404 14,043 13,642
Industrial 11,582 11,404 11,191 10,971 10,728 10,407
Wholesale 2,446 2,3.3 2,328 2,248 2,137 2.088
Other § . R 308 316 301 317

Native T 45074 43399 43,114 42,085 40,491 40,090
interchar ge 8.075 9,402 10,768 8,176 8,080 10,326
FEI 8296 11220 10554  108% 14,594 12,521
Tote! Kilowutthour Sales 51,445 63981 64,436 61,111 63,165 62,957
Electric Costomers ind of vear
Residential ! 289,545 1,282,042 1,275,534 1,267,976 1,258,757 1,248,723
Commercial 181,678 180,206 176,621 173,810 171072 168,566
Industrial 5,926 6,554 6,660 6,782 6,750 7.137
Wholesale 18 21 20 21 21 21
Miscellaneous e " A . e .. 2,434 2,406 2,407
Total Electric Customers 1,479,363 ) 471,204 1,461,233 1,451,023 1,439,006 1,426,854
Residential Customer Date Averape
Kilowatthours used 11,986 11,215 11,354 11,152 10,606 10,946
annual electric bill $873 28 $833 .34 $842 82 $849 62 $800 27 $832.46
Revenue per kilowatthour yam - 10 7.30¢ 7.62¢ 7.63¢ 761¢
Gross Instantaneeus Peok Demond megavan:
AmerenUE 8,429 8,055 8,085 7,965 7,430 7,540
AmerenCIPS 2,63 1923 1,892 1,940 1,854 1848
Capability ot Time of Peok,

Includiag Net Purchoses ond Seles wegawun
Ame;cnUE 9,027 8,950 9,120 8,714 8,469 8,597
AmerenCIPS 2417 2491 2519 2,489 2510 2,439
Cenerating Copability ot Time of Peck mepanan
AmerenUE 8,252 8,279 | 244 8,184 8,057 7,963
AmerenCIPS 3,040 3,033 3033 3018 3.018 2.901
Ceal Bornad 7om 22959000 21392000 20062006 17715000 16885000 14,879,000
Price per Ton of Conl Averupe 82129 82354 $25.25 $26 80 §28.02 $33 36
Souvrce of Energy Supply romen
Coal 83.5% 83 8% 79.6% 76.3% 76.2% 70.7%
Nuclear 17.7 194 19.2 183 230 195
Hydro 38 37 28 36 49 4.6
Pu.chased, net (5.0 (5.8) (1.6) 18 (3.1 5.2

100.0% 106. > 100.0% 100.0% 100.0% 100.0%
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Year Ended December 3] 1998 1997 1996 1995 19594 1993
Notural Ses Operating Revenves wiion
Residenrial $135 $150 $161 $137 $138 $153
Commer<ial 50 55 61 51 53 58
Industrial 19 22 21 18 24 22
Off system salus 3 13 - —_ - -
Miscellaneous 10 4 10 " (1 19 12
Total Natural Gos Operating Revenves sadd $250 254 $217 $225 $245
=

o,  MMBte Sales suion:

g Residential 21 &3 27 24 23 26
Commercial X 9 11 v 10 10
industrial 6 6 5 5 6 6
Off system sales =3 A7 e : - : - - —

Total MMBty Sales 36 43 43 39 39 42
Natural Gos Costomers fndo rewr
Residential 265,405 263,588 260,989 257 848 254,328 251,171
Commercial 30,245 30,147 29911 29,446 29,037 28 676
industrial € 42 402 278 351 307
Totel Notural Gus Customers 296,057 294,147 291,302 287,672 283,716 280,154
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Common Stock end Dividend Information

Amerer's common stock is listed on the New York Stock
Fxchange (ticker symbol: AEE). AFF began trading on January 2,
1998, following the merger of Union Electric Company (UEP) and
CIPSCO Incorporated (CIP) on December 21, 1997,

Common stockholders of record tataled 126,000 for Ameven ut
December 31, 1998 The follovving includes the f.ice ranges and
dividends paid per common share for AEE during 1998 and URP
xdelPdwingls‘W:

AEE 1998

Quarter Ended MY Gl D el
March 31 Ay, B, 4, 6
June 30 4. 37% 3 6%,
September 30 & B v, 637,

L. “cember 31 Y, 3%, 42 63/,
{UEP 1997

Quarter Ended High Low Cinse Dividensds Feid
Masch 31 S0 LY, 3 63v¢
June 30 % W 37 637,
September 30 87 w, W, 63,
December 31 A, AP 63Y,

CIF 1997

Quarr Bnded Hgh  low Clase  Dioidmnds Patd
March 31 $37 8347 354, 52¢
June 30 0% W, o, 53
September 30 38, 36 38y, 53
December 31 45 36, 44y, 53
Annual Mesting

The anmual meeting of Ameren stockholders will convene at
9 a.m., Tuesdzy, April 27, 1999, at Powell Symphony Hall, 718
North Grand Boulevard, St Lowis, Missouri. The annual meeting
of Union Electric Company and Centeal Hlinois Public Service
Company stockholders will convene at 9 a.m., Thursday, April 22,
1999, at Ameren's General Office Buflding, One Ameren Plaza,
1901 Chouteau Avenue, St. Louis, Misso .

DRPlus
Through DRPbw ~- Ameren’s div, dend reinvestment and
stock purchase plan ~- stockhoiders. customers and employees
of Ameren and its subsidiaries can:
¢ make cash investn.onts by check or automatic direct debit 1o
their bank accounts 1o purchase Ameren common stock,
totalling up to $120,000 annually,

o reinvest their dividends in Ameren cov .mon stock —
or receive Ameren dividends in casn.

* place Ameren common stock centificates in safekeening and
receive regular account statements,

If you have not yet exchanged your Unio~ P~ "¢ Company
or CIPSCG Incorporated common stock certificaies for Ameren
stock certificates, piease ontact the Investor Services
Department.

This is not an offer to sell, or a solicitation of an offer to
buy, any securities.

Direct Deposit of Dividends

All regisiered Ameren common and Union Electric Company
and Cemtral Tilinow Public Service Company preferred stockholders
can have their cash dividends automatically credited to their
bank accounts. This service gives stockholders immediate access
to their dividend on the dwvidend payment date and eliminates
the possibility of lost or stolen dividend checks,

Ameren's Web Site

To obuain AEE's daily stock price, recent financial statistics
and other inforration about the company, visit Ameren’s home
page on the internet. Ameren’s web site address is:
httpe//wwsy ameren.com

Iivestor Services
The company’s Investor Services representatives are available
10 help you each business day frona 7:30 a.m. to 4:30 pm.
(central time). Please write or call:
Ameren Services Company
Investor Services Department
P.O. Box 66887
St Louis, MO 63166-688°
St Louis area 554-3502
Toll-free 1-800-255-2237

Office

One Ameren Plaza
1901 Chouteau Avenue
St. Louis, MO 63103
314-621-3222

Ameren Common and Union Electric Company and Central
Titinois Public Service Company Preferved Stock Transfer Agent,
Regisirar and Paying Agent

Ameren: b vices Company
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