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Statement of Policy

We are a business ¢ Herprise

lependent for success on the high
quality and fair price of our service,; ot

the skill, courtesy, and loyalty of our

employees; on the confidence of our
investors; and on the ability of our
management to forecast and provide for
tive energy requirements of our area
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security to our employees; providing

modern facilities for our customers
expan ling needs for energy service and
paying a fair return to our investors who

have provided the funds to make such

service possible

As a private ente rrse entrusted with
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Business Review
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Highlights

Earnings per Average Common Share

Dividends per Common Share

Common Stock Price - Year End
Book Value per Common Share

Property and Plant (gross)
Total Operating Revenues

[otal Kilowatt-Hour Sales
Residential Kilowatt-Hour Sales

Commercial Kilowatt-Hour Sales
Industrial Kilowatt-Hour Sales

Missouri
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Year Ended

December 31, 1987

$2.91
$1.92
822
S$17.97

§$6,936,776,000
81,946,411,000

29,008,167,000
9,585,324,000

9,581,325,000
8,216,880,000

Hlinods

Annual Increase

10-Year
Current  Rate of
Year Growth

(1.7)% 57%
3.2 3.5
(22.2) 41
54 1.4
2.4 89
7.7 98
2.7 2.3
3.3 26
3.0 2.2
1.8 7
Company
Praofile

Union Electric 15 a
wtility company
primaniy engaged
in supplving electri
service to more than
one million custom
ers in the strategi
center of Amenca -
a 24,060 square
mtle area in
Missourt, lliimois
and lowa, which
imcludes the
Metropolitan St

Lowis area
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To Our Stockholders:

[his report provides a perspective
on the many aspects of our service to
customers l'rnmdmg our customers
with quality service at an affordable
price, while providing our stockhold-
ers with a fair return on their invest-
ment, is the challenge we face as we
look to the future

Financial results for 1987 exceeded
our expectations. Although earnings
of S2.91 a share were 5 cents below
the resiated 82.96 a share earned last
vear, 1987 earnings included a
charge of 23 cents a share resulting
from an order of the Missouri Public
Service Commission

Kilowatt-hour sales increased by
3% over 1986, reflecting a 3% increase
in sales to both our residential and

»

commercial customers, and a 24

increase in sales to our industria
Unusually warm weather
in the third quarter of 1987 contrib

customers

uted to the increased residential and

Our peak demand

reached an all-time record of
255,000 kilowatts on August 3

,
commercial sales

6.5% over the previous record set in

1984 and equaled in 1986

In December 1987, the Missouri
Public Service Commission issued an
order in response to complaints filed
by the Commission Staff and Office of
Public Counsel which alleged that
the Company's return on its invest
ment had become excessive. The
order replaced 5189 million of reve
nue increases scheduled to be imple
mented over the next three years,
under a previously approved rate
phase-in plan, with a single $5.6
million revenue increase effective
December 31, 1987. We believe the
Commission's action does not pre
serve a reasonable balance between
customer and investor interests and
is heavily weighted to short-run rate

considerations

Whiie we expect 1988 earnings to
be adversely affected by this action
the Commission, we will continue to
employ cost control and aggressive
marketing to provide a solid base for

future earnings and dividends

successful

We we e

ing cost controls and productivity

in implement

improvements in many areas during

198 our 1987

For example
struction program was reduced to

1 £ "
>1o1 Mihon

con

a reduction of more
llion from earlier esti
Also

ment in fossil fuel inventories by 825

than S50 mi
mates we reduced our invest

million (25%). Through teamwork
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enhanced by our Quality Improve-
ment Process, employees are leam-
ing to draw upon their knowledge
and experience to attain higher stan-
dards of performance

Our dedication to quality is evident
at our Callaway nuclear plant which
continues to operate at an excep-
tional level. The average capacity
factor of 73% achieved by Callaway
over the last three years is a credit to
our nuclear team. The plant, recently
described by an official of the U.S
Nuclear Regulatory Commission as

one of the best operating plants in
the country," provided 21% of our
electric generation in 1987. We are
particularly gratified with the success
that our nuclear personnel have had
in minimizing the frequency of un-
planned reactor "trips" (unscheduled
shutdowns). Callaway experienced
only one unplanned reactor trip from
power during 1987 - a remarkable
achievement by industry standards

[he NRC's Systematic Assessment
of Licensee Performance (SALP)
report issued in 1987 evaluated
Callaway plant operations for the
period from June 1986 through May
1987, All SALP ratings of Callaway
were in the two highest categones
[his means that 'we met or exceeded
NRC expectations in all rated areas



"We bave undertaken an aggressive

marketing program with the goal of selling

more energy without increasing the growth

rate in our summer peak."

NRC's report concludes that,
*_..Union Electric Company's conduct
of nuclear activities in connection
with the Callaway plant shows an ap-
propriate concern for nuclear safety.”

Callaway's second refueling was
completed last Fall. Beginning in
September, the plant was taken off-
line for about two months as we re-
placed 96 of the 193 fuel assemblies
in the reactor. (One-third to one-half
of the fuel assemblies are replaced
with fresh assemblies every eighteen
months.) The new fuel assemblies
incorporated an advanced design
which will improve fuel utilization,
operating flexibility and cost effec-
tiveness.

We have undertaken an aggressive
marketing program with the goal of
selling more energy without increas-
ing the growth rate in our summer
peak. A key objective is to increase
our share of the residential heating
market substantially. We are accom-
plishing this by promoting electric
heat pumps to builders of new homes
and to existing homeowners. Our
marketing efforts are also producing
additional off-peak power sales to
other utilities.

Our ongoing capital restructuring
program continued to take advantage
of favorable interest rates. During
the year, we completed the early
redemption of £97 million of high
cost preferred stock, as well as $125
million of 15% first mortgage bonds.
We also restructured our bank credit
agreements and downsized our
nuclear fuel lease from $300 million
to $250 million. On February 1, 1988,
we completed the early redemption
of $150 million of 15 ¥s% first mort-
gage bonds, and we have announced
plans to redeem $14.4 million of 13%
first mortgage bonds in March 1988,

Proposed acid rain legislation is an
issue we are following closely. Legis-
lation has been introduced in Con-
gress that would require further
reductions in sulfur dioxide emis-
sions without any scientific evidence
that lower emiseions from power
plants in the Midwest would reduce
acidity in some lakes in the North-
east. This legislation could increase
the cost of electricity in our area by
as much as 25% Adding substantial
cost to electric bills, and conse-
quently to goods and services pro-
duced in our service area, is not
sound economic policy uiless corre-
sponding benefits in the environment
can be attained.

At the 1987 Stockholders Meeting,
Marguerite Ross Barnett, chancellor
of the University of Missouri-St.
Louis, was elected to the Board of
Directors. Dr. Barnett replaced
retiring Director William 1. Behan.

In June, Neal ]. Farrell, president
and chief executive officer, Mercan-
tile Bank N.A. and president, Mercan-
tile Bancorporation Inc., was elected
a new director of Union Electric.

Late in the year. we signed new
labor agreements which provide for
wage increases averaging 3.58%
retroactive to July 1, 1987, 3.41% on
July 1, 1988, and 3.5% on July 1, 1989,

As we look forward to 1988 and the
years be rond, | am confident that our
highly-qualified employee team will
enable us to meet our goals.

