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Chamrmans Letter

erit ratings from the Nuclear

<wulatory Commission. In fact, the Callaway

plant had some of the '.I";".’uw' scores awarded
tor any plant e duated in 199 three Supe
ror ratngs and one }'tuu{ mark. Callaway
remains one of the nations satest ;'f‘l’ilr

® Our AmerenUE pewer plants continued
to use substantial quanutices of lower cost, low
sulfur Wastern coal, which greatly reduces sul
fur dioxide emissions. AmerenCIPS power
;'!.mu b gan preparations tor testing the use of
Western coal and H‘-.Hl:‘\(ti controls to
IMProve operational cthciencies

® Nerwork meter reading units automat

ed clectric meter that are read reraotely dlt
now 1n 550,000 homes .Un‘ !Hi-zlu S5CS 1IN "H
St. Lous area. In 199 we became the opera
tor of the largest network meter u,«.‘h!.:, system

in the world, With thy

vide greater information on customer usage

nerwork, we can pro

respond to outages more quickly and ofter a
range of new customer services In 1997, we
also installed 1,300 automated natural gas

meters. For both natural gas and electric ser

vice, we are working with the vendor involved

bt Dane '
Noii that e D 411!///‘/«'/:// QU WCTECN, W d1X ,v/(‘x_ji:H/I't/l

,/m using an l/|l’/’ TR el Cost sdl'tugs .l)/// /ul// iy Ul/u;

PN ST reclsdctioiR

in this project to proneer the introduction of
.uwfu'l.\«i\d meters in YH‘.IF dreas

® |'he vear also marked ll’ll formation ot
Our encrgy services ind markcung company
Ameren Energy. This new athiliate will sell
cnergy }i--!"‘ «j'\\ilq iy and natura ga
and a range of ene rgy services to ’.ll.\,'i(L\%
customers tnh new markets. We named ar
experienced protessional with expertise 1
Cne Y}’\ m,alk((:ng and risk managemeoent
Shannon B. Burchert as the new prwnh't'
of Ameren | nergy

& In December 1997, the Missour: Publi
Service Commission approved an increase i
our Missourt natural gas rates, which annualiy
will add $11.5 million to revenues, beginning
in the first quarter of 1998

® Chff Greenwalt pre sident 2nd CEQ of

CIPSCO), retired at the end of 1997, atter a
d4-year carcer at l}n company he remains
involved with Ameren as a member of the

y board of directors., Chtt

newly named Amere
has \,1;“.'(x‘| his remarkable career with the tor-
mation of Ameren Corporation, and we salute

hir ftor his steadtast determination to lead his

company through this process with digniry

i

Flectric Industry H("’llk’\&f‘ll“ﬂ,’ ’
}h !;i«ll\\l‘
IIA ;i‘i\!wr% recently enacted siation }_'x,l*
customers the right to choose their electricin v
;"-v' iders 1.1'\{". commercidl and fn\,’.t'ff!.l‘l\‘t~
tomers get p:mulm choice by 1999 with all
business and residential customers able 1
choose providers by 2002. In addition, the law
includes a Provisior that allow ieities to
recover a portion of its ‘~!"xruh.{.«v\!~‘Hl\iynp
our l:l»l!\‘i‘- residential clectric customers a d
rate decrease, begin ust 1, 1998
Further rate decreases may be required in 2000
.H‘\f .‘“"_‘ it our li“"ﬁ‘l"tl‘\\!\' rates do not
remain below the Midwest average. | he new
law also removes the regulatory requirement
that we file electric rate cases in
[Hlinoss 1 condition of merger
approval that had been in place
In addition, the new law pre
ides th pporeunity i n
nate the rg | tu idiustmen
clau and to rol O Dhasc rate historica
L\\‘ M oTu CXpei 1S well as the opportunity
O securinze certain | re revenue
Flectric Industry Restracturing
l \ '
In September 1997, we filed with tl ‘
Missour: Pub St { ] I Pro
osed structure tor impiementing a 1 O)
megawatt “1;-"' progra hat lesigned
ofter provider choice to a sele number of
AmerenUL electric customer he proposed
;'.Ii" proje 1 '\\\’l.;-t giIve 1 ¢ pet
and intormaton needed to manage the trans i
ron 'Y'.;‘L! { AT I wWAdi1ton i
") i ;'-:t'-‘l SCH comn S10N task torec
and a state legasiative commitig began study {
ng approaches tor creating compeuton it '
\




Missouri. One of our senior officers i1s a mem
Fer of the task force; other executives serve as
advisers | 'he i(‘y.l\i.m\( committiee may be
drafting a proposal in 1998, after the task force
completes its study. We will continue to be
very acrive 1n '\h.l“”l!,’, ”N'\( ’”(';N'\dl* 50 [’l.l(
Missourt will have an orderly transition to a

comp titve cra

Environmental Issues

On the environmental tront, the federal
yn\unm(h! ’m\ ,vtupn»(\i Of lh.l!l\i.ll('d \t'\(l(lf
stringent, Te hnically H.mnf luim(!'m rargets
for emission of various gases — even though
air quality has improved markedly since the
passage of the Clean Air Act
and 1ts amendments. Science
has not shown that any of these
new standards will wgr:lfh.mti\
improve public health, and
imposing them could be devas
tating to the nation’s economy
and very costly to your company and its cus
tomers. We are working aggressively to oppose
such standards and to propose alternatives

In Summany

Clearly, challenging times lie ahead for
Ameren and the utihity industry. Early in 1998
W lunnuf 4 News HI\.N u.mfluh!!l;z INnvestors
rhat 1998 earnings would likely be lower than
1997 earnings, excluding the extraordinary
charge mentioned earlier. We cited several fac
tors that are u:l\r:l?’nlruly Lo our projections
including lower revenues, due to 1998 rare
\ii\ reascs in \1!\\!)(1!‘ .t!lni Hllflnn \\\k .l‘\n
;'nll\l('\] (O anti ‘.;‘.Hu’ ‘!'H\:ful u;ut.l!;“ll\ «Alui
raintenance expenses, including those for
u!m!mg Callaway in the spring of 1998 and
tor information system-related projects. In
addition, start-up costs associated with Ameren
|5

Energy will reduce 1998 earnings modestly

Earnings pressure may continue beyond

1998 as the company and the entire electric

utihiey indusery address the impact of a number
of issues, including potentally lower revenues
and higher operating expenses associated with
industry restructuring, as weil as potentially

higher capital expenditures and operating

expenses related to new air quality standards

\X'hll( l Inuyln/( l’;.l! (}n\ IS Not ;'H\uumy
ing news, this information does reflect the
uncertaimntcs Ameren dll(i n(hu cnergy \HIHPJ
nies tace 1&'! me assure you !h,u( lfn ‘\Hlun'n
management team will be redoubling its efforts
to address and overcome the pressures on
tuture carnings Now lhal w¢ }).l\( \l»mplx'luf
Oour ln&!gt,l W¢e are .lgyl('\\l\t‘l\ hu\l\ll);i on
accelerating merger cost savings and realizing
other CXpense reductions. We will continue to
tocus on dx'\('l‘r['u:; Our core energy business
for additional growth opportunities. Also, with
the formation of Ameren Energy, we expect to

maximize lha \(x;m ol our \H.tl(‘gu p,('m-l.umy

We continge to /u .Hull/////t// fo .///l‘//u ///‘(/ "/!./,: /m///u Iu!/[u

and will be 4,//‘////// g on u/l/uu//llllllt s o /J,f/)/{' I/‘I//l value to

VOR 0I5 SOOI (1 /III\\//)/‘

assets and to increase earnings, both through
national marketing of electricity and natural
gas and through the sale of a range of energy
and risk management services. ¥e¢ continue to
fn u)!llh\'!(x‘d to L'!':h.m\m\u \“mrt‘hu]‘i('! \JIU(
and will be capitalizing on opportunities to
pring that value to vou as soon as ;-:\\\:hll
Finally, our gratitude goes to our employees
and direcrors for their dedication and hard
work in creating a new energy company. W
appreciate vour support over the past year

especially in this demanding period

Charles W, Muelier
Chairman, President and Chief Executive Othcer
Februarv 10, 1998
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. Zinc production began at the Sauget, )L, site of
Big River Zinc Corporation in 1929 Now a wholly
. owned subsidiary of Korea Zinc Company, Lid.,
Big River produces about 92 000 tons of zinc each
year, in addition 1o manufacturing Sutturic acid and
~ cadmwum oxide at its modern plant across the
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Responisibility for Financial Statements

The management of Ameren Corporation 5 responsible for the information and
representations contained in the consolidated financial statements and in other sections
of this Annual Report. The consolida:ad financial statements have been prepared in
conformity with generally accepted accounting priviples. Other information included in
this report is consistent, where applicable, with the consolidated financial statements.

The Company maintains a sys'em of internal accounting controls desigir=d 1o
provide reasonable assurance as to the imegrity of the financial records and the
protection of assets Qualified personnel 2re selected and an organization structure
s mamntained that provides for appropnate functional responsibility

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

The Board of Directors, through its Auditing Committee comprised of outside direc-
tors, is tesponsibie for ensuring that both management and the independent accour-
tants fulfill theur respective responsbilities telative to the financial statements.
Mareover, the independent accountants have full and free access to meet with the
Auditing Committee, with or without manace ient present, to discuss auditing or
financial reporting matters,

Report of Independent Accountants

February 5, 1998 “ Price Waterhouse LLP

SO0 Manker Street
St Lowns, MO 63101
Telephone 114-206 8500

To the Stockholuers and Board of Directors of Ameren Corporation

In our opinion, based upon our audits and the reports of other aucitors, the accom-
panying consolidated bal nce sheet and the reiated consolidated statements of
income, of cash flows anc retained earnings appearing on pages 24-28 of t':s report
present fairly, in all material respects, the financial position of Ameren Corperation and
its subsidiaries at December 31, 1997 and 1996, and the results of their operations
and their cash flows for each of ihe three years in the pe 1o ended December 31,
1997, in conformity with generally accepted accounting principies These financial
statements are the responsibility of the Company’s managemment; our responsibility s
to express an opinion on these financial statements based on our audits. We did not
audit the financial statements of Central llinois Public Service Comparny and £IPSCO
Investment Company, wholly-owned subsidiaries, which combined statements reflect
total assets of $1,889,451,000 ard $1,913,691,000 at December 31, 1997 and 1996,
respectively, and total revenues of $863,441,000, $891,631,000 and $837,216,0C0
for the three years in the period ended December 31, 1997, respectively. Those state
ments were audited by other auditors whose reports thereon have been furnished to
us, and our opinion expressed herein, insofar as it relates to the amounts included for
Ceritral lllinois Public Service Company and CIPSCO Investment Company, 15 based
solely on the reports of the other auditors. We conducted our audits of these state-
ments in accordance with generally accepted auditing standards which require that we
plan and perform the audit to obtain reasonable assurance about whether the finan-
cial statements are f e of material misstatement. An audit includes exarmining. on a
tast basts, evidence supporting the amounts and disclosures in the financiat state-
mients, assessing the accaunting principles used and significant estimates made by
management, and evaluating the overall financial staiement presentation. We bel.ve
that our audlits and the reports 01 ~*Yer auditors provide a reasonable basis for the
opinion € :presied above

s s Colalliben TP
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OVERVIEW

RESULTS OF
OPERATIONS

Management’s Discussion And Analysis

Ameren Corporation (Ameren) is a newly created holding company which 15 registered under the
Public Utility Holding Company Act of 1935 (PUHCA). In December 1997, Union Electric Compa:y
(AmerenUE) and CIPSCO Incorporated (CIPSCO) combined to formn Ameren, with AmerenUE and
CIPSCO's subsidianies, Central lllinois Public Service Compary (AmerenCIPS) and CIPSCO Investment
Company (CIC) becoming wholly-owned subsidianes of Ameren (the Merger). In addition, Ameren,
as a result of the Merger, has a 60% ownership interest in Electric Energy, Inc. (EED, which s consoli-
daten for financial reporting purposes

The Merger was accounted for as a puoiing of interests, therefore the consolidated financial state-
ments are presented as if the Merger were consummated as of the beginning of 1he earbiest period
presented. However, the consolidated financial statements are not necessarily indicative of the resulss
of operations, financial position or cash flows that would have occurred had the Mesjcr been con-
summated for the periods for which it is given ef’ -zt, nor is it necessarily indicative of the future
results of operations, financial position or cash fiows.