Sincerely,

William E. Cornelius
President and Chief Executive Officer

February 9, 1988
St. Louis, Missouri




Serving Our Markets

Our Marketing Environment

At Union Electric, our basic
'‘product” is electric energy, which
we deliver instantly, on demand, to
more than one million residential,
commercial, industrial, and agri

cultural customers

Our customers expect their
electric service to be available 24
hours a day, everyday, year-round
[hey depend on it to run their
homes, their businesses, their
factories, Electricity can't be
produced in advance and stored

for future us¢

[t must be pr
|

duced upon demana for all cus
tomers in a marketplace that is
affected by weather extremes, and
for an expanding economy with
new commercial structures and

Lrowing manufacturing output

Large Ivvestments in
Facilities

Union Electric has large capital
investments in power plants
transmission lines, and distribu
tion facilities. This system has
been built over the vears to meet

the increasing electric energy

) il',qm .

demands of our customers. In

our service area, the demands for
electricity are much greater dut
ing the summer than during the
winter, and the facilities in place
have been designed to meet the
summer peak use of electricity
For example, the peak demand for
electricity in our service area last

summer was 7 , 000 kilowatts,
1% higher than the record winter
peak demand of 5,545,000 kilo

watts reached in January 1988

[herefor

erating capacity 1o serve additional

we have ample gen

winter load. As we increase winter

sales of electricity, the efficiency

and profitability of our electric
m are improved. This bene
fits our customers and our inves

!

lors

We focus our marketing efforts
b Nt 'I' 1O

f mutual
1d the Company

'}.mxr art

ustomers




Chrysler's St. Louis assembly operations bave great power
demands. tnion Electric answered our increasing needs by direct

connection ety main ransmission sysiem Now, our oun
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We repair /"4’."1\'/’1' cars, desien and build
specialty railcars. Our goal is to keep customers ‘on
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For example, we carry out a

communications program each

summer, consisting of news
articles, advertising, and bro
chures, oftering
tion to «
trol air conditioning energy use

[his program helps us reduce

helpful informa

1Istomers on now 1o con

peak summer demand and, at the

same time, helps customers re

duce their summer cooling costs

\{,ulfn I' Way wt }:« ]lutl\'.“lll' rs
optimize use of electricity is by

'

providing a financing program fo

costomers wishing to add insula

tion or other energy-related |

Availa

contracltor

improvements
cipating

makes it possible
nance energy-relate

wvements

Serving Our Markets

Corporate Marketing Plan

[he main objectives of our
L orporate Marketing Plan are to
moderate the growth of peak sum
mer demand and to increase sales
during off-peak periods We want
to build sales without increasing
the growth in peak demand so we
can delay building another power

plant for as long as possible

[he greatest potential for in
creasing off-peak energy sales is in
In our

wrea, 156,000 homes and

marketing electric heat
SCTVICE
apartments and 24,000 commerci 1

| customers utilize

! l'otal kilo

spacte

ind industna

y

electnge space healing
eCTlr

heating are 3, { an 1ncre
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A major goal in 1988 is to in
crease our market share of heat
pumps and other electric space
heating equipment in the residen
tial and commercial markets. For
new single family homes, our goal
is 37% of the market; for new
multi-family units, 76% of the
market: our goal for market share
of commercial buildings is 40% of
new construction and 24% of

existing structures

Heat Pump Opportunities

Historically, relatively few heat

pumps have been installed in sub
division homes because develop
heat pumps as an

118 market

energyv-ethcient
equipped display ho

v '

Kt ally locate




My new bouse was built with energy

4 efficiency in mind. The computer analysis

©

W shows that my 4-ton ground-coupled heat pump
system will dramatically cut year-round beating

and cooling costs

) 0" [ |
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In 1987, we purchased tl.e first
of such homes - our Energy
Control Home in a new St. Louis
County subdivision. The home
has been visited by some 5,000
people during the dev-:lopm~nt of
the subdivision and. to date, more
than one-third of the homebuyers
there have heat pumps in their
new homes. In 1988, we will
purchase similar homes in other
Nnew (14'\t‘]u;)lil«'!ll\

In the existing home market
every homeowner replacing a
central air conditioner represents
a potential heat pump opportunity,
since electric heat pumps are
actually air conditioners that also
heat




[hrough advertising and direct
mail, leads are obtained for the
heating/cooling equipment deal
ers who work closely with us to
sell heat pumps. A centerpiece of
that activity is the Union Electric
Five-5tai Heat Pump Dealer Pro
gram. The Five-Star program
challenges the dealers to achieve
higher levels of heat pump sales
along with greater technical
As Five-Star Heat
Pump Dealers, they enjoy higher
profit margins a~ an enhanced

competence

reputation for excellence in »ales
installation, and service. During
1987, 90 dealers achieved Five

tar status

Electrically-Heated
Apartments

Electric heat is attractive to
apartment builders because of the
lower installed cost of electric
heating equipment. Our market
research indicates that electn
heat is also appreciated by apan

ment residents because it is safe

In addition, Union
Electric offers a Renter's Cost

AIM \1(’\11;

Control Plan that permits occu
pants of new apartment buildings
to budget their heating bills with
[he Plan provides for
a cash refund if annual heating

confidence

COSIS €X( l'('(': | non } IQ'\ iric's esh)
mates by more than 10%, In 198
electric heat was installed in 659

of all new apartments

Customer Assistance
Programs

E ne rgy Plus

cial Union Electric community

a gToup Ol S

SEIVICE Prograims »".t\l‘(\"‘”p(‘!
to address individual customer
needs and to respond to our re
sponsibility to the customer
[hest
x\Aller

18818t our customers, particularlhy

the elderly. the handic: ped, al d

communities we serve

Cnergy prograimes art

others witl special needs




street lighting in our small toun

vocurity and trallic sajety It /’('/,”\ business

')

aole community. Union Electric

ihie service and prompl




We beard about Union Electric'’s weatheriza
tion program at our Sentor Center. The free Rit had
a lot of good materials which keep out drafts and
dirt. We're more comfortable now, and e save dal

y

least 10% on beating bills
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Working with volunteer groups
and social service agencies, we

provide the following customer as-

sistance programs:

Dollar More is a utility bill assis-
tance program funded by Union
Electric and its customers, which
makes it possible for customers to
add S1 to their bill payments, or
make monthly pledges to a fund
that provides temporary financial
help to people who are having
difficulty paying their energy bills.
Through 1987, the Company and
its customers had contributed
more than 81,120,000 to Dollar
More.

Energy Aid Grants fund social
service agencies involved in home

weatherization projects. The Com-

pany provides up to $2,500 per
agency to assist in financing quali-
fied energy conservation projects.

Ene rgy Wise ;)I‘u\'i(i(‘\ energy
conservation seminars for senior
citi.#ns. Conducted by teams of
Company retirees, the seminars
teach low-cost, or no-cost ways to
cut enr ‘gy expenses
have been conducted for more

than 26,000 seniors

Seminars

Serving Our

Project Comfort provides for the
construction of superinsulated
rooms in poorly insulated dwell-
ings. The residents choose one
room in the dwelling where they
spend most of their time. .. e
room is insulated and kept warmer
than the rest of the house, allow-
ing the customer to lower the
central thermostat during ex-
tremely cold weather. Comfort
zones have been constructed in
more than 700 homes.

Weatherization Kits provide
pre-packaged, high quality weath-
erization materials. Communivy
volunteers install the kits for older
adults living in inadequately
insulated homes. Some 9,000
weatherization kits have been
installed. We estimate that, on
average, each customer saves
S100 each year after weatheriza-
tion materials are installed.




Serving Our Markets

Radio Watch utilizes Union
Electric's radio-equipped vehicles
to transmit emergency information
to local emergency response
agencies. When our service crews
see emergency situations, such as
accidents, stranded motorists, or
public safety hazards, they use
their radio communications sys-
tems to notify the appropriate
agency.

The Customer . .ssistance
Program provides a credit counsel-
ing service to customers faced
with bill payment problems.
Trained, prcfessional counselors
work with customers who are
experiencing immediate credit
problems because of unemploy-
ment, sudden illness, or other
problems. The program has
served more than 15,000 custom-
ers since it began in 1986

Customr Satisfaction

Our Customer Relations staff
has thousands of direct contacts
daily' with our customers and, in
every contact, the emphasis is on
aealing with each customer on an
ind’  idual basis




"Maryville Center is a 100-acre corpordte

campus that ultimately will have 1.3 million feet of

office space. We had to plan abead on an electric

Our employees receive
specialized training in customer
sensitivity and customer contact
skills. Company employees are
trained to be sensitive to custcmer
needs and to marketing opportuni-
ties as well.

We have established a "Cus-
tomer Satisfaction Index" that is
based on three aspects of cus-
tomer service:

¢ customer outage time,

e customer attitudes toward
Union Electric, as measured
by opinion research surveys,
and

e customer attitudes toward
Union Electric, as measured
by customer service follow-up
interviews,

During 1988, our goal is to im-

prove, by 7%, the base index that
was established last year,




cuts energy bills. Our emergency back-up generators are

computer-controlled to produce power during peak times, and

reduce demand charges. Union Electric was very supportive in

helping us implement this new concept.”
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Serving Our Markets

Energy Experts [n outstate Missouri, the City of

; R o : Louisiana asked if we could help
As an integral component of e
i = ” i them reduce costs of operation for
our marketing effort, we provide .. ] : .
, , - i City water pumping. We provided
energy expertise to residential e , -
i ; ‘ information on how off-peak
p @ customers, to the developers of _ Y S
5 - W S pumping and special digital me.er-
resideatial projects, to managers : . e S
: , . o _ing would be cost effective for the
of bus'ness ard commercial opera- .. .
: . i ) City, thereby saving them about
tions, to farmers, and to industrial P -
_ 824,000 annually.
planners .

We were instrumental in sup
porting the continued operation of
our sixth largest customer, the
former Foote Mineral Co. in
Keokuk, lowa, after the firm's
management announced plans,
early in 1987, to close the Keokuk
facility. We tailored our service to
recoguize this customer's unique
power supply requirements. We
understand our actions were a

Our time-of-day demand rate
for commercial and industrial cus-
tomers makes electricity used :
night more economical than elec-
tricity used during the peak load
periods between 10 a.m. and 10
p.m. Therefore, if a business can
shift the heaviest use of electricity
to night, it can save a substantial
amount in energy Costs,

For example, the pastor of major factor ir. keeping the facility
Assumption Church in St. Louis open. Re-named Keokuk Ferro-
asked Union Electric for recom- Sil, Inc., the plant, which empioys

mendations to help the church 135 ;»mr}v’,(', pl'n\'i‘l:-\ revenues to
reduce energy costs We ‘\HLII}/ME Union Electric of more than 85.7

M he lighting system and developed million annuaily

energy saving recommendations

We also suggested ways the air

conditioning system could be

operated to reduce demand

charges. As a result, the church

saved \_"VNN] per veat




Our marketing personne]
worked with LaSalle Iron Works in
St. Leais to lower use of power
during peak demand periods. By
installing demand control equip-
ment, the customer's =lectrical

demand will be reauced during on-

1

peak time, and the customer will
be able to take advantage of lower
rates, saving an estimated 87,000
per vear.

Among other customers who
have taken advantage of our off-
peak, time-of-day demand rates is
Gundaker REALTORS/ Letter
Homes & Gardens. The firm
recently installed in its aew corpo-
rate headquarters bu’. .ng a new
"peak-shifing" commercial air
conditioning system that promises
to save about §18,000 a year in

e L

energy costs. The system uses
electricity to inake huge blocks of
ice during the night, which are
used to cool the office building
during the day

[hese are just a few examples of
how we serve our customers'
needs and our own objectives by
controlling the growth of our
summer peak and by increasing

off-peak sales of energy




"This mas.ufactiring complex now uses enough electric
ower to run a city of 50,000 homes. We replaced steam u ith
icity to keep pipelines warm and drive equipment. The
"‘in’; results: a more manageable plant with minimal energy loss

(- expanded its facilities to accommodate our added load

2y 30
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Responsibility for Financial Statements

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

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

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

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

Report of Independent Accountants

Price MWaterhouse “

February 9, 1988

To the Stockholders and Board of
Directors of Union Electric Company

In our opinior, the accompanying balance sheet and the related statements of income, long-term debt,
preferred stock, retained earnings, other paid-in capital, and cash flows present fairly the financial position
of Union Electric Company at December 31, 1987 and 1986, and the results of its operations and its cash
flows for each of the three years in the period ended December 31, 1987, in conformity with generally
accepted accounting principles applied on a consistent basis after restatement for the change, with which
we concur, in the method of accounting for plant abandonments and disallowances of plant costs as
described in Note 12 to the financial statements. Our examinations of these statements were made in
accordance with generally accepted auditing standards and accordingly included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances.

20




Statement of Income Union Electric Company
(Thousands of Dollars Exce 4 Share and Per Share Amounts)
- Year 1987 Year 1986 Year 1985
Operating Revenues (*): : 7 IRl S DU E
Electric 81,869,477 $1,722,680 51,489,257
Gas 73,518 80,895 99,124
Other 3,416 3807 3,382
Total operating revenues 1,946,411 1,807,182 1,591,763
Operating Expenses:
Operations
Fuel and purchased power 419,272 351,854 341,640
Other 327,949 334275 312,271
747,221 686,129 653,911
Maintenance 158,908 148,173 122,526
Depreciation and amortization 181,040 179,681 165,202
Income taxes 180,514 92,030 81,548
Other taxes (*) 190,274 181,559 150,000
Total operating expenses 1,457,957 1,287,572 1,173,187
Operating Income 488,454 519,610 418,576
Other Income and Deducdons: SeartIT. 8
Callaway rate phase-in plans 92,791 59,861 74,631
Deferred costs disallowed (23,169) - -
Callaway Unit No. 1 costs disallowed — - (393,637)
Income tax benefit related to
Callaway Unit No. 1 costs disallowed - — 158,857
Allowance for equity funds used during construction 5,994 3,804 53,709
Miscellaneous, net (15,714) 3,947 (1.709)
Total other income and deductions, net 59,902 67,612 (108,149)
Income Before Interest Charges 548,356 587,222 310,427
Interest Charges: L g ,
Interest on debt 228,961 247,409 254,320
Allowance for bor wed funds used during construction (14,483) (12,008) ~ (53,045)
Net interest charges 214,478 235,401 201,275
Net Income 333,878 351,821 109,152
Preferred Stock Dividends 36,522 49,245 49,836
Earnings on C-mmon Stock S 297,356 8 302,576 $ 59316
(*) Includes license and franchise taxes of S91,490,000, 385,494 000, and 376,514,000
for the years 1957 1986, and 1985, respectively
Eﬂmlm per Share of Common Stock ased on av erage shares outstanding) §2.91 82.96 50.59
Dividends per Share of Common Stock $1.92 81.86 81.78
Average Number of Common Shares Outstanding 102,123,834 102,123,334 100,403,016