References to the Comgany are to Ameren on a consolidated basis, however, in certain circum-
stances, the suy-iciaries are separately referreu to in order to distinguish between their different
business activities

Earnings. Earnings for 1997, 1996 and 1995, were $335 million ($2 44 per share), $372 million $2.71
per “hare) and $373 million ($2 72 per share), respectively. Earnings and earnings per share fluctuated
due to many conditions, primarily. weather variations, electric rate reductions, competitive marke* forces,
credits 10 electric customers, sales growth, fluctuating operating costs, including Callaway Pant nuclear
refueling outages, merger-related expenses, changes In interest expense, changes N INncome and property
tayos and an extraordinary charge

The Company recorded an extraorcinary charge to easmings in the fourth quarter of 1997 for the
write-cff of generation-related regulatory assets and liabilities i the Company’s lllinois retail slectric
business as a result of electric industry restructuring legislation enacted in llinois in December 1997
The write-off reduced earnings $52 million, net of income taxes, or 38 cents per share (See Note 2 -
Regulatory Matters under Notes to Consolidated Financial Statements for further information.)

Electric Operations, The impacts of the more significant items affecting electric revenues and c.erat-
inq vxuenses during the past three years are analyzed and discussed below

Variations from Prior Year

Electric Revenues Miions of Dollars) 1997 1996 1995
Rate vanaticns $ - $(20) $(14)
Credit to customers 28 (15) (33)
Effect of abnorma’ weather 3 (28) 63
Growth and other 5 67 51
interchange sales (43) 51 (13)
EEl 9 (2) _.{76)
§ 2 § 53 $(22)

Electric revenues for 1997 were fiat compared to 1996, reflecting & decrease in the Missour! electnc cus-
tomer crecits recorded n 1997 versus 1996 (see Note 2 - Requlatory Matters under Notes to Consolidated
Financial Statemenits for further information), partly offset by a 1% decrease in kilowatthour sales. The kilo-
watthour sales decrease was due 10 @ 13% decrease m interchange sales due to market conditions and dif-
ferences in the classification of cartan interchange ana putchased power transactions resulting from the
Federal Energy Regulatory Commussion (FERC) Order 888 and a 1% decline in residential sales. These
decreasss were partly offset by increases in commercial and industrial sales of 1% and 2%, respectively,
attributable to economic growth. In addition, sales at EEl were up 6% oy 1996,

The increase in 1996 electric revenues was prmiarily due to a 5% increase in kilowatthour sales over the
priot year, partly oftset by the 1.8% rate decrease for Missouri electric tustomers ang the net increase in
Missour electric custemer credits recorded in 1996 versu. 1995. (See Note 2 - Regulatory Matters urider
Notes to Consolvlated Financial Statements tor further rformation.) The kilowatthour sales increase reflected
economic growth in the service area and increased nterchange sabs opportunities, partially offset by milder
weather during the panod. Residential and industrial sales each rose 2% owver 1995, while commercial sales
grew 3% and interchange sales increased 32%

The decrease in 1995 electric revenues was primanly the result of decreased sales to the Department
of Energy by EEI, a one-time $3C milion credit to Missour: electric customers ar ! rate decrease in
Missouri. (See Note 2 - Regulatory Matters under tiotes to Consolidated Financial Statements for further



information ) This decrease was partially offset by increased retail kilowatthour sales, mairly due to the
unusually hut weather in the third guarter of 1995, compared to 1994, and sales growth reflecting the
v mpany's healthy service area economy. Weather-sensitive residential and commercial sales increased

w% and 3%, respectively, over 1994, and industral sal 5 grev. 2%.

_VManaiicns from Prior Year

;w; and Purciiused Power mionsofDolas V991 1996 1995

Tt
Variation 1n generation $25 $43 $010)
Price (24) (14 2
Generation efficienciec and other (5 2 3
Purchased power varia'ion (50) g 9
EES : i WA _.142)
$(44) $56 $(3%)

The decrease in 1997 fuel and purchased power costs was pi'marily due to reduced puchased
power costs, resuiting from ralatively flat native load sales, lower interchange sales and lower fuel
prices, offset Yy greater generation The increase 396 fuel and purchased power costs was driven
mainiy by tigher kilowatthor sales, pertially offeet by lower fuel prces due to the use of lower cost
coal The decrease in 1995 tuel anr purchased power costs reflected decreased sales wy EEI, partly off-
set by greater retail kilowatthour sales during the hot 1995 summer and the need for replacement
power during Callaway Plant’s spring nucles~ refueling outage

Gas Operations. Gas rc/enues in 1997 decreased $4 million primarly due to a 12% decrease in retail
dekatherm sales. Weather-sencitive residential and commercial sales dechined 15% and 18%, respectively
These decreases were partly offset by a8 20% increase in industriz! sales and an increase in off-system
sales of gas to others. The increase in 1996 gas revenues of $37 million was primariy the result of higher
gas prices and increased sales due tu colder weather. Residential and commercial dekatherm sales
mceased 13% and 17%, respectively, in 1996 versus 1995. Gas revenues decreased $a rillion in 1995
primarily as a result of lower prices and lower industrial dekatherir. sales

Gas costs for 1957 rernained flat as compared to those of 1996. The 325 million increase in 1996
gas costs was primarily the s,k of o combination of increased demand due to colder weather and an
mcrease in the price paid fo: gas ) 1996 versus 1995 The decrease in 1995 gas costs of $20 million
was predominantly due to lower gas prices in 1947 compared to 1994

Other Operating Expenses. Other operating expense vanations in 1995 thre gh 1997 reflected
recurring factors such as growth, inflation, labor and benefit increases. In 1997, other operations
expenses increased $41 milinn primarily due o increases in information system-related <osts, labor
and injiries and damages expenses. In 1996, othar operations expenses increased $z million primari-
ly due to inceases in employee benefits, injuries and damages and information system-related costs,
offset by decreases resulting from several nonrecurring costs incurred in 1995 Other operations
expenses increased $7 million in 1995, mainly due to increases in labor and material and suppiies
erpenses, as well a. the occurrence of several nonrecurring costs, including costs related to a volun-
tary separation program and write-offs of system development costs. These increases were partly off-
set by decreases in employee benefits, injuries and damages and insurance expenses

Maintenance expenses for 1997 increased $8 million primarily resultina from increased scheduled fos-
sil plant maintenar e, partly offset by decreased expenses at Callaway Plat due to the absence of a
refue: 3 outage in 1997 In 1996, maintenance expenses decreased $5 million primarily due 10 lower
schedulei! power plant maintenance, partly offet by increased labor expenses at Callaway Plant. In
1995, mainte: 4ice expenses increased $26 millicn mainly due to scheduled power piant maintenance
expenses, partially offset by reduced distribution systern maintenance expenses. Callaway rlant's main-
tenance expenses ncreased $17 rillion primarily due to the sprirg 1995 refueling outage. Maintenance
expenses at other power plans increast primarily due to scheduicd maintenance oitages

Napraciation and amortization exnense \ncreased $7 million in 1997, $12 million in 1996 and $11
million it 1995, due to increased depreciable property

Taxes. income tax expense from operations decra-sed $19 mition in 1997 principally due to lower

pretax income anr! a lowe: effective tax rate. Incure tax exoense from operations decreased $8 million
in 1996 principally due 10 lower pretax income. Income tax expense from operations decrzased $2 mil-
fion in 1995 primarily due to lower pretar income, partially offset by a hugher effective income tax rate
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LIQUIDITY AND
CAPITAL
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Other Income and Deductions. Miscellaneous, net increased $11 million for 1997, compared to 1996,
primarily due to the capitalization of merger-related expenses. (See Note 2 - Regulatary Matters under
Notes to Consolidated Financial Statements for further information ) Misceflaneous, net inc.eased $2 mil-
fion for 1996 primarily due to reduced merger-related expenses. Miscellaneous, net decreased $11 mil-
lion for 1995 primarily due to increased merger-related expenses.

inerest. Interest expense increased $5 million in 1997 primarily due 1o higher debt outstanding during
the year at higher interest rates. Interest expense increased $2 million for 1996 primarly due to a greater
amount of short-terrn debt outstanding, offset by lower rates on variable-rate long-term debt. In 1995,
interest expense declined $5 million as decreases in other interest expense were partly offset by higher
interest rates on variable long-term Jebt

Balance Sheet. The $26 million decrease in other current liabilities was primarily due to a .ower accrued
customer credit. (See Note 2 - Regulatory Matters under Notes to Consolidated Financial Staternents for
further information.) The $50 millon increase i other deferred credits and liabilities was attributable to
increases in the accrued pension liabiity and the nuciear decommissioning trust fund.

Cash provided by operating activities totaled $687 million for 1997, compared to $786 million and $792
million in 1996 and 1995, respectively _

Cash flows used in investing activities totaled $387 million, $481 million and $468 million, for the
year, ended December 31, 1997, 1996 and 1995, respectively. Expenditures in 1997 for constructing
new or 1o Improve existing facilities, purchasing rail cars and complying with the Clean Air Act were
$381 million. In addition, the Company spent $35 million to acquire nuclear fuel

Construction <xpenditures are expected 10 be about $315 million in 1998. For the five-year period
1998-2002, construction expenditures are estimated at $1.7 billion. This estimate cloes not include any
construction expenditures which may be incurred by the Compariy to meet new air quality standards
for ozone and particulate matter, as discussed below

The Company's need for additional base load electric generating capacity 1s not anticipated until
after the year 2013 Under Title IV of the Clean Air Act Amendmer:'s of 1990, the Company is required
to significantly reduce total annual sulfur dioxide emissions by the year 2000. Significant reductions in
nitrogen oxide are also required. By switching to low-sulfur coal and early banking of emissions credits,
the Cornpany anticipates that 1t can comply with the requirements of the law without significant rev-
eniie increases Lecause the related capital costs are largely offset by lower fuel costs. As of year-end
1997, estimated remaming capital costs expected to be incurred pertaining to Clean Air Act-related
projects totaled $107 million,

In July 1997, the United States Environmental Protection Agency (EPA) issued final regulations revis-
ing the National Ambient Air Quality Standards for ozone and particulate matter. Although specific
emission control requirements are still being developed, it 1s believed that the revised standards will
require significant additional reductions in nitrogen oxide and sulfur dioxide emissions from coal-fired
boilers In October 1997, the EPA announced that Missouri and llinois are included in the area targeted
for nitrogen oxide emissions reductions as part of the EPA's regional control program. Reduction
requiremerts in nitrogen oxide emissions from the Company's coal-fired boilers could exceed 80% from
1990 levels by the year 2002 Reduction requirements in suffur dioxide erussions may be up to 50%
beyond that already required by Phase Il acid rain control provisions of the 1990 Clean Air Act
Amendments and could be required by 2007. Because of the magnitude of these additional reductions,
the Company could be required to incur significantly higher capital costs to meet future complhance
obligations tor its coal-fired boilers or purchase power from other sources, either of which could have
significantly higher operations and maintenance expenditures associated with comphiance. At this time,
the Company is unable to determine the imy act of the revised air quality standards on its future finan-
clal condition, results of operations or liquidity

In December 1997, the United States and numerous other countries agreed te certain environmental
provisions (the Kyoto Protocol), which would require decreases in greenhouse gases in an effort to
address the "global warming” issue. The Company is unable to predict what requirements, if any, will
be adopted in this country. However, implementation of the Kyoto Protocol in its present form would
likely result in significantly higher capital costs and operations and maintenance expenditures by the
Company. At this time, the Company is unable to determine the impact of these proposals on its future
financial condition, results of operations or liquidity.