See Notes to Financial Statements on pages 29 through 34
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Balance Sheet Union Electric Company
(Thousands of Dollars)

L e e A P ST _ December 31, 1987 December 31, 1986
Property and Plant, at original cos:
Electric 86,644,756 86,450,660
Gas 99,109 92,332
Oter 14482 14288
6,758,347 6,557,280
Less accumulated depreciation and amortization 1,735,720 1556019
5,022,627 5,001,261
Construction work in progress:
Nuclear fuel in process 140,439 196,402
Settlement of uranium litigation (14,869) (27,100)
Other e 52,859 4679
Total property and plant, net 5,201,056 5,215,234
Callaway Unit No. 2 construction abandonment 60,543 66,122
Callaway rate phase-in plans 199,508 134,223
Unamortized debt expense 24,405 21,132
" 'namortized bond defeasance cost 5,066 4,931
Nuclear decommissioning trust fund 9,084 5,228
Ohes . g . _ 13,215 13,813
Total deferred charges and other assets 311,821 245,450
Current Assets: ey
Cash 3,940 4,353
Deposits for payment of interest and other deposits 2,082 1,266
Accounts recrivable - trade (less allowance for doubtful
accounts of 83,039 and $4,058, at respective dates) 149,866 127,876
Unbilled reveru. 86,258 82,420
Other accounts and notes receivab'e 12,7558 10,173
Materials and supplies, at average cost -
Fossil fuel 78,961 104,795
Construction and maintenance 100,225 93,123
Other 10,847 10,521
Total curreiit assets 444,934 434,527
Total Assets §5,957,811 85,895,211

See Notes to Financial Statements on pages 29 through 34,



Capital and Liabilities

Capitalization:

Common stock, S5 par value, authorized 150,000,000 shares;
outstanding 102,123,834 shares (excluding 42,990 shares
at par value in treasury)

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

Retained earnings (see accompanying statement)

Total common stockholders' equity

Preference stock, S1 par value, authorized 7,500,000 shares -
none outstanding

Preferred stock not subject to mandatory redemption,
including $1,486 premium (see accompanying statement)
Preferred stock subject to mandatory redemption
(see accompanying st2tement)

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

Total capitalization
Accumulated L ferred Taxes on Income
Accumulated Deferred Investment Tax Credits
Accumulated Provision for Nuclear Decommissioning

Construction Commitments and Contingencies (Notes 10, 11, and 12)

Current Liabilities:

Current maturity of long-term debt
Accounts payable

Wages payable

Bank loans

Income taxes accrued

Other taxes accrued

Interest accrued

Dividends declared

Other

Total current liabilities

Total Capital and Liabilities

S 510,619

714,585
610,466

1,835,670

356,270
64,608

2,366,005
(8,390)

4,614,163
621,451
187,977

9,954

101,634
161,004
20,130
33,000
34,216
17,931
78,459
8,477
59,325

524,266

85,957,811

7 December 31, 1987 Dece_*mbe; 31, 1986

S 510,619

715,772
515312

1,741,703

356,270
165,384

2,445,409
(9317)

4,699,449
552,379
136,219

6,098

83,967
145,835
27,312
30,000
51 797
17,511
81,375
12,162
51,627
501,066

$5,895,211




Long-Term Debt Union Electric Company
(Thousands of Dollars)
December 31, 1987 December 31, 1986
First Mortgage Bonds - note (a)
4% Series due 1988 S - S 3,000
47% Series due 1988 — 35,000
1Y% Series due 1990 50,000 50,000
4Y% Series due 1991 30,000 30,000
5% Series due 1991 2,000 2,000
5%:% Scries due 1991 3,500 3,500
15%% Series due 1991 - note (b) 150,000 150,000
4 Y% Series due 1992 6,000 6,000
15% Series due 1992 - note (¢) - 125,000
4Y% Series due 1993 30,000 30,000
10%% Series due 1994 - note (d) 3,220 3,640
4 Series due 1995 35,000 35,000
4% Series due 1995 3,000 3,000
S5Y% Series due 1996 30,000 30,000
5%% Series due 1996 5,000 5,000
87&% Series due 1996 10,000 10,000
8 7/s% Series due 1996 100,000 100,000
5 Y% Series due 1997 40,000 40,000
5% Series due 1997 5,000 5,000
™% Series due 1998 50,000 50,000
7.95% Series due 1998 4,000 4,000
7¥% Series due 1999 35,000 35,000
8% Series due 1999 5,000 5,000
8Yi% Series due 1999 40,000 40,000
9.95% Series due 1999 - note (d) 78,580 85,720
9 Series due 2000 60,000 60,000
77% Series due 2001 50,000 50,000
7T¥% Series due 2001 50,000 50,000
8 V% Series due 2001 60,000 60,000
9Y% Series due 2001 - note (d) 3,900 4,200
9% Series due 2001 - note (d) 2,260 2,434
9%% Series due 2001 - note (d) 7,800 8,400
BY% Series due 2002 - note (d) 4,200 4,500
Y% Series due 2003 7,000 7,000
87:% Series due 2004 70,000 70,000
10% Series due 2004 - note (d! 8,000 8,500
10 ¥:% Series due 2005 70,000 70,000
5.80% Series due 1992 to 2005 - note (e) 27,085 27,085
8 7% Series due 2006 70,000 70,000
37% Series due 2007 60,000 60,000
9.35% Series due 2008 - note (d) 55,000 55,000
9.25-9.625% Series due 2000 to 2010 - note (e) 60,000 60,000
13% Series due 2013 - note (b) 14,351 19,351
9Y% Series due 2016 100,000 100,000



December 31, 1987 December 31, 1986

Foreign credit agreement, due 1991 - note (f) S 150,000 S 80,000

Domestic credit agreement, due 1991 - note (g) 275,000 275,000
L e M R N e SR S NP S LT L e 1 el A ST 1 4 X
6% Due to 1992 1,505 1,610

Missouri Environmental Improvement-
Revenue bonds, 5.60 - 6.20% Series due 198. to 2004 16,500 16,500

1984 Series A due 2014 - note (h) 80,000 80,000

1984 Series B due 2014 - note (h) 80,000 80,000

1984 Series C due 2014 - note (1) 47,500 47,500

1985 Series A due 2015 - note (j) 70,000 70,000

1985 Series B due 2015 - note () 56,500 56,500

Nuclear Fuel Leasc - note (k) s i N ... %104 = 70969
Lon‘-’l‘erm Debt £2,366,005 §2,445,409

(a) At December 31, 1987, substantially all of the property and plant was mortgaged under, and subject to liens of, the respective
indentures pursuant to which the bouds were issued

(b) The Company redeemed the 15 /4% Series on February 1, 1988 at a price of 100 percent of the principal amouut, and has an-
nounced plans to redeem the 13% Series on March 1, 1988 at a price of 110.30 percent of the principal amount.

(c) In 1987, the Company completed early redemption of the 15% Series at a price of 104.29 percent of the principal amoun®.

(d) To be retired by sinking ! :nd - 10 /% Series to 1993; 9.95% Series to 1998; 9 /4% Series and each 9 /4% Series to 2000; 8 /% Series
to 2001, 10% Series to 2003, and 9.35% Series from 1989 to 2007.