See Note 11 - Caliaway Nuciear Plant under Notes to Consolidated Financial Statements for a dis-
cussion of Callaway Plant decommissioning costs

Cash flows used in financing activities were $302 million for 1997, compared to $296 million and
$325 million for 1996 and 1995, respectively. The Company’s principai financing activities during 1997
incluced the issuance of $187 million of long-term debt, offset by the redemption of §123 million of
long-term debt and $64 million of preferred stock and the payment of dividends

The Company plans 10 continue utilizing short-term debt to support normal operations and other tem-




RATE MATTERS

CONTINGENCIES

DIVIDENDS

ELECTRIC
INDUSTRY
RESTRUCTURING

porary requirernents. The Company’s utility operating subsidianes are authorized by the FERC to have up
1o an aggregate $750 million of short-term unsecured debt instruments outstanding at any one time
Short-term borrowings consist of bank loans (maturities generally on an overnight basis) and commercial
paper (maturities generally within 10 to 45 days). At December 31, 1997, the Company had committed
bank lines of credit aggregating $259 miliion (of which $244 million were unused and $179 million were
available at such date) which make availabie interim financing at various rates of interest based on LIBOR,
the bank certificate of deposit rate or other options. The lines of credit are renewable annually at vanous
dates throughout the year At year-end, the Company had $86 million of short-term borrowings.

AmerenUE also has bank credit agreements due 1999 which permit the borrowing of up to $300
million and $200 million on a long-term basis. At December 31, 1997, $35 million of such borrowings
were outstanding.

Additionally, AmerenUE has a lease agreement which provides for the financing of nuclear fuel. At
December 31, 1997, the maximum arnunt that could be financed under the agreement was $120 mil-
lion. Cash provided from financing fo: 1997 included issuances under the lease for nuclear fuel of $40
million, offset in part by $28 million of redemptions. At December 31, 1997, $117 million was financed
under the lease (See Note 3 ~ Nuclear Fuel Lease under Notes to Consolidated Financial Statements for
further information.)

See Note 2 - Regulatory Matters under Notes to Consolidated Financial Statements for a discussion of rate
matters.

See Note 10 - Commitments and Contingencies under Notes to Consolidated Financial Statements for
material issues existing at December 31, 1997

Cormmon stock dividends paid in 1997 resulted in a payout rate of 99% of the Company's earnings to
common stockholders (86% of earnings before extraordinary charge). Dividends paid to common stock-
holders in relation to net cash provided by operating activities for the same period were 48%.

The Board of Directors does not set specific targets or payout parameters for dividend payments;
however, the Board considers various issues including the Company's historic earnings and cash flow;
projected earnings, cash flow and potential cash flow requirements, dividend payout rates at other utili-
ties, return on investments with similar risk characteristics; and overall business considerations. On
February 13, 1998, the Ameren Board of Directors declared a quarterly common stock dividend of 63.5
cents per share, payable March 31, 1998

Changes enacted and being considered at the federal and state levels continue to change the structure
of the electric industry and utility regulation, as well as encourage increased competition. At the federal
level, the Enerqy Policy Act of 1992 reduced various restrictions on the operation and ownership of inde-
pendent power producers and gave the FERC the authority to cder electric utilities to provide transmis-
sion access to third parties

In April 1996, the FERC issued Order 888 and Order 889, which are intended to promote compe-
tition in the wholesale electric market. The FERC requires transmissiori-owning public utilities, such as
AmerenUE and AmerenCIPS, to 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 sin-
gle tariff be used by the utility in providing transmission service. Order 888 also provides for the
recovery of stranded costs, under certain conditions, related to the wholesale business.

Order 889 estabiisned the standards of conduct and information requirements that transmission
owners must adhere to in doing business under the open access rule. Under Order 889, utilities must
obtain transmission service for their own use in the same manner their customers will obtain service,
thus mitigating market power through control of transmission facilities. In addition, under Order 889,
utilities must separate their merchant function (buying and selling wholesale power) from their trans-
mission and reliability functions.

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

In addition, certain states are considering proposals or have adopted legislation that will promote
competition at the retail level. In December 1997, the Governor of lllinois signed the Electric Service
Customer Choice and Rate Relief Law of 194 (the Act) providing for electric utility restructuring in
lhinois. This legislation introcuces competition into the supply of electric energy in Illinois. (See Note 2-
Regulatory Matters under Notes 1o Consolidated Financial Statements for further information )

After evaluating the impact of this legisiation, the Company determined that it was necessary to
write-off the generation-related regulatory assets and liabilities of its llinois retail electric business
This extracrdinary 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 and that no plant write-downs are necessary at this time. The provisions of the Act could
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also result in lower revenues, reduced profit margins and increased costs of capital. At this time, the
Company is unabie 1o determine any further impact of the Act on its future financial condition,
results of operations or liquidity. (See Note 2 - Regulatory Matters under Notes to C onsolidated
Finanoal Statements for further information.)

in Missouri, where approxmately 72% of the Company's retail electric revenues are derived, a task
force appointed by the Missouri Public Service Commission (MoPSC) is investigating electric industry
restructuring and competition and is expected 1o issue a report to the MoPSC in 1998. A joint legisla-
tive committee is also conducting hearings on these issues. Up to this point, retail wheeling has not
been allowed in Missouri, however, the joint agreement approved by the MoPSC in February 1997 as
part of its merger authorization includes a provision that required AmerenUE to file a proposal for a
10%-megawatt experiniental retail wheeling piiot program in Missouri AmerenUE filed its proposal
with the MoPSC in September 1997 This proposal is subject to review and approval by the MoPSC.

The Company is unable to predict the timing or ultimate outcome of electric industry restructuring in
the state of Missouri, as well as its impact on the Company's future financial condition, results of opera-
tions or liquidity. The potential negative consequences of electric industry restructuring could be signifi-
cant and include the impairment and write-down of certain assets, including generation-related plant
and net regulatory assets, lower revenues, reduced profit margins and increased costs of capital. (See
Note 2 - Regulatory Matters under Notes to Consolidated Financial Statements for further information )

The Year 2000 issue relates to computer systems and applications that currently use two-digit date
fields to designate a year. As the century date change occurs, date-sensitive systems will recognize the
year 2000 as 1900, or not at all. This inability to recognize or properly treat the year 2000 may cause
systems to process critical financial and operational information incorrectly.

The Company is utilizing both internal and external resources to identify, correct or reprogram and
test information systems for Year 2000 compliance. The Company estimates that its costs for
addressing the Year 2000 issue will range from $10 million to $15 million. Tnese costs will be

expensed as incurred

Significant changes are taking place in the electric utility industry The Company's management and
Board of Directors recognize that competition will likely continue to increase in the future, especially
in the energy supply portior: of the business. New air quality standards are being considerad which
could significantly increase capital costs, purchased power expenses and other operations and main-
tenance expenditures. In addition, expenditures for information systems are increasing (including
those costs associated with the Year 2000 issue) These issues will result in numerous challenges and
uncertainties for Ameren and the utility industry, including the potential for increased earnings pres-
sure on Ameren and other electric utilities. Due to the factors cited above, as well as expected future
rate decreases in the Company’s lllinois and Missouri jurisdictions (see Note 2 - Regulatory Matters
under Notes to Consolidated Financial Statements for further information) and other operating con-
ditions (such as the refueling of Callaway Nuclear Plant), management believes that 1998 earnings
will likely be lower than 1997 earnings, excluding the extraordinary charge for the write-off of the
generation-related regulatory assets and liabilities associated with the Company’s lllinois retail electric
business In addition, the factors cited previously may also contribute to earnings pressure beyond
1998. At this time, management cannot predict the ultimate timing or impact of these matters on its
tuture financial condition, results of operations or liquidity.

Ameren management and its Board of Directors are taking actions to address these challenges.
Efforts are underway to accelerate merger cost savings and other expense reductiors. The Company
is also analyzing the potential benefits associated with the lllinois electric industry restructuring legis-
lation, including the elimination of the fuel adjustment clause and the securitization of certain future
revenues. In addition, the Company will continue to focus on developing its core energy business for
additional growth opportunities, as evidenced by the recent formation of a power marketing and
energy services affiliate, Ameren Energy, Inc. Through these initiatives and other strategies, the
Company intends to address these challenges, maximize the value of its strategic generating assets
and enhance shareholder value

In June 1997, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards (SFAS) No. 130, “Reporting Comprehensive Income” and SFAS No. 131, "Disclosures

about Segments of an Enterprise and Related Information.” SFAS 130 establishes standards for report-
ing and displaying comprehensive income SFAS 131 establishes standards for reporting information
about operating segrments in annual financial statements and interim reports to shareholdars. SFAS
130 and SFAS 131 are effective for fiscal years beginning after December 15, 1997. SFAS 130 and
SFAS 131 are not expected to have a material effect on the Company’s financial position or resuits of
operations upon adoption




EFFECTS OF
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The Company's rates for retail electric and gas service are regulated by the MoPSC and the lllinois
Commerce Commission. Non-retail electric rates are regulated by the FERC

The current replacement cost of the Company’s utility plant substantially exceeds its recorded histori-
cal cost. Under existing regulatory practice, unly the fistorical cost of plant i recoverable from cus-
tormars. As a result, cash flows designed 1o provide recovery of historical costs through depreciation
ma, not be adequate to replace plant in future years However, existing regulatory practice may be
modified for the Company's generation portion of its business (see Note 2 - Regulatory Matters under
Notes to Corisolidated Financial Statements for further information). In addition, the impact on com-
mon stockholders s mitigated 10 the extent depreciable property is financed with debt tha is repaid
with dollars of less purchasing power

In llinois, changes in the cost of fuel for electric generation and gas costs are generally reflected in
billings to customers through fuel and purchased gas adjustment clauses. However, existing regulatory
practice may be modified in the lllinors retail jurisdiction for chaniges in the cost of fuel for electric gen-
eration (see Note 2 - Regulatory Matters under Notes to Consolidated Financial Statements for further
information). 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. Changes in gas costs
in the Missour! retail junsdiction are generally reflected in billings to customers through a purchased gas
adjustment clause

Inflation continues 1o be a factor affecting operations, earnings, stockholders’ equity and financial
performance

Statements made in this annual report to stockholders which are not based on historical facts, are
forward-looking and, accordingly, involve risks and uncertainties that could cause actual results to differ
materially from those discussed Although such forward-looking statements have been made in good
faith and are based on reasonable assumptions, there 15 no assurance that the expected results will be
achieved These statements include (without limitation) statements as to future expectations, behefs,
plans, strategies, objectives, events, conditions and financial performance. 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 important 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 governmental actions, competition, future market prices for electricity, average rates for
electricity in the Midwest, business and economic condrtions, weather conditions, fuel prices and availability,
generation plant performance, monetary and fiscal policies, and legal and administrative proceedings



Consolidated Balance Sheet

Assets
(Tmm of Doliars)
Decerow 31, .
Property and Plant, at original cost:
Electric
Gas
Other

Less accumulated depreciation and amortization

Construction work in progress
Nuclear fuel in process
Other ,
Total property and plant, net
Investments and Other Assets:
Investrments
Nuclear decommissioning trust fund
Other |
Total investments and other assets
Current Assets:
Cash and cash equivalents
Accounts receivable - trade (less allowance for doubtful
accounts of $4,845 and $5,795, respectively)
Jnbilled revenue
Other accounts and notes receivable
Materials and supplies, at average cost -
Fossil fuel
Other
Other
Total current assets
Regulatory Assets:
Deferred income taxes
Other
Total regulatory assets

TotalL Assers

i S

$11,522,720
447,458
36,023
12,006,211

5,285,434

6,720,777

134,804
131,504
6,987,085

97,188
122,438
64,915
284,541

9,696

266,306
102,864
49,765

93,431
134,152
55,002
711,216

639,792
204,913

844,705

$8,827,547

$11,252,095
428,531
__35,965
11,716,591
5,024,046
6,692,545

96,147
162414
6,951,106

113,310
96,601
64655
274,566

11,899

268,839
106,316
55,256

106,153
137,953

42,759
729,175

734,206
243,514
977,720

$8,932,567

See Noter to Consobdated Financial Statements



Consolidated Balance Sheet

Capital and Liabilities
nhouwnsd Dolars)
December n,

Capitalization:

Common stock, $ 01 par value, authorized 400,000,000 shares -

outstanding 137,215,462 shares
Other paid-in capital, principally premium on common stock
quned €arninNgs (see accompanying statement)

Total common stockholders’ equity
Preferred stock not subject to mandatory redemption (Note 4)
Preferred stock subject to mandatory redemption (Note 4)
Long-term debt (Note 6)

Total capitalization

Minority Interest in Consolidated Subsidiary

Current Liabilities:
Current maturity of long-term debt
Short-term debt
Accounts and wages payable
Accumulated deferred income taxes
Taxes accrued
Other

Total current liabilities

Construction, Commitments and Contingencies (Notes 10 and 11)
Accumulated Deferred Income Taxes

Accumulated Deferred Investment Tax Credits

Regulatory Liability

Other Deferred Credits and Liabilities

Torar CApPriaL AND LIABILITIES

.