(e} Environmental Improvement Series.

) In June 1987, the Company entered into a new four-year credit agreement with certain foreign banks which permits the Company
to borrow up to 8150 million in term loaas, on which interest rates will vary depending on market cor ditions and the Company’s
selection of various options under the agreement, replacing the former $100 million foreign credit agreement which was due 1987
1o 1989 (820 million is included under 1986 current maturity of long-term debt). At December 31, 1987, such foreign borrowings
were outstanding at an average interes. rate of 8.47%, based on the 30-day London InterBank Offered Rate (LIBOR).

(®) 1n November 1987,  1e Company entered into a new four-year credit agreement with certain domestic banks which permits the
Company to borrow up to 8275 million, on which interest rates will vary depending on market conditions and the Company's
selection of var ous options under the agreement, replacir.g the former 8275 million dome stic credit agreement which was due
1989 to 1990, At December 31, 1987, such domestic borrowings were outstanding at an average interest rate of 7.54%, based on
competitive bid rates

(h) Adjustable-fixed rate, interest rate at 5 '/:% per annum through May 31, 1988; thereafter, interest rates will depend on market
conditions and the Company's option o select an adjusted rate for each annual period or a fixed rate until maturity.

() Adjustable-fixed rate, interest rate at 3.95% per annum through February 29, 1988; thereafter, interest raies will depend on market
conditions and the Company’s option to select an adjusted rate for each annual period or a fixed rate urtil maturity

() Interest rates, and the periods during which such rates apply, vary depending on the Company’s selection of certain defined rate
modes. The average interest rates at December 31, 1987, for such Series A and Series B bonds were 536% and 5.44%, respectively

(k) At December 31, 1987 and 1986, 354 million in each of the years is included under current maturity of long-term debt. The
Company borrowed an additional $100 million under the Fuel Lease in January 1988,

1) Union Electric Company has an intermediate-term credit agreement with certain foreign banks which permits the Company to
borrow up to $40 million through December 1991, At December 31, 1987, none of such foreign borrowings were outstanding. The
Company plans to borrow the 340 million available under this agreement in February 1988

See Notes to Financial Statements on pages 29 through 34.



Preferred Stock
(Thousands of Dollars)

Union Electric Company

December 31, 1987 December 31, 1986

Preferred Stock Not Subject to Mandatory Redemption:

Preferred stock outstanding without par value (entitled to
cumulative dividends) - note (a)

Stated value of $100 per share ~

87.44 Series - 550,000 shares $ 55,000 $ 55,000
36.40 Series - 300,000 shares 30,000 30,000
§5.50 Series A - 14,000 shares 1,400 1,400
§5.50 Series B - 3,000 shares 300 300
S$4.75 Series - 20,000 shares 2,000 2,000
84.56 Series - 200,000 shares 20,000 20,000
$54.50 Series - 213,595 shares 21,359 21,359
$4.30 Series - 40,000 shares 4,000 4,000
54.00 Series - 150,000 shares 15,000 15,000
83.70 Series - 40,000 shares 4,000 4,000
83.50 Series - 130,000 shares 13,000 13,000
Stated value of $97.50 per share -
S8.00 Series of 1971 - 425,000 shares 41,437 41,437
Stated value of $92.25 per share -
S8.00 Series - 350,000 shares 32,288 32,288
Stated value of 825 per share -
82,98 Series - 3,000,000 shares 75,000 75,000
S2.125Series - 1,600,000 shares 40,000 40,000
Total Preferred Stock Not Subject to Mandatory Redemption $354,784 $354,784
Preferred Stock Subject to Mandatory Redemption:
Preferred stock outstanding without par value (entitled to
cumulative dividends) - note (a)
Stated value of 8100 ner share -
86.30 Series - 8,580 and 8,840 shares at respective dates,
due to 2020 - note (b) S 858 S 834
Stated value of 850 per share -
84.60 Series - 1,275,000 and 1,350,000 shares at
respective dates, due to 2004 - note (¢) 63,750 67,500
Stated value of 825 per share -
8$4.00 Series of 1982 ~ 3,000,000 shares due 1988 to 2007 - note (d) — 75,000
82.72 Series - 880,000 shares due to 1998 - note (d) - 22,000
Total Preferred Stock Subject to Mandatory Redemption S 64,608 $165,384

(a) Authorized Union Ylectric Company total preferred stock - 25,000,000 shares

(b) The Company is required to retire 260 shares at 5100 per share on June | of each year

i) The Company 1s required to retire 75,000 shares at 350 per share on August 15 of each year
(d) In 1987, the Company completed early redemption of the $4.00 Series of 1982 at 827 85 per share

and the 32 72 Series at 826.35 per share
¥

See Notes to Financial Statements on pages 29 through 34
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Statement of Retained Farnings

Union Electric Company
(Thousands of Dollars)
Year 1987 Year 1986  Year 1985
Balance at Beginning of Period, as previously reported $552,743
Cumulative effect of retroactive
application of SFAS 90 _(30,697)
Balance at Beginning of Period $515,312 $402,589 522,046
Add:
Net income 333,878 351,821 109,152
849,190 754,410 631,198
Deduct:
Preferred stock dividends* 34,679 49,148 49,766
Common stock cash dividends - $1.92, $1.86,
and $1.78 per share, respectively 196,078 189,950 178,843
Premium paid on preferred stock reacquired 7,967 — . -
_ 238,724 239,098 228,60
(Under mort; ge indentures as amended, free
and unrestricted retained earnings at
December 31, 1987 amounted to §553,351)
Balance at Close of Period $610,466 $515,312 8402,589
*Preferred stock dividends include dividends declared, applicable to subsequent penods
‘.';/[vd‘,'!["if.-" '1l { }Jl'."l"' & 11¢i .’f,’ i 11[*{,'({1;
(Thousands of Dollars)
Year 1987 Year 1986 Year 1985
Balance at Beginning of Period §715,772 §715,772 $675,934
Excess of sales price over par value of common
stock issued for:
Dividend reinvestment and stock purchase plan — — 39,058
Employee stock ownership plan — - B&S
Premium paid on preferred stock reacquired {(3,171) - —
Other (16) — (108)
Balance at Close of Period §714,585 §715,772 §715,772

See Notes to Financial Statements on pages 29 through 34.



Cash Flows From Operations:

Net cash provided by operations

Cash Flows From Investing:

Net cash used in investing activities

Cash Flows From Financing:

)

Net cash used in financing activities

Union Electric Company

Year 1987

S 333,878

69,072

51,758
(92,791)

23,169

(28,410)
18,732
18,077
(2,337)

(16,631)
(6.601)
17,232

570.801

(150,698)
20,477

(41,738)
6,332

(165,627)

(M NH)

771)

Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents at beginning of vear

Cash and Cash Equivalents at end of vear

103

Hl1Y




Notes to Financial Statements

Note 1 - Summary of Accounting Policies

The Company is subject to regulation by the Missoun Public
Service Commission, [llinois Commerce Commission, lowa
Utilities Board, and the Federal Energy Regulatory Commis-
sion. The accounting policies of the Company are in accor-
dance with the rate-making practices of the regulatory au-
thorities having jurisdiction and, as such, conform to gener-
ally accepted accounting principles as applied to regulated
public utilities. A description of the Company’s significant
accounting policies follows,

Property and Plant
The cost of additions to and betterments of units of property

and plant is capitalized. Cost includes labor, material, appli-
cable taxes, pensions, and certain other items, plus an allow-
ance for funds used during construction. Maintenance expen-
ditures and renewals of items not considered to be units of
property are charged to income as incurred. When units of
depreciable property are retired, the original cost and removal
cost, less salvage, are charged to accumulated depreciation.