$ 1,372
1,582,938

_JA658

3,018,968
235,197

2,506,068
5,760,233

3,534

52,241
86,266
293,391
35,809
110,566
168,727
747,000

1,556,981
190,260
224,225
345,314

$8,827,547

1996

$ 1,372
1,583,728
1,431,295
3,016,395

298,497
624

2335454

5,650,970

3,534

146,410
69,068
297,017
43,933
65,245
194,239
815,912

1,653,095
209,227
304,172
295,657

$8,932,567

See Notes 10 Consolidated Financial Statements

e
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(Thousanas of Dollars, Except Shares and per Share Amounts)

Consolidated Statement Of Income

Yo envied Decermber 31 1997 1996 1995
Operating Revenues:
Electnc $3,064,177 $3,061,85  $3,008,481
Gas 249,815 254,412 217,420
Other 12,551 12,153 - 9,976
Total operating revenues 3,326,543 3328421 3235877
Operating Expenses:
Operations
fuel and purchased power 836,445 880,204 823,951
Gas 160,679 160,776 125,305
Other 585,214 543,998 542,386
1,582,338 1,584,978 1,491,642
Maintenance 310,241 302,203 307,546
Depreciation and amaortization 346,000 339,276 327,201
Income taxes 234179 253,005 260,940
Other taxes 271,11 273,034 270,670
Total operating expenses 2,744,869 2,752,496 2,657,999
Operating Income 582,074 575,925 577,878
Other Income and (Deductions):
Allowance for equity funds used during construction 5,244 6,870 7,716
Miscellaneous, riet (10,344) (21,229) (22,9795)
Total other income and (deductions) (5,100) (14,359) (15,259)
Income Before Interest Charges and Preferred Dividends 576,974 561,566 562,619
interest Charges and Preferred Dividends:
Interest 185,368 180,402 178,826
Allowance for borrowed funds used during construction (7,462) (7,490) 6,179)
Preferred dividends of subsidianes 12,532 16,970 17,100
Net interest charges and preferred dividends 190,438 189,882 189,747
income Before Extraordinary Charge 386,536 371,684 372,872
Extraordinary Charge, net of income taxes (Note 2) (51,820) - -
NET Icome $ 334716 § 371684 § 372872
Earnings per Common Share - Basic and Diluted
(based on average shares outstanding)
Income before extraordinary charge $2.82 $2.71 $2.72
Extraordinary charge (.28) - -
Net Income $2.44 $2 .71 $2.72
AvEraGE COMMON SHARES OUTSTANDING 137,215,462 137,215,462 137,215,462

See Notes 1o Consohdated Financiai Statements




Consolidated Statement Of Cash Flows

(Thousands a' Duollars)

o ences Decerrer 31 e ‘ GEgreenoeEER R Doumy
Cash Flows From Operating:
Inzonie before extravrdinary charge $386,536 $371,684 $372,872

Adjustments 1o reconcile net income to net cash provided by
operating activities

Depreciation and amortization 340,079 333,565 322,813
Amortization of nuclear fuel 37,126 37,792 35,140
Allowance for funds used during construction (12,706) (14,360) (13,895)
Postretirement benefit accrual — — 11,923
Deferred income taxes, net (24,499) 12,665 4,003
5 Deferred investment tax credits, net (18,967) (9,531) (9,542)
Changes in assets and liabilities
Recewables, net 11,476 (25,468) (21,229)
o Matenals and supplies 16,523 2,376 (174)
Accounts and wages payable (3,626) 7,302 105,042
Taxes accrued 45,321 6,259 (7,085)
Other (89,862) 63,816 - (8,212)
Net cash provided by operating activities i 687,401 786,100 791,656
Cash Flows From Investing:
Construction expenditures (380,593) (435,904) (429,839)
Allowance for funds used during construction 12,706 14,360 13,895
Nuclear fuel expenditures (35,432) (51,176) (42,444)
Other 16,122 (7,784) (10,047)
Net cash used in investing activities (387,197) (480,504) (468,435)
Cash Flows From Financing:
Dividends on common stock (331,282) (326,855) (319,875)
Environmental bond funds - — 4,443
Redemptions -
Nuclear fuel lease (28,292) (34,819) (70,420)
Short-term debt - (18,300) (6,100)
Long-term debt (123,444) (35,000) (54,000)
Preferred stock (63,924) (26) (26)
Issuances -
Nuclear fuel lease 40,337 43,884 49,134
Short-term debt 17,998 9,847 52,536
. Long-term debt 187,000 65,194 19,766
Net cash used in financing activities {302,407) (296,075) (324,542)

. Net change in cash and cash equivalents (2,203) 9,521 (1,321)
Cash and cash equivalents at beginning of year 11,899 2,378 3,699
Casi anp Casn EQuivaLinTs AT END OF YEAR $ 9696 _ 31189 _§ 2378

Cash paid during the periods
Interest (net of amount capitalized) $162,459 $167,433 $173,569
Income taxes $242,222 $248,096 $274,820

SUPPLEMENTAL DISCLOSURE OF NONCASH TRANSACTION

An extraordinary charge to earnings was recorded in the fourth quarter of 1997 for the write-off of generation-related regulatory assets and liatnlities of the Company's
Minois retail electric business as a result of electric industry restructuring legislation enacted in ilinois 1n December 1997 The write-off reduced earnings $52 million, net
of income taxes. (See Note 2 - Regulatory Matters for further information )

See Notes 1o Consohdated Financial Statements
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Consolidated Statement Of Retained Earnings

(Thousands of Dollars) g R LR S R R il
Yeor ended December 31, O S
Balance at Beginning of Period $1,431,295 $1,385629 $1,331,567
Add
Net income 334,716 371,684 372,872
Other RaPl. e A
33476 372521 373937
*Deduct:
Common stock cash dividends 331,282 326,855 319,875
Other : s 7771 it RELY T L
331,353 326855 319,875
Bawance AT CLOsE OF PERIOD $1,434658 $1431295 $1,385629
Selected Quarterly Information
(Unaucited) 3
(Thousands of Dollars, Except per Share Amounts) St Y { R
Quarter Ended Operating Operating  Net Income Earnings (Loss)
Revenues income (Loss) per Common
AR
March 31, 1997 (a) $ 759,663 $ 95461 § 44977 $ 33
March 31, 1996 (a) 777,333 106,393 L TG .
June 30, 1997 (b) 791,821 132,492 79,686 58
June 30, 1996 (b) 785,297 123,668 72,616 53
September 30, 1997 1,043,137 269,093 215,423 1.57
September 30, 1996 1,018,214 267,812 217,073 1.58
December 31, 1997 () 731,922 85,028 (5.370) (.04)
December 31, 1996 (¢) 747,577 78,052 24,049 18

(@) The fiest quarter of 1997 and 1996 inciuded credits to Missour: electric customers which reduced net income approximately $7 million, or 5 cents per share, and $8
miflion, or 6 cents per share, respectively In addition, a 1 8% rate decrease eff ctive August 1995 for Missour electric customers reduced net income for the first

guarter of 1996 $4 million, or 3 cents per share

(b} The second quarter of 1997 and 1996 included credits to Missouri electric customers whiuch reduced net income approximately $4 million. or 3 cents per share, and
$18 million, or 14 cents per share, respectively in addition, the 1995 rate decrease reduced net income for the second quarter of 1996 $5 million, or 4 cents per share

(c) The fourth gquarter of 1997 included a net reversal of merger-related expenses of $17 million, or 13 cents per share Tne tourth quarter of 1997 also included an
extraordinary charge of $52 million, net of income taxes, or 38 cents per share (see Note 2 - Regulatory Matters for further information)  Callaway Plant retueling
expenses. which decreased net income approxmately $18 million, or 13 cents per share, were included in the fourth quarter of 1996

Other changes in quarterly earnings are due to the effect of weather on sales and other factors that are charactenstic of public utility operations

See Notes to Consolidated Financial Staterments
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NOTE 1 -
Summary of
Significant
Accounting
Policies

Notes To Consolidated Financial Statements

Merger and Basis of Presentation. Effective December 31, 1997, following the receipt of all required
state and federal regulatory approvals, Union Electric Company (AmerenUE) and CIPSCO Incorporated
(CIPSCO) combined to form Ameren Corporation (Ameren) (the Merger). The accompanying consolidated
financial statements (the financial statements) reflect the accounting for the Merger as a pooling of
interests and are presented as if the companies were combined as of the earliest period presented.
However, the financial information is not necessarily indicative of the results of operations, financial
position or cash flows that would have occurred had the Merger been consummated for the periods for
which it is given effect, nor is it necessarily indicative of future results of operations, financial position or
cash flows. The outstanding preferred stock of AmerenUE and Central lllinois Public Service Company
(AmererCIPS), a subsidiary of CIPSCO, was not affected by the Merger.

The accompanying financial statements include the accounts of Ameren and its consolidated sub-
sidiaries (collectively the Company). All subsidiaries for which the Company owns directly or indirectly more
than 50% of the voting stock are included as consolidated subsidiaries. Ameren’s primary operating com-
panies, AmerenUE and AmerenCIPS, are engaged principally in the generation, transmission, distribution
and sale of electric energy and the purchase, distribution, transportation and sale of natural gas in the
states of Missouri and lllinois. The Company also has a non-regulated investing subsidiary, CIPSCO
Investment Company (CIC). Additionally, the Company has a 60% interest in Electric Energy, Inc. (EEI). EE
owns and operates an electric generating and transmission facihity in llinois that supplies electric power pri-
marily to a uranium enrichment plant located in Paducah, Kentucky.

All significant intercompany baiances and transactions have been eliminated from the consolidatea
financial statements

Operating revenues and net income for each of the years in the three year period ended December 31,
1997, were as follows (in millions):

Year ended December 31, 1997 ~ AmerenUE  CIPSCO  Other  Ameren
Operating revenues $2,287 $863 $177 $3,327
Extraordinary charge (27) (25) - (52)
Net income 293 42 — 335
Year ended December 31,1996:

Operating revenues $2,260 $891 $177 $3,328
Net income 292 80 — 372
YoarondedDecamber 31, 1998 000 00 SRR
Operating revenues $2,242 $837 $157 $3,236
Net income 301 72 - 373

Regulation. Ameren Is a registered holding company under th» Public Utility Holding Company Act

of 1935 (PUHCA) and is subject to regulation by the Securities and Exchange Commussion (SEC).
AmerenUE is also regulated by the Missouri Public Service Commission (MoP5C), iliinois Comrmerce
Commission (ICC) and the Federal Energy Regulatory Commission (FERC). AmerenCIFS is also regulated
by the ICC and the FERC. The accounting policies of the Company conform to generally accepted
accounting principles (GAAP). (See Note 2 - Regulatory Matters for further information )

Property and Plant. The cost of additions to and b ~*terments of units of property and plant is capital-
ized. Cost includes labor, material, applicable taxes anu overheads, plus an allowance for funds used
during construction. Maintenance expenditures and the renewal of items not considered units of prop-
erty are charged to income as incurred. When units of depreciable property are retired, the original cost
and removal cost, less salvage, are charged to accumulated depreciation.