The Company adopted Statement of Financial Accounting
Standards No. 90, "Regulated Enterprises - Accounting for
Abandonments and Disallowances of Plant Costs” in Decem-
ber 1987 and, as provided, restated prior period financial
statements. See Note 12,

Depreciation

Except for the Callaway nuclear plant, depreciation is pro-
vided over the estimated lives of the various classes of depre-
ciable property by applying composite rates on a straight-
line basis. Callaway plant depreciation is computed on a unit-
of-production basis. The provision for depreciation in 1987 is
equivalent to approximately 2.8% of the average depreciable
cost (2.9% in 1986 and 3.1% in 1985). The provision for depre-
clation inclu”’ i an allowance for future nuclear decommis-
sioning costs,

Nuclear Fuel

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

Income Taxes

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

In December 1987, wre Financial Accounting Standards
Board issued Statement of Financial Accounting Standards
No. 96, "Accounting for Income Taxes" (SFAS 96). SFAS 96

Union Electric Company

requires an asset and liability approach for financial account-
ing and reporting for income taxes. Adoption of SFAS 96 is
required no later than 1989, The Company has not deter-
mined when it will adopt SFAS 96. The acoption of SFAS 96
is not expected to have a material effect on the Company's
financial position or results of operations.

Allowance for Funds Used During Construction
Allowance for funds used during construction (AFC) is a
utility industry accounting practice whereb; the cost of bor-
rowed funds and the cost of equity funds (preferred and
common stockholders' equity) applicat!e to the Company’s
construction program are capitalized as a cost of construc-
tion. This accounting practice is intended to offset the effect
on earnirgs of the cost of financing construction activity, and
results in treating such financing costs in the same manner
as construction charges for labor and materials.

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

AFC rates are established by the Company consistent with
the methodology prescribed by the Federal Energy Regula-
tory Commission. Average annual AFC rates were 10.3% in
1987, 10.4% in 1986, and 11.5% in 1985, AFC, net of taxes,
amounted to 5%, 3%, and 136% of earnings on common stock
for 1987, 1986, and 1985, respectively.

Callaway Rate Phase-in Plans

The Callaway rate phase-in plans effective in 1985 as a result
of regulatory commission orders provide for (1) partial defer-
ral of a cash recovery of costs related to the Callaway plant
during the early years of the plans with recovery of such
deferrals in the later years of the plans, (2) three-year amor-
tization of certain Callaway-related accumulated deferred
income taxes, and (3) two-year amortizaion of certain pro-
ceeds from the Company's settlement of uranium litigation
with Westinghouse. See Note 12 regarding an order issued by
the Missouri Public Service Commission in December 1987.

The amount of costs for which cash recovery is deferred
under the plans is recognized as income currently in the
Statement of Income. Such noncash income, net of taxes,
amounted to 26%, 20%, and 126% of earnings on common
stock for 1987, 1986, and 1985, respectively.

Unbilled Revenu

The Company records on its books the estimated amount of
accrued, but unbilled, revenue and also the accrued liability
for the related taxes.
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Naoies to Financial Stalenienls (continued)

Note 2 - Income Taxes

Total income tax expense for 1987 resulted in an effective tax
rate of 37% on earnings before income taxes [21% in 1986 and
(203)%in 1985]. The principal reasons such rates are less than
the statutory Federal rate are as follows:

1987 198 19
Statutory Federal income tax rate 40% 46% 46%
Increases (Decreas.s) from:
Depreciation difierences 6 X 240
Callaway rate phase-in plans -
Other income (5 (6) (95)
Amortization of prior years'
tax deferrals (6) (23) (218)
Amortization of uranium litigation
credits (1) (3) (23)
Allowance for equity funds used
during construction (1) - (67)
Investment tax credits related to
Callaway Uait No. 1 costs disallowed - - (63)
Miscellaneous, net 4 Y 23)
Effective Federal income tax rate 37% _21%  (203)%

In 1985, due to the nominal amount of book income as a result
of the write-off of Callaway Unit No. 1 costs disallowed, differ-
ences between tax and financial reporting income (even in
relatively minor amounts) cause, on a percentage basis, un-
usual changes in the effective tax rate.

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

1987 1986 1985
Taxes currently payable
(principally Federal):
Included in operating expenses 8 91,585 § 35585 18 21827
Included in other income ~
Callaway Unit No. 1 costs
disallowed — — (13,2171
Miscellaneous, net (9,149) (13,762) (104)
Deferred taxes
(principally Federal):
Included in operating expenses ~
Luberalized depreciation 77,078 95835 112,958
Repair allowance 4,927 5573 5,543
Allowance for borrowed funds
used during constn <tion 5,493 4,631 21,590
Unbilled revenue (12,648) - -
Other (primarily capitalized costs) 2,764 10,518 18,260
Callaway rate phase-in plans
amortization of prior years
deferrals (34,337) (107.901) (81.356)
Provisions deferred in prior years  (5,148) (5,164) (5,004)
Other (6,679) - -
Included in other income -
Callaway Unit No. | costs
disallowed — — (122879
Callaway rate phase-in plans 15,533 - —
Miscellaneous, net (principally
liberalized depreciation) 9,440 13,845 4,265
Deferred investment tax credits, net
Included in operating expenses 57,479 52943 (12270
Included in other income -
Callaway U'nit No. | costs
disallowed - - _{22,761)
Total income tax expense §196,338 35 92113 (73148

30

Investment tax credit carryforwards, unrecorded as of De-
cember 31, 1987, amounted to approximately S70 million
which may be utilized by the Company to reduce future
income tax liabilities through 2002,

Deferreu income taxes are provided for differences between
book and taxable income to the extent permitted for rate-
making purposes. At December 31, 1987, the cumulative net
amount of income tax timing differences for which deferred
income taxes have not been provided was S1.1 billion.

Note 3 - Capital Stock

During the three years ended December 31, 1987, of the
26,000,000 shares of common stock, 85 par value, reserved
for the Union Electric Company Dividend Reinvestment and
Stock Purchase Plan, 2,901,122 shares were issued in 1985;
and of the 4,500,000 shares reserved for the Union Electric
Company Employee Stock Ownership Plan, 68,102 were is-
sued in 1985.