Depreciation. Depreciation is provided over the estimated lives of the various classes of depreciable
property by applying composite rates on a straight-line basis. The provision for depreciation in 1937,
1996 and 1995 was approximately 3% of the average depreciable cost

Fuel and Gas Costs. In lllinois, changes in the cost of fuel for electric generation and gas costs are gen-
erally reflected in billings to customers through fuel and purchased gas adjustment clauses. However,
existing regulatory practice may be modified in the illinois retail junisdiction for changes in the cost of (uel
for electric generation (see Note 2- Requlatory Matters for further information). In the Missouri retail juris-
diction, the cost of fuel for electric generation is reflected in base rates with no provisicn for changes to
be made through a fuel adjustment clause. Changes in gas costs in the Missouri retail jurisdiction are gen-
erally reflected in billings to customers through a purchased gas adjustment clause

Nuclear Fuel. The cost of nuclear fuel is amortized 10 fuel expense on a unit-of-production basis. Spent
fuel disposal cost is charged to expense based on kilowatthours sold
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this time. At December 31, 1997, the Company’s net investment in generation facilities related to its
finois retail junsdiction approximated $836 million and was included in electnc plant in-service on the
Company's consolidated balance sheet

The provisions of the Act could also result in lower revenues, reduced profit margins and increased
costs of capital. At this time, the Company is unable to determine the impact of the Act on its future
financ:al condition, results of operations or liquidity.

In Missouri, where approximately 72% of the Company’s ‘etail electric revenues are dernved, a task
force appointed by the MoPSC s conducting studies of electric industry restructuring and competition
and 15 expected 1o issue a report 10 the MoPSC in 1998 A joint leaislative committee 15 also conducting
studies and is expected 1o report its findings and recommendations to the Missoun General Assembly.
Up to this point, retail wheeiing has not taen allowed in Missouri, however, the joint agreement
approved by the MoPSC in February 1997 as part of its merger authorization includes a provision that
required AmerenUE to file a proposal for a 100-megawatt experimental retail v /heeling pilot program in
Missouri. AmerenUE filed its proposal with the MoPSC in September 1997 This proposal is subject 10
review and approval by the MoPSC.

The Company is unable to predict the timing or ultiinate outcome of electric industry restructuring
in the state of Missouri, as well as its impact on the Company’s future financiai condition, results of
operations or liguidity. The potential negative conseguences of electric industry restructuring could be
significant and include the impairment and write-down of certain assets, including generation-related
plant and net regulatory assets, lower revenues, reduced profit margins and increased costs of capital.
At December 37, 1997, the Company’s net investment in generation facilities related to its Missouri
jurisdiction approximated $2.7 billion and was included in electric plant in-service on the Company’s
consolidated balance sheet. In addition, at December 31, 1997, the Company's Missouri net genera-
tion-related regulatory assets approx» nated $462 million

In accordance with SFAS 71, the Company has deferred certain costs pursuant to actions of its regu-
lators, and is currently recovering such costs in electric rates charged to customers

At December 31, the Company had recorded the following regulatory assets and regulatory hiability.

Regulatory Assets: ; ’ Y
Income taxes %640 $734
Callaway costs 99 m
Undepreciated plant costs o 41
Unamortized loss on reacquired debt 32 42
DOE decommissioning assessment 15 18
Deferred environmental reme Jiation costs 13 1"
Merger costs 28 ——
© AR e S S i e e . LRI 21
Reguiatory Assets $845 $978
Regulatory Liability: ' : ' o0 S
T R P TR e R e LA S $224  $304
Regulatory Liabiiity $224 $304

Income Taxes: See Note 7 - Income Taxes

Callaway Costs: Represents Callaway Nuclear Plant operations and maintenance expenses, property
taxes and carrying costs incurred between the plant in-service date and the date the plant was reflected
in rates. These costs are being amortized over the remaining life of the plant (through 2024)

Ufndepnclmad Plant Costs: Represents the unamortized cost of a generating plant's scrubber plus costs
of removal

Unamortized Loss on Reacquired Debt: Represents losses related to refunded debt. These amounts are
being amortized over the lives of the related new debt issues or the remaining lives of the old debt issues
if no new debt was issued.

Department of Eneigy (DOE) Decommissioning Assessment: Represents fees assessed by the
DOE to decommission its urarium enrichment tacility. These costs are heing amortized through 2007
as payments are made to the DOE.

Deferred Environmental Remediation Costs: Represents costs, net of recoveries from insurers,
relating to studies and resnediation at manufactured gas sites which are recovered through environ-
miental rate riders. (See Note 10 - Commitments and Contingencies for further information.)

Merger Costs. Represents the portion of merger-related expenses applicable to the Missouri retail
junisdiction. These costs are being amortized within '0 years, based on a MoPSC order

The Company co;mnualiy assesses the recoverability of its regulatory assets. Under current
accounting standards, regulatory assets are written off to earnings when it is no longer probable that




NOTE 3 - Nuclear
Fuel Lease

WNOTE 4 - Preferred
Stock of
Subsidiaries

such amounts will be recovered through future revenues. However as noted in the above paragrarhs,
electnc industry restructuring legislation may impact the recoverability of regulatory assets in the future

in Apnl 1996, the FERC 1ssued Order 888 and Order 849 related to the industry’s wholesale electric
business. In January 1998, the Company filed a combined open access tariff which conforms to the
FERC's orders

The Comparty has a lease agreement which provides for the financing of nuclear fuel. At

Decernber 31, 1997, the maximum amount that could be financec under the agreement was

$120 million. Pursuant to the terms of the lease, the Company has assigned to the lessor certain
contracts for purchase of nuclear fuel. The lessor obtains, through the issuance of commercial paper
or from direct Inans under a committed revolving credit agreement from commercial banks, the nec-
essary funds to purchase the fuel and make interest payments when due.

The Company is obligated to reimburse the lessor for all expenditures for nuclear fuel, interest
and related costs. Obligatiors under this lease become due as the nuclear fuel is consumed at the
Company’s Callaway Nuclear Plant. The Company reimbursed the lessor $31 million during 1997,
$37 milion during 1996 and $34 million during 1995.

The Company has capitalized the cost, including certaini interest costs, of the leased nuclear fuel
and has recorded the reiated lease nbligation. During each of the years 1997, 1996 and 1995, the
total interest charges under (he lease were $6 million (based on average interest rates of 5 8%,
5.7% and 6.1%, respectively) of which $3 million was capitalized in each respective year

At December 31, 1997 and 1996, AmerenUE and AmerenCIPS had 25 million shares and 4 6 million shares,
respectively, of authorized preferred stock

In 1997, ArnerenlJE recleemed $64 million of preferred stock (see note (b) in table below) AmerenUE
retired 260 shares, $6.30 Series preferred stock in 1996.

Outstanding pre_fgrred gock csrrredeemrabiev qt;he reqemp_tuqn pnces_»sho_wn belc'wr (QQ mgl»hon_s_): 3

December 31, 1997 1996
Preferred Stock Not Subject to Mandatory Redemption
Preferred stock outstanding (entitled to cumulative dividends)
Redemption Price (per share)
Without par value and stated value of $100 per share —
$7 64 Senes - 330,000 shares $103 82 - note (a) $ 33 $ 33
$7 44 Senes - 330,001 shares 101.00 - note (b) - 33
$6 40 Senies - 300,000 shares 101.50 - note (b) —_ 30
$5 50 Series A - 14,000 shares 110.00 1 1
$4 75 Series - 20,000 shares 102.176 2 2
$4.56 Series - 200,000 shares 102.47 20 20
$4 50 Series - 213,595 shares 110.00 - note (¢) 21 21
$4 30 Series - 40,000 shares 105.00 4 4
$4.00 Series - 150,000 shares 105.625 15 15
$3.70 Series - 40,000 shares 104.75 4 4
$3.50 Series - 130,000 shares 110.00 13 13
With par value of $100 per share —
4.00% Series - 150,000 shares 101.00 15 15
4.25% Senes - 50,000 shares 102.00 5 5
4 90% Series - 75,000 shares 102.00 8 8
4.92% Senes - 50,000 shares 103.50 5 5
5.16% Series - 50,000 shares 102 .00 5 5
1993 Auction - 300,000 shares 100.00 - note (d) 30 30
6.625% Series - 125,000 shares 100.00 - note (e) 12 12
Without par value and stated value of $25 per share —
$1.735 Series - 1,657,500 shares 2500 -note (f) ; sl i s
Total Preferred Stock Not Subject to Mandatory Redemption 8235 $298
Preferred Stock Subject to Mandatory Redemption
Preferred stock outstanding without par value (entitled to cumulative dividends)
Stated value of $100 per share —
$6.30 Series - 0 and 6,240 shares
__at respective dates __$10000-note (b) § - 3.
Total Preferred Stock Subject to Mandatory Redemption $ — 51

(@) Beginning February 15, 2003, eventually decliring to $100 per share

() AmerenUE redeemed this senies in 1997

{€) In the event of voluntary liquidation. $105 50

(d) Didend rates, and the penods dunng which such rates apply, vary depending on the Company's selection of certain defined dwidend penod
lengths, The average dividend rate duning 1997 was 3 98%

{e) Not redeemable prior to October 1, 1998

) Not redeemable prior to August 1, 1998



NOTE S -
Short-Term

NOTE 6 -
tong Term Debt
of Sutmidiaries

Short-term: borrowings of the Company consist of bank loans (maturities generally o an overmght
bassis) and cornmercial paper (maturities generally within 10-45 days) At December 31, 1997 and 1996,
$86 million and $69 millon, repectively, of short-term borrowings were outstanding  The weighted
average interest rates on borrowings outstanding at December 31, 1997 and 1996, were 6 5% and
€ A%, respectively

At December 31, 1997, the Company had committed bank lires of credit aggregating $259 million
(of which $244 mitiion were urused and $179 million were avallable) which make available interim
financing at vatious rates of witerest based on LIBOR, the bank cervficate of depost rate, or other
options Thece knes of credit are renewable annually at various dates throughout the year

Long-term debt autstanding at Decermoer 31, 1997 1996
(i svibhions)
First Mortgage Bonds - note (a)
6 /% Senes paid in 1997 $ -~ § 40
6 1% Senes X paid in 1997 - 43
6 1% Serves. due 1999 100 100
7 ‘W% Series W due 1999 50 50
B.33% Senes due 2002 75 7% .
& %% Senes Z due 2003 40 40
7 65% Senes due 2003 100 100
6 A% Senes due 2004 168 188
7 %% Seres due 2004 85 85 ol
7 1% Series X due 2007 50 50
6 1% Senes due 2008 148 148
7 61% 1997 Series due 2017 40 -
7 40% Senes due 2020 - note (b) 60 60
B 1% Senes due 2021 125 125
8% Senies due 2022 85 85
8 /% Senes due 2022 104 104
7 15% Senes due 2023 75 75
7% Senes due 2024 100 100
5 45% Senes due 2028 - note (b) a4 44
Other 6% - B 5% due 1999 through 2022 186 121
1,655 1,633
tnvironmental improvement/Polluticn Control Revenue Bonds
14984 Senies A due 2014 - nate (c) 80 80
1984 Seres B due 2014 - note () 80 80
1985 Senes A due 2015 - note ) 70 70
1985 Series B due 2015 - note (d) 57 57
1990 Seres B 7 60% die 2013 32 32
1991 Senes due 2020 - note (d) 43 43
1992 Senes due 20,2 - note (d) a7 47
1993 Senes A 6 4% due 2028 35 35
1993 Senes C-1 due 2026 - note (e) 35 35
Other 4 375% - 7 6% due 2014 through 2028 B8O 80
559 559
Subordinated Deferrable Interest Gebentures
7 69% Senes A due 2036 - note (f) 66 66 ;
Unsecured Loans
Commercial paper - note (g) 38 —
Credit agreements - note (h) 21 -
1991 Seruar Medium Term Notes 8 60% due through 2005 54 60
1994 Serior Medium Term Notes 6 61% due through 2005 62 70
172 130
Nuclear Fuel Lease 117 106
Unamortized Discount and Prermium on Debt (1) (13
Maturities Due Within One Year (52) (146)
Total Long Term Debt $2,506 $2,335