During the same three-year period, preferred stock, without
par value, was retired or redeemed as follows: in 1957, the
Company retired 880,000 shares, $2.72 Series and 3,000,000
shares, $4.00 Scries of 1982, In 1986 and 1985, the Company
redeemed 160,000 shares and 80,000 shares, $2.72 Series,
respectively, The Company redeemed 260 shares, $6.30
Series and 75,000 shares, $4.60 Series in each of the years
1987, 1986, and 1985,

Preferred Stock Eventual
Redemption Prices Current Minimum
(Per Share) (Per Share)
87 44 Senes S162.50 $101.00
S6.40 Series 101.50 101.50
S5.50 Series A 110.00 110.00
85.50 Series B 103.50 103.50
$4.75 Series 102.176 102.176
4 .56 Series 10247 102.47
34 50 Series 110.00 110.00 (@)
54.30 Series 105.00 105.00
$4.00 Series 105.625 105.625
83.70 Senes 104.75 104.75
83.50 Series 110.00 110.00
S8.00 Senes of 1971 98 .50 98 50
SR (0 Series 96.25 9325
52 98 Series 2798 (b 25.00
$2 125 Senes 25.76 25.25
S6.30 Senies (©) 100,00 100.00
$4.60 Series (d) 54.60 () 50.50

(a) In the event of voluntary liquidation, $106.50

(b) Redemption s ‘bject to certain restrictions regarding refunding
operations

(c) The Company is required to redeem 260 shares at 3100 per share on
June 1 of each year

(d) The Company is required to redeem 75,000 shares at 850 per share on
August 15 of each year



Note 4 - Preferred Stock Subject to Mandatory

Redemption

During each of the five years 1988 through 1992, the Company
will be required to redeem 83,776,000 of the preferred stock
outstznding at December 31, 1987,

Note 5 - Debt Retirement Provisions

During the five years from December 31, 1987, the amounts of
debt maturities totaling $820,685,000 are: $101,634,000 in
1988; $12,539,000 in 1389; $62,539,000 in 1990; 8623,289,000
in 1991; and 820,684,000 in 1992. However, $150,000,000 of the
requirement in the year 1991 has been eliminated as a result
of the Company’s early redemption of the 15%+% Series on
February 1, 1988. The Company has announced plans for the
early redemption on March 1, 1988 of the $14,351,000. 13%
Series, due March 1, 2013. Amounts for years subsequent to
1988 do not include nuclear fuel lease payments since the
amounts of such payments are not currently determinable.

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

Note 6 - Nuclear Fuel Lease

The Company has a lease agreement which provides for the
financing of the costs of up to $250 million of the Company’s
nuclear fuel. Pursuant to the terms of the lease, the Company
has assigned to the lessor certain contracts for purchase of
nuclear fuel. The lessor obtains, through the issuance of
commercial paper backed by the Company’s credit or from
direct loans under a committed revolving credit agreement
from commercial banks, the necessary funds to purchase the
fuel and make interest payments when due.

The Company is obligated to reimburse the lessor for all ex-
penditures for nuclear fuel, interest, and related costs. Obliga-
tions under this lease become due as the nuclear fuel is utilized
at the Company’s Callaway nuclear plant. During 1987, the
Company reimbursed the lessor $58.6 million, including 85.8
million of interest charges applicable to nuclear fuel in heat
production, and 385 million for fuel repurchased from lessor.
During 1986, the Company reimbursed the lessor $64.0 mil-
lion, including $7.3 million of interest charges applicable to
nuclear fuel in heet production, and $80 million for fuel repur-
chased from lessor. During 1985, the Company reimbursed
the lessor £65.8 million, incluling $10.8 million of interest
charges applhicable to nuclear fuel in heat production.

The Company has capitalized the cost, including certain
interest costs, of the leased nuclear fuel and has recorded the
related lease obligation. During the years 1987, 1986, and
1985, the total interest charges under the lease were $15.3
million, $16.0 million, and $20.9 million (based on an average
interest rate of 7.6%, 8.0%, and 9.2%, respectively) of which $9.4
million, $8.9 million, and $11.3 million, respectively, were
capitalized.

Note 7 - Short-Term Borrowings

Short-term borrowings of the Company consist of bank loans
(maturities not in excess of 270 days) and commercial paper
(maturities generally within 1045 days). Information relative
to short-term borrowings is as follows (in thousands except
rates):

1987 1986 1985

Bank loans at year end -

Amount outstanding 833,000 830000

Composite interest rate 7.6% 7.5% -
Commercial paper at year end - — —
Maximum aggregate short-term
barrowings at any month end
w.aring the year $84,000 594,000 S154700
Average daily short-term bor, wings
outstanding during the year -

Aggregate amount $47,794 545130 S 6559

Weighted composite interest rate 6.9% ™ 5.6%

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

At December 31, 1987, the Company had bank lines of credit
aggregating $212 million (8179 million of which were unused
at such date) which make available interim financing at vari-
ous rates of interest, not to exceed prime, based on the London
InterBank Offered Rate (LIBOR), the bank certificate of de-
posit rate, or other options, and in support of which the
Company has both written aid unwritten agreements with its
lending banks to pay annual fees ranging from 0.125% to
0.25%. These lines of credit are renewable annually at various
dates throughout the year,

Note 8 - Settlement of Uranium Litigation

In 1979, the Company and Westinghouse Electric Corpora-
tion settled the Company's suit to require Westinghouse to
fulfill its contractual obligation to deliver 10 million pounds of
uranium U 0, to the Company. The settlement provides for
cash and discounts on uranium, goods, and services over the
period 1980-2010. In accordance with rate orders of regula-
tory authorities, settlement proceeds are being amortized as
a reduction of fuel expense




Notes to Financial Statements (continoed)

Note 9 - Employee Retirement Plan and Related
Benefits

The Company has a non-contributory, defined-benefit retire-
went plan covering substantially all of its employees. Benefits
are based on years of service and the employees’ compensa-
tion during years of employment. The Company’s funding
policy is to contribute annually at least the minimum amount
required by government funding standards, but not more than
that which can be deducted for Federal income tax purposes.
Plan assets consist principally of common stocks and fixed
income securities (inciading S5 million of Company securities
at December 31, 1987).

Pension costs for the years 1987, 1986, and 1985 were S15
million, $11 million, and $17 million, respectively, of which ap-
proximately 17%, 17%, and 21%, respectively, were charged to
construction accounts. The Company's adoption in 1986 of
Statement of Financial Accounting Standards No. 87, “Em-
ployers’ Accounting for Pensions” reduced 1986 pension
costs S6 million.

The plan's funded status follows (in millions):
At December 31,
1987 1986

8(324) 301

Actuanal present value of benefit ol 1 - stions:
Vested benefit abligation

Accumulated benefit obligation 8(359) S@338)
Projected benefit obligation for service rendered —
to date $(445) S120
Plan assets at fair value 448 433
Excess of plan assets over projected benefit
obligation 3 1]
Unrecognized net (gain) or loss (1) X
Prior service cost not yet recognized in net
periodic pension cost 26 -
Unrecognized net assets at transition (16) __ N
Prepaid pension cost § 2 8 2

Pension costs include the following components
(in millions):
1987 19
Service cost - benefits eamed during the period 8 14 & 1
Interest cost on projected benefit obligation 31 2

Actual return on plan assets (21) (46)
Net amor dzation and deferral ® 16
Pension cost § 18 s 1

For determining the actuarial present value of the projected
benefit obligation in 1987 and 1986, the weighted average dis-
count rates were 8% and 7.5%, respectively, and the rate of
increase in future compensation was 6% in both years. The
expected longterm rate of return on plan assets was 7.5% in
1987 and 1986.

In addition to providing pension benefits, the Company pro-
vides certain health care and life insurance benefits for re-
tired employees. Substantially all of the Company's employ-
ees may become eligible for those benefits if they reach

Union Electric Company

retirement age while working for the Company. The costs of
retiree health care and life insurance benefits are recognized
on the Yasis of claims paid. Such costs totaled 86 million, $5
million, and 83 million for 1987, 1986, and 1985, respectively.

Note 10 - Construction Commitments

The Company is engaged in a construction program under
which expenditures averaging approximately 8235 million
are anticipated during each of the next five years.