(@) At Devember 31, 1997 substantially all of the property and plant was mongaged under and subyect 1o liens of the respective ndentuies
Pursuant 1o which the bonds wase ssued

() Enwwonmental Improvement Seres

() On dune 1 of each year, the demst tate 5 established for the following year or alternatively ot the option of the Company. miay be Ted untl
bty A per anoum tate of 3 95% & efective for the year ended May 11 1998 Thereatter, the imterest rates will depend on market conds
tions and the selecton of an annual versus remaining lite rate by the Comipany The average iterest rate for the year 1997 wa 1 B3%

() Imevest rates, and the penods during which such rates apply vary depenting on the Campany’s siection of cectan defined rate modes
The average interest rates for the year 1067, for 1985 Seties A YGRS Senes B 1991 Senes and 1992 Setes bonds weme 3 61%, 3 B2%
A86%, and 3 B3%, respectively



NOTE 7 -
Income Taxes

() The interest rate for the year 1997 was 4 20% This interest rate will be agiusted 10 a then-current market rate on Auoust 15, 1998 Actual
interest rates, and the perods dunng which such rates apply, vary depending on the Company’s selection of certain defined rate modes

) Dunng the terms of the debentures, the Company may, under cenain arcumstances, defer the payment of interest for up to five years

(@) A bank crecdit agreement, due 1999, permits the Comipany to borrow of 10 support commercial paper borrowings up to $300 milion
Interest rates will vary depending on market conditions. At December 31, 1997, the outstanding commercial paper was at an average
annualicod rate of 5 93%

th) Bank crednt agreements, due 2002, permit the Company to borrow up to 342 milion Interest rates vary depending on market conditions
and the Company’s selection of vanous options under the agreements At December 21, 1997, the average annualized nteres rate was 6 15%

() A bank credit agreement, due 1999, permits the Company 10 borrow up to $200 million Interest rates will vary depending on market cond-
tons and the Company's selection of vanous options under the agreement. At December 31, 1997, no such bormrowings were outstanding

Maturities of long-term debt through 2002 are as foliows:

(in mulhors) I R i Pnncnpal_Amoum
1998 $ 52
1999 209
2000 49
2001 a4
2002 134

Amounts for years subsequent to 1998 do not include nuclear fuel iease payments since the amounts
of such payments are not currently determinable

Total income tax expense for 1997 resulted in an effective tax rate of 38% on earnings before
income taxes (40% in each of 1996 and 1995)
Principal reasons such rates differ from the statutory federalrate:
R N DR

Statutory federal income tax rate: 35% 35% 35%
Increases (Decreases) from:

Depreciation differences 1

State tax 4

Other ; : dlilids s
Effective income tax rate 40%

Income tax expense components:

(mmnﬂcom) - syt e P SOt
Taxes currently payab!é (piincipally federal):
Included in operating expenses

Included in other income — Miscellaneous, net

Deferred taxes (principally federal):
Included in operating expenses —-

Depreciation differences

Postretirement benefits

Other
Included in other income —

Depreciation differences -

Other UL ARSI | SRR

(8) 8

Deferred investment tax credits, amortization:
included in operating expenses . R R
Total income tax expense $244 $254 $261

In arcordance with SEAS 109, “Accounting for Income Taxes,” a regulatory asset, representing
the probable recovery from customers of future income taxes, which is expected to occur when
temporary differences reverse, was recorded along with a corresponding deferred tax liability. Also,
a regulatory liability, recagnizing the lower expected revenue resulting from reduced inccme taxes
associated with amortizing accumuiated 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 liabilities for changes enacted in tax laws or rates
Recognizing that regulators wiil probably 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.

" Ameron




NOTE 8 -
Retirement
Benefits

Temporary differences gave rise to the following deferred tax assets and deferred tax liabilities at

December 31
(in mifions) 1997 1996
Accumulated Deferred income Taxes:
Depreciation $1,045 $1,070
Regulatory assets, net 451 488
Capitalized taxes and expenses 176 210
Deferred benefit costs (46) (48)
Regulatory liabilities, net (42) (46)
Other 9 23
Total net accumulated deferred income tax liabilities $1,593 $1,697
The Company has defined-benefit retirement 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 tar regulations and federal funding requirements
Foliowing is the pension plan information related to AmerenUE's plans as of December 31
Pension costs for the years 1997, 1996 and 1995, were $24 million, $28 million and $26 million,
respectively, of which approximately 17%, 19% and 20%, respectively was charged to construction
accounts
Funded Status of Pension Plans:
(il ons) 1997 1 996 1 995
Actuarial present value of benefit obligation:
Vested benefit obligation $ 705 $661 $679
Accumulated benefit obligation $ 829 $752 $758
Projected benefit obligation for service rendered to date $ 999 $919 $913
Less: Plan assets at fair value* 1,006 924 847
(Excess) Deficiency of plan assets versus
projected benefit obligation (7) (5) 66
Unrecognized net gain 115 96 22
Unrecognized prior service cost (69) (76) (82)
Unrecognized net assets at transition 7 8 9
Accrued pension cost at December 31 $ 46 $ 23 $ 15
* Plan assets consist prinapally of common stocks and fixed income securities
Components of Net Pension Expense:
(n mithons) 1997 1 996 1 995
Service cost - benefits earned during the period s 22 $ 22 $ 19
Interest cost on projected benefit obligation 69 65 66
Actual return on plan assets (134) (107) (166)
Net amortization and deferral 67 48 107
Pension cost $ 24 $ 28 $ 26
Assumptions for Actuarial Present Value of Projected Benefit Obligations:
1997 1996 1995
Discount rate at measurement date 7.0% 75% 7.25%
Increase in future compensation 4.0% 45% 4.25%
Plan assets long-term rate of return 8.5% 8.5% 8.5%




AmerenCIPS uses a September 30 measurement date for its valuation of pension plan assets and habili-
ties. Following is the pension plan information related to AmerenCIPS' plan as of December 31:

Pension costs for the years 1997, 1996 and 1995, were $5 million, $4 million and $6 million, respectively,
of which approximately 15% in 1997 and 1996 and 18% in 1995 was charged to construction accounts.

Funded Status of Pension Plan:

(n mikons) £ 1997 1996 1995
Actuarial present value of benefit obligation:

Vested benefit obligation $164 $148 i

Accumulated benefit obligation $190 $in . e

Projected benefit obligation for service rendered to date $234 $211 $181

Less: Plan assets at fair value* 315 253 221
(Excess) of plan assets versus projected

benefit obligation (81) (42) (40)
Unrecognized net gain 76 40 33
Unrecognized prior service cost (11) (1) (5)
Unrecognized net assets at transition 2 3 4
Prepaid pension costs at September 30 (13) (10) (8)
Expense, net of funding October to December (2) (1) -
Prepaid pension cost at December 31 $ (15) $(11) $ 8
* Plan assets consist principally of common and preferred stocks, bonds, money market instruments and real estate
Components of Net Pension Expense: _ 7
(in millkons) . 1997 1 996 1 995
Service cost - benefits earned during the perod 57 $7 $7
Interest cost on projected benefit obligation 16 13 12
Actual return on plan assets (60) (30) (34)
Net amortization and deferral 42 J 21
Pension cost $5S $ 4 $ 6
Assumptions for Actuarial Present Value of Projected Benefit Obligations:

1997 1996 1995

Discount rate at measurement date 7.5% 7.5% 7.5%
Increase in future compensation 45% 45% 45%
Plan assets long-term rate of return 8.5% 8.5% 8.0%

In addition to providing pension benefits, the Company provides certain health care and life insur-
ance benefits for retired employees. Substantially all of the Company's employees may become eligi-
ble for those benefits if they reach retirement age while working for the Company. The Company
accrues the expected postretirement benefit costs during employees’ years of service
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The following is information related to AmerenUE's postretirement benefit plans as of December 31:

AmerenUE's funding policy is to annually contribute the net periodic cost 10 a Voluntary Employee
Beneficiary Association trust (VEBA). Postretirement benefit costs were $44 million for each of the
years 1997, 1996 and 1995, of which approximately 17% was charged to construction accounts in
1997 and 19% in each of 1996 and 1995 AmerenUE's transition obligation at December 31, 1997,

15 being amortized over the next 15 years

In August 1994, the MoPSC authorized the recovery of postretiremerit benefit costs in rates to
the extent that such costs are funded. In December 1995, the Company established two external
trust funds for retiree health care and life insurance benefits. For 1995, actual claims paid were
approximately $15 million. In 1997 and 1996, clairms were paid out of the plan trust funds.

Funded Status of the Plans:
{in milhors) ; iRt ] g L
Accumulated postretirement benefit obligation:

Active employees eligible for benefits

Retired employees

Other active employees

Total benefit obligation

Less Plan assets at fair market value*
Accumulated postretirement benefit obligation

in excess of plan assets
Un ecognized - transition obligation

- gain/lioss)

Postretirement benefit liability at December 31

1997

s a1
202
90
333
81

1996

* Pan assets consst prncpally of common stocks and fixed income securities

Components of Postretirement Benefit Cost:
(in mulhons) i
Service cost ~ benefits earned during the period
interest cost on projected benefit obligation
Actual return on plan assets
Amortization - transition obligation

- unrecognized gain
Deferred gain :
Net periodic cost

23

12

7
$44

1996

22 24
(4) it
12 12

3 -
$44 $44

Assumptions for the Obligation Measurements:

Discount rate at measurement date
Plan assets long-term rate of return
Medical cost trend rate - initial
- ultimate
Uttimate medical cost trend rate expected in year

1997
7%
8.5%
7%
5%
2000

1996 1995
7.5% 7.25%
85% 85%
8.25% 9.25%
525% 525%
2000 2000

A 1% increase in the medical cost trend rate is estimated 1o increase the net periodic cost and the
accumulated postretirerent benetit obligation approximately $3 million and $23 million, respectively




NOTE 9 -
Stock Option
Plans

The following is information related to AmerenCiPS’ postretirement benefit plans as of December 31:

AmerenCIPS’ funding policy s to fund the two VEBAs and the 401(h) account est.’lished within the
AmerenCIPS retirement income trust with the lessor of the net periodic cost or the amount deductible
for federal income tax purposes. AmerenCIPS uses a September 30 measurement date for its valuation
of postretirement assets and habilities

Postretirement benefit costs were $12 million for 1997, $16 million for 1996 and $17 million for
1995, of which approximately 17% was charged to construction accounts in 1997 and 15% in each
of 1996 and 1995. AmerenCIPS’ transition obligation at December 31, 1997, is being amortized over
the next 15 years

Funded Status of the Plans:

(i mithons) ' 1997 1996 1995
Accumulated postretirement benefit obligation: ’ € SOl
Active employees eligible for benefits $23 $ 20 $17
Retired employees 47 54 50
Other active employees 67 65 76
Total benefit obligation 137 139 143
Less: Plan assets at fair market value* 106 n 49
Accumulated postretirement benefit obligation
in excess of plan assets 31 68 94
Unrecognized - transition obligation (84) (89) (99)
- gain 64 38 P2
Accrued postretirement benefit cost at September 30 1 17 19
Expense, net of funding, October to December (7) (14) (15)
Postretirement benefit liability at December 31 $ 4 $ 3 $ 4

* Plan assets consist principally of common and preferred stocks, bonds, money market instruments and real estate

Components of Postretirement Benefit Cost:

(in mullions) 1997 : 1996 : 1995
Service cost - benefits earned during the period $ 4 $ 4 $ 4
Interest cost on projected benefit obligation 10 11 10
Actual return on plan assets (21) 9) (8)
Amortization of transition obligation 6 6 6
Deferred gains 13 4 5
Net periodic cost $12 $16 $17

Assumptions for the Obligation Measurements:

1997 1996 1995

Discount rate at measurement date 1.45% 7.5% 7.5%
Plan assets long-term rate of return B.5% B8.5% 8.0%
Medical co't trend rate - initial 8.5% 98% 10.6%
- yltimate 55% 459, 4.0%

Ultimate medical cost trend rate expected in year 2005 2005 2007

A 1% increase in the medical cost trend rate is estimated to increase the net periodic cost and the
accumulated postretirement benefit obligation as of September 30, 1997 approximately $3 million and
$22 million, respectively

AmerenUE has a long-term incentive plan (the Plan) for eligible employees. The Plan provides for the
grant of options, performance awards, restricted stock, dividend equivalents and stock appreciation
nghts. Under the terms of the Plan, options may be granted at a price not less than the fair market value
of the common shares at the date of grant. Granted options vest over a period of five years, beginning
at the date of grant, and provide for acceleration of exercisability of the options upon the occurrence of
certain events, including retirement. Outstanding options expire on varcus dates through 2007. Undet
the Plan, subject to adjustment as provided in the Plan, 2.5 million shares have been authorized to be
issued or delivered
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NOTE 10 -
Commitments
and Contingencies

Summaryof StockOptions: =~ =~~~ 000000

U NN S
Options outstanding at beginning of the year 307,390 142,500 -
Options granted during the year 195,880 165,590 142,500
Options exercised during the year — — -
Options expired/canceled duringtheyear 7200 700 = —
Options outstanding atend of theyear 496070 307390 142,300
Options exercsable atend of theyear 134785 39710 9800
Exercise price range of options oranted %38 50 $43 _$35.50-§35875

In accordance with APB 25, no compensation cost has been recognized for the Company's stock com-
pensation plans. In 1996, the Company adopted the disclosure-only method under SFAS 123,

“ Accounting for Stock-Based Compensation.” If the farr value based accounting method under this
statement had been used to account for stock-based compensation cost, tne effects on 1997, 1996 and
1995 net income and earnings per share would have been immatenial.

The Compary's calculation of basic and diluted earnings per share resulted in the same earnings per
share amounts for each of the years 1997, 1996 and 1995. The reconciling item in each of the years is
comprised of assumed stock option conversions which increased the numeny of shares outstanding in
the diluted earnings per share calculation by 7,318 shares, 12,879 shares and 3,892 shares in 1957,
1996 and 1995, respectively.

The Company is engaged in a construction program under which exper:ditures averaging approximately
$333 million, including AFC, are anticipated during each of the next five years. This estimate does not
include any construction expenditures which may be incurred by the Company to meet new air quality
standards for ozone and particulate matter, as discussed later in this Note.

The Zompany has commitments for the purchase of coal under long-term contracts. Coal contract
commitments, including transportatior costs, for 1998 through 2002 are estimated tc total $1.5 billion
Total coal purchases, including transportation costs, for 1997, 1996 and 1995 were $476 million, $514
million and $460 million, respectively. The Company also has existing contracts with pipeline and natur-
al gas suppliers t provide natural gas for distribution and electric generatior.. Gas-related contracted
cost commitments for 1998 through 2002 are estimated to total $212 million. Totul delivered natural
gas costs for 1997, 1996 and 1995 were $160 million, $161 million and $127 million, respectively. The
Company's nuclear fuel commitments for 1998 through 2002, including uranium concentrates, conver-
sion, ennchmenit and fabrication, are expected 1o total $116 million, and are expected to be financed
under the nuclear fuel lease Nuclea: fuel expenditures for 1997, 1936 and 1995 were $35 million, $51
million and $42 million, respectively. Additionally, the Company has long-term contracts with other utili-
ties to purchase electric capacity These commitments for 1998 through 2002 are estimated to total
$187 million. Dunng 1927, 1996 and 1995, electric capacity purchases were $34 million, $44 million
and $42 miliion, respectively.

During 1996, the Company restructured its contract with one of its major coal suppliers. in 1997, the
Company paid a $70 million restructuring payment to the supplier, which allows them to purchase at
market prices low-sulfur, non-lllinois coai through the supplier (in substitution for the high-sulfur lllinos
coal the Compary was obligated to purchase under the original contract); and would receive options for
future purchases o' low-sulfur, non-llinois coal from the supplier through 1999 at set negotiated prices

By switching to (ow-sulfur coal, the Company was a. & to discontinue operating a generating
station scrubber. The benefits of the restructuring inciuae lower cost coal, avoidance of significant
capital expenditures to renovate the scrubber and elimination of scrubber operations and rmainte-
nance costs (otfset by scrubber retirement expenses). The net benefits of restructuring are expected
to exceed $100 million over the next 10 years. in December 1996, the ICC entered an order approv-
ing the switch to non-lllinois coal, recovery of the restructuring payment plus associated carrying
costs (Restructuring Charges) through the retail FAC over six years, and continued recovery in rates of
the undepr, ated scrubber investment plus costs of removal. Additionally, in May 1997 the FERC
approved 2y of thy «holesale 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 approximately $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. On Noevember 24, 1997, the Court
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 O aggregate revenue 1 squirements in a full rate case. Restructuring Charges allocated to whole-
sale 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 Court, 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 has appealed to the lllinois Supreme Court the Court’s decision
that Restructuring Charges may not be recovered through the retail FAC.

The recoverability of the Restructuring Charges under the retarl FAC 11 iflinois was also impacted by
the Electric Service Cusiomer Choice and Rate Relief Law of 1997 (the act). Among other things, the
Act provides utilities wiih the ootion to eliminate the retail “AC and limits the ability of utilities to file a
full rate case for its aggregate revenue requirements. Afier evaluating the impact of the Act on the
future recoverability of the Company’s Restructuring Charges through fut: re rates, the Company con-
cluded that the unamortized balance of the Hllinoss retail portion of its Restructuring Charges as o
Decernber 31, 1997, should be written cff ($34 million, net of income taxes). See Note 2 - Regulatory
Matters for further information.

The Company’s insurance coverage for Callaway Muclear Piant at December 31, 1997,
was as follows:

Type and Source of Coverage
nolond e R O R ) ' © Maximum Maximum
it , " _Inciderus
Public Liability:

American Nuclear Insurers $ 200 $—

Pool Participation : ] i o 79(a)
e ok AR A AR A X $8920)  $79
Nuclear Worker Liability:

American Nuclear Insurers | g : ; $ 200() $ 3
Property Damage:

American Muclear Insurers § 500 $—

Nuclear Electric Insurance Ltd. : , 2,250 (d) S !

$2,750 il

Replacernent Power:
Nuclear Electric Insurance Ltd. § 473 (e $ 4

(@) Retrospective prermiure undcr the Price-Anderson liability provisions of the Atomic Energy Act of 1954, as amended, (Price-Anderson)
Subject 1o reteospective assessment with respect 10 loss from an incdent at any U S reactor, payahie at $10 mition per year

(b) Limit of liabilty for each incident under Price-Anderson

() Industry hmit for potential kabiity from workers daming exposare to the hazard of nudear radiation

() Includes premature decommssioning costs

() Weekly indemnity of $3 6 million, for 52 weeks which commences after the first 21 weeks of an outage, pius $2 8 million per week for
104 weeks thereafter

Price-Anderson limits the liability for claims from an incident involving any licensed U.S. nuclear
facility. The limit is based on the number of licensed reactors and is adjusted at least #very five years
based on the Consumer Price Index. Utilities owning a nuclear reactor cover this exposure through a
combination of private insurance and mandatory participation in a financial protection pool as estab-
lished by Price-Anderson.

if losses from a nuclear incident at Callaway Plant exceed the limis of, or are not subject to, insur-
ance, or it coverage 1s not available, the Company will self-insure the risk. Although the Company
has no reason to anticipate a serious nuclear incident, if one did occur it could have a material but
indeterminabile adverse effect on the Company’s financial position, results of operations or hquidity

Under the Title IV of the Clean Air Act Amendments of 1990, the Company is required to signifi-
cantly reduce total annual sulfur dioxide emissions by the year 2000 Significant reductions in nitro-
gen oxide are also required. By switching to low-sulfur coal and early banking of emission credts,
the Company anticipates that it can comply with the requirements of the law without significant rev-
enue increases because the related capital costs are largely cffset by lower fue! costs. As of yearend
1997, estimated remaining capital costs expetted to be incurred pertaining to Clean Air Act-related

Coverages Assessms ~*s

for Si iy
. |
projects totaled $107 million. |

%- al




In July 1997, the United States Environmental Protection Agency (EPA) issued final regulations rewis-
ing the National Ambient Air Quality Standards for ozone and particulate matter. Although specific
emission control requirements are still being developed, 1t is believed that the revised standards will
require significant additional reductions in nitrogen oxide and sulfur dioxide emissions from coal-fired
boilers In October 1997, the EPA announced that Missouri and lllinors are included in the area targeted
for nitrogen oxide emissions reductions as part of the EPA's regional control program. Reduction
requirements in nitrogen oxide emissions from the Company’s coal-fired boilers could exceed 80% from
1990 levels by the year 2002. Reduction requirements in sulfur dioxide emissions may be up to 50%
beyond that already required by Phase Il acid rain control provisions of the 1990 Clean Air Act
Amendments and could be required by 2007 Because of the magnitude of these additional reductions, |
the Company could be required to incur significantly higher capital costs to meet future compliance |
obhigations for its coal-fired boilers or purchase power from other sources, either of which could have
significantly higher operations and maintenance expenditures associated with compliance. At this time,
the Company 15 unable to determine the impact of the revised air quality standards on its future finan-
cial condition, results of operations or liquidity

in December 1997, the United States and numerous other countries agreed 10 certain environ-
mental provisions (the Kyoto Protocol), which would require decreases in greenhouse gases in an
effort to address the “global warming“ issue. The Company is unable to predict what requirements,
if any, will be adopted in this country However, implementation of the Kyoto Protocol in its present
form would likely result in significantly higher capital costs and operations and maintenance expendi-
tures by the Company. At this time, the Company is unable to determine the impact of these pro- B
posals on its future financial condition, results of operations or liquidity.

As of December 31, 1997, the Company's utility operating subsidiaries were designated as poten-
tially responsible parties (PRP) by federal and state environmerital protection agencies at five haz-
ardous wacte sites. Other hazardous waste sites have been identified for which the Company may be
responsible but has not been designated a PRP.

Costs relating to studies and remediation and associated legal and litigation expenses at the sites
located in lllinois are being accrued and deferred rather than expensed currently, pending recovery
through rates. Through December 31, 1997, the total of the costs deferred, net of recovenes from insur-
ers and through environmental adjustment clause rate nders approved by the ICC, was $13 million.

The ICC has instituted a reconciliation proceeding to review the Company’s environmental remed-
a'on activities in 1993, 1994 and 1995 ard to determine whether the revenues collected under the
nders in 1993 were consistent with the amount of remediation costs prudently and properly
incurred. Amounts found to have been incorrectly included under the riders would be subject to
refund. In mid-1997, the Company and the ICC Staff submitted a stipulation with regard to all mat-
ters at issue which concluded that the amounts collected under the environmental rate rc'~r were
appropriate in all material repects. A ruling from the ICC 1s still pending.

The Company continually reviews remediation costs that may be required for all of these sites.
Any unrecovered environmental costs are not expected to have a material adverse effect on the
Company’s financial position, results of operations or liquidity.

The International Union of Operating Erigineers Local 148 and the International Brotherhood of
Electrical Workers Local 702 filed unfair labor practice charges with the Nationa! Labor Relations
Board (NLRB) relating to the legality of the lockout by AmerenCIPS of both unions during 1993 The
NLRB has issued complaints against AmerenCIPS concerning its lockout. Both unions seek, among
other things, back pay and other benefits for the period of the lockout. The Company estimates the
amount of back pay and other benefits for both unions to be approximately $17 million. An adminis-
trative law judge of the NLRB has ruled that the lockout was unlawful. On July 23, 1996, the
Zompany appealed to the NLRB. The Company believes the lockout was both lawful and reasonable
and that the final resolution of the disputes will not have a material adverse effect on its financial
position, results of operations or liquidity é

Regulatory changes enacted and being considered at the federal and state levels continue to
change the structure of the utility industry and utility regulation, as well as encourage increased
competition. At this time, the Company is unable to predict the impact of these changes on its
future financial condition, results of operations or liquidity. (See Note 2 - Regulatory Matters for fur-
ther information.)

The Company is involved in other legal and administrative proceedings before various courts and
agencies with respect to maiters arising in the ordinary course of business, some of which involve
substartial amounts The Company believes that the final disposition of these proceedings will not
have a material adverse effect on its financial position, results of operations or liguidity



NOTE 11 -
Callaway Nuclear
Plant

NOTE 12 -
Fair Value of
Financial
Instruments

Under the Nuclear Waste Policy Act of 1982, the DOE is responsible for the permanent storage and
disposal of spent nuclear fuel. The DOE currently charges one mill per nuclear-generated kilowatthour
sold for future disposal of spent fuel. Electric rates charged to customers provide for recovery of such
costs. The DOE is not expected to have its permanent storage facility for spent fuel available until at least
2015. The Company has sufficient storage capacity at Callaway Plant site until 2004 and s pursuing a
viable storage alternative. This alternative will require Nuclear Regulatory Commission approval The
delayed availability of the DOE's disposal facility 1s not expected 1o adversely affect the continued opera-
tion of Callaway Plant.

Electric rates charged to customers provide for recovery of Callaway Plant decommissioning costs
over the life of the plant, based on an assumed 40-year life, ending with expiration of the plant’s
operating license in 2024 The Callaway site is assumed to be decommissioned using the DECON
(immediate dismantiement) method. Decommissioning costs, including decontamination, dismantling
and site restoration, are estimated to be $451 million in current year dollars and are expected to
escalate approximately 4% per year through the end of decommissioning activity in 2033.
Decommissioning costs are charged to depreciation expense over Callaway's service life and amount-
ed to $7 million in each of the years 1997, 1996 and 1995. Every three years, the MoPSC requires
the Company to file updated cost studies for decommissioning Callaway, and electric rates may be
adjusted at such times to reflect changed estimates. The latest study was filed in 1996. Costs collect-
ed from customers are deposited in an external trust fund to provide for Callaway’s decommission-
ing. Fund earnings are expected to average 9.25% annually through the date of decommissioning
If the assumed return on trust assets 1s not earned, the Company believes it is probable that such
earnings deficiency will be recovered in rates. Trust fund earnings, net of expenses, appear on the
consolidated balance sheet as increases in the nuclear decommissioning trust fund and in the accu-
mulated provision for nuclear decommiissioning

The staff of the SEC has questioned certain current accounting practices of the electric utility
industry, regarding the recognition, measurement and classification of decommissioning costs for
nuclear generating stations in the financial statements of electric utilities In response to these ques-
tions, the Financial Accounting Standards Board has agreed to review the accounting for removal
costs, including decommissioning. The Comoany does not expect that changes in the accounting for
nuclear decommissioning costs will have a material effect on its financial position, results of opera-
tions or liquidity

The following methods and assumptions were used to estimate the fair value of each class of
financial instruments for which it is practicable to estimate that value

Cash and Temporary Investments/Short-Term Borrowings
The carrying amounts approximate fair value because of the short-term maturity of these instruments.

Marketable Securities

The fair value 15 based on quoted market prices obtained from dealers or investment managers
Nuclear Decoimmissioning Trust Fund

The fair value is estimated based on gquoted market prices for securities

Preferred Stock of Subsidiaries
The fair value 1s estimated based on the quoted market prices for the same or similar 1:sues

Long-Terrn Debt of Subsidiaries
The fair value is estimated based on the quoted market prices for same or similar issues or on the cutrent
rates offered to the Company for debt of comparable maturities

Carrying amounts and estimated fair values of the Company’s financial instruments at December 31
were 15 follows

fin mibons) 1997 1997 1996 1996
Carrying Fair Carrying Far

_ _ : Amount Value Arnount Value
Marketable securities B P B s 5 S
Preferred stock 235 214 299 257

Long-term debt Smcluding current portion) 2,558 2,692 2,482 2,545

Cimem o




The Company has investments in debt and equity securities that are held in trust funds for the pur-
pose of funding the nuclear decormmussioning of Callaway Nuclear Plant (see Note 11 - Callaway Nuclear
Plant). The Company has classified these investments in debt and equity securities as available for sale
and has recorded all such investments at their fair market value at December 31, 1997 and 1996. In
1997, 1996 and 1995, the proceeds frum the sale of investments were $24 million, $20 million and $9
million, respectively. Using the specific identification method to determine cost, the gross realized gains
on those sales were approximately $2 million for 1997 and $1 million each for 1996 and 1995. Net real-
ized and unrealized gains and losses are reflected in the accumulated provision for nuciear decommis-
sioning on the consolidated balance sheet, which is consistent with the method used by the Company to
account for the decommissioning costs recovered in rates

Costs and fair values of investments in debt and equity securities in the nuclear decommissioning trust
fund at December 31 were as follows

1997 o millions) Gross Unrealized
Secunty Type Cost Gain (Loss)  Fair Value
Debt securities $34 $ 3 $ - $ 37
Equity securities 43 40 e 83
Cash equivalents 2 — e 2
$79 $43 $ — $122
1995 (in millons) Gross Unrealized
Security Type Cost Gain (Loss) Fair Value
Debt securities $29 $ 2 $— $31
Equity securities 40 22 -— 62
Cash equivalents 4 i ol 4
$73 $24 $ $97
The contractual maturities of investrments in debt securities at December 31, 1997 were as follows
(in millicns) Cost Fair Value
1 year to 5 years $ 4 $ 4
5 years to 10 years 6 7
Due after 10 years 24 20

$34 $37
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Selected Consolidated Financial Information

(Mihors of Dollars Except Shares ace' per Share Amounts o Ratas 1997 1996 1 995 1 994 1993 | 992
Results of Operations i e vecsmber 1
Operating revenues i ¢ A S ¢ - $3236 $3,270 $3.272 - $3047
Operating expenses 2,744 2,752 2,658 2,685 2,724 2,514
Operating Income 582 576 578 585 548 533
income before extraordinary charge 387 372 373 291 369 361
Extraordinary charge, net of income taxe: 52 o — — - —
Net incorne 335 372 373 391 369 361
Average common shares outstanding 137,215462 137215462 137,215462 137253617 137254771 137,254,771
Assets, Obligations and Equity Capital ce e 11 .
Total assets 58,82, $8,933 $8,788 $8,629 4% 546 $7631
Long-term debt obligations 2,506 2,335 2,373 2,413 2,301 2,213
Preferred stock subject to
mandatory redemption - 1 1 1 1 1
Preferred stock not subject to
mandatory redemption 235 298 298 298 298 283
_ommon equity 3,013 3,016 2471 2917 2,840 2,781
Financial Indices es ended Decomber 31
Earnings per share of common stock
before extraordinary charge $2.82 $2 71 $2.72 $2.85 $2.69 $2.63
Extraordinary charge, net of income taxes $(.38) - — - —_— —_
Earnings per share of common stock
(based on average shares outstanding) $2.44 $2.71 $2.72 $2.85 $2.69 $2.63
Dividend payout ratio 99% 88% Bb% 80% £3% 82%
Return on average common stock equity 11.14% 1251% 12.76% 13.69% 13.18% 13.30%
Ratio earnings to fixed charges
AmerenJt 4.70 468 478 468 456 4 66
AmerenCIPS 3.64 430 441 493 482 412
Book value per common share $22.00 $21.98 $21.65 $21.2% $20 69 $20.26
C‘pn‘llllﬂbﬂ RAtiOs (ecomper 1
Comrmon equity 52.4% 534% 52.6% 51.8% 52.2% 52.7%
Preferred stock a1 53 2.3 53 £5 54
Long-term debt 435 413 421 429 423 419
100.0% 100.0% 100.0% 100.0% 120.0% 100.0%

‘kh- a5



Electric Operating Statistics

(Yiar Eeced Decermbesr 31 ) 1947 1996 1995 1994 ‘1 993 19?2
Electric Opentlng Revenues Mdlere) B afib]
Resider tial ' $1,064 7 $1,070 $1.073 $1,014 $1,037 $952
Commercal 927 920 906 884 861 846
Inchustnal 500 500 496 487 486 520
Wholesale 91 91 &7 84 81 77
Intercrange 224 280 230 243 254 123
EEl 207 198 201 276 251 256
Miscellaneous n B 48 42 46 43
Credit to customers (20) {47 (33) ; - ot o
Total Electric Operating Revenues $3.064 $3,062 $3,008 $3,030 $3.016 $2,817
Kilowatthour Sales naon ‘ it
Residential 14,325 14 418 14,086 13,282 13,636 12,103
Commercial 14,990 14872 14,464 14,043 13,042 12,964
invdustrial 11,404 11.191 10,971 10,728 10,407 11,371
Whoiesale 2,323 2,328 2,248 2137 T 088 1,957
inter-hanie 9,402 10,768 8,176 8 080 10,226 4387
EEI 11,220 10,554 10,850 14,594 12,521 14,037
Miscellaneous 317 305 316 o 317 B .
Yotal Kilowatthour Sates fz,m 64,436 61,111 63065 62937 57,122
Slectric CUsStOMErs (nd of vear : z
Risidential 1,282,042 1,275,534 1,267,976 1,258,757 1,248,723 1243863
Commercial 18,206 176,621 173,810 171,072 168,566 166,912
Industrial 6,554 6,660 6,782 6,750 7,137 7,067
Wholesale 21 20 21 21 2 i3
M- -ellaneous 2,381 2,398 2434 2,406 2,407 2,367
Total Electric Customers 1,471,204 1,461,233 1,451,023 1,439,006 1,426,854 1,479,232
Residential Customer Data awage
Kilowatthours used 11,215 11,354 11,152 10,606 10,946 9,683
Annual electric bill $837.34 $842 82 $843 62 $809 27 $832 46 $761.08
Revenue per kilowatthour 7.38; 7.30¢ 7.62¢ 763¢ 761¢ 7.86¢
Gross Instantaneous Peak Demand saguvns :
AmerenUE 2,055 8,085 7,965 7,430 7,540 BEALS
AmerenCIPS 1,923 1,892 1,940 1,854 1,848 1,649
¢ apability at Time of Peak, :
AmerenUE 8,950 9,120 8714 8,469 8,597 8,407
AmerenC IPS 2,491 2,519 2,489 2,510 2,439 2,534
Generating Capability at Time of Peak s _ :
AmerenUE 8,279 8,244 8,184 8,057 7,963 7,868
AmerenC IPS 3,033 3,033 3,018 3,018 2,901 2,881
Coal Burned w 21392000 20062000 17715000 16,885,000 14,879,000 14,843,000
Price per Ton of Coal s $23.54 $2525 32686 $28 02 $3336  $3333
Source of Energy Supply secv A
Coal 83.8% 79.6% 76 3% 76.2% 70.7% 739%
Nuclear 19.3 192 183 230 195 195
Fydro 2.7 28 36 39 46 35
Purchased, net 58 (16) 18 @1 52 31
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%




Gas Operating Statistics

1947

Natural Gas Cperating Revenues

atherm % ales

Total Dekatherm Sales

Natural Gas Customers

a12

294,147
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