Note 11 - Contingencies
In late 1981, the Company canceled construction of Unit

No. 2 atits Callaway plant. At December 31, 1987, $61 million
(836 million net of tax) is recorded as an asset representing
the present value of future cash flows expected to be received
as recovery for the cost of Callaway Unit No, 2. (See Note 12
regarding the Financial Accounting Standards Board.)

In 1983, the Missouri Public Service Commission (MoPSC)
ruled that recovery of Callaway Unit No. 2 costs applicable to
the Missouri jurisdiction is barred by a state statute prohibit-
ing recovery of costs of a facility before it is fully operational
and used for service. The Company appealed this ruling and
in 1985 the Missouri Supreme Court ruled that the statutory
ban does not apply to canceled plants and remanded the issue
to the MoPSC for further proceedings. In March 1986, the
MoPSC again denied recovery. The Company appealed this
second denial to the Missouri Circuit Court and in December
1987, the Circuit Court affirmed the MoPSC's denial. The
Company has appealed to the Missouri Court of Appeals,
where the case is now pending. At December 31, 1987, §52
million (832 million net of tax) of the recorded asset related to
Callaway Unit No. 2 is applicable to the Missouri jurisdiction.
Recc very of Callaway Unit No. 2 costs applicable to other
regulatory jurisdict'ons is presently reflected in rates. In the
opinion of management, unrecovered amounts if any, would
not be material to the financial position of the Company.

The Company's insurance coverage for its Callaway plan.,
the maximum amount currently available to the Company, is
as follows:
Property insurance coverage of 8500 million pro-
vided by American Nuclear Insurers (AN]) and
Mutual Atomic Energy Liability Underwriters
(MAELL).

Excess property insurance of 3775 million pro-
vided by Nuclear Electric insurance Limited
(NEIL), a mutual insurer established by the utility
industry, Under this policy, the Company could be
subject to a maximum retrospective premium
assessment of $7.6 million in any one policy year
if NEIL's property losses exceed available funds.

Excess property insurance of 5250 million pro-
vided by ANI and MAELU




On August 1, 1987, the Price-Anderson amend-
ments to the Atomic Energy Act, covering liability
to third parties, expired. Until legislation is passed
by Congress to further amend the Act, the Com-
pany continuvs to be covered by the expired
amendment which limits such liability to $720
million for each nuclear incident. Coverage of the
first $160 million of liability is provided by ANI and
MAELU. The balance is provided by utility indus-
try retrospective assessments. The Company's
maximum potential assessment under this plan
would be $5 million per incident but not more than
$10 million per year. Proposed legislation in Con-
gress would substantially increase limits of liabil-
ity and the Company's potential assessments. The
Company is unable to predict the outcome of such
legislation.

Effective January 1, 1988, a new Master Worker
Policy was issued by ANI and MAELU with an ag-
gregate limit of $160 million for the nuclear indus-
try as a whole and will cover claims of workers as
aresult of radiation exposure on or after January 1,
1988. The policy was issued for a term of five years
with a five-year discovery period and provides for
retrospective preraium assessments. The
Company's maximuin potential assessment under
the policy is $2.7 million.

Accidental outage replacement power cost insur-
ance provided by NEIL. Thereunder, the Com-
pany is insured for up to $1.2 million per week for
one year, commencing 26 weeks after initiation of
the outage, and for up to S0.6 million per week for
an additional year. Under this policy, the Company
could be subject to a maximum annual retrospec-
tive premium assessment of $2.0 million.

To the extent that any losses arising from a nuclear incident at
Callaway p'ant exceed the limits of, or are not subject to, in-
surance, or to the extent such insurance becomes unavailable
in the future, the Company will retain the risk of loss as a self-
insurer. Although the Company has no reason to anticipate a
serious nuclear incident at Callaway plant, if such an incident
did occur, it could have a matenial but presently undetermin-
able adverse impact on the Company’s financial position.

The Company is involved ir legal and administrative proceed-
ings before various cou i and agencies with respect to mat-
ters arising in the ordinary course of business, some of which
involve substantial amounts. Management is of the opinion
that the final disposition of these proceedings will not have a
material adverse effect on the financial position of the Com-

Note 12 - Callaway Nuclear Plant

In early 1985, the MoPSC authorized a 3455 million increase
in annual electric revenues for costs related to Callaway Unit
No. 1. That increase was to be phased in over a six-year period.
(In early 1987, the MoPSC reduced the final four annual rate
increases, from 7.3% to 4.6%, to reflect expected income tax ex-
pense reductions from the Tax Reform Act of 1986.) The first-
year increase, effective Apiil 1985, was $149 million (15%); the
increase in the second year, effective April 1986, was 8112
million (10%), the increase in the third year, effective April
1987, was S57 million (4.6%); to be followed by annual in-
creases of 4.6% in each of the next three years, totaling 5189
million.

In April 1987, the Staff of the MoPSC and the Office of Public
Counsel of the State of Missouri filed with the MaPEC ~om-
plaints against the Coiupany which alleged that the
Company's return on its investment had become excessive.
The complaints sought, (i) a reduction in the Company’s thei.
current electric revenues in a range of 545 million to 337
million, (i) elimination of $189 million of revenue increases
scheduled to be implemented over the next three years under
the Missouri rate phase-in plan previously authorized by the
MoPSC, and (iii) a material reduction in the Cal'away-related
deferred cost balance accumulated under the Missouri rate
phase-in plan. On December 21, 1987, after conducting hear-
ings. the MoPSC issued an order in response to the com-
plaints The order eliminated the $189 million of scheduted
revon ¢ increases and instead authorized a single revenue
increase of 85.6 million effective Dece mber s1, 1987. In addi-
tion, the order effectively prevents the recovery of $23 million
of Callaway-related deferred costs accumulated under the
Missouri rate phase-in plan. As a result, the Company charged
823 million (3.23 per share) to expense \n 1987, (The order
provides that the remaining $159 million deferred cost bal-
ance applicable to Missouri be recovered in rates over the
five years 1988 through 1992.)

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

Regulatory commission orders authorizing the respective
rate phase-in plans, disallowed a total of 3440 million of Cal-
laway Unit No. 1 costs from rate base (includ.ng $44 million al-
located to the canceled Callaway Unit No. 2, see Note 11).

In December 1986, the Financial Accounting Standards Board
issued Statement of Financial Acceunting Standards No, 90,
“Regulated Enterprises-Accounting for Abandonments and
Disallowances of Plant Costs™ (SFAS 90). SFAS 90 requires
that the Company write off and charge to income the Callaway




Notes to Financial Statements (continved

Unit No. 1 costs disallowed from rate base. The Company
adopted SFAS 90 in December 1987 and, as provided by SFAS
90, restated prior period financial statements. The write-off,
totaling 5394 million (5235 million net of taxes), was recorded
retroactive to 1985,

SFAS 90 also requires the Company to write down the invest-
ment in the abandoned Callaway Unit No. 2 to the present
value of the future cash flows expected to be received as
recovery for the cost of Callaway Unit No. 2 (see Note 11). This
write-down, retroactive to 1981, is required because the ex-
pected recovery of such costs does not include a return on such
costs from the date of cancellation (1981) through the recovery
period. The cumulative effect of this write-down on January 1,
1985 retained earnings is S31 million.

Adoption of SFAS %0 increased net income and earnings on
vommon stock for 1987 and 1986 by 32,5 million (S.02 per snare)
and 87.9 million (5.07 per share), respectively, and decreased
net income and earnings on common stock for 1985 by $228.1
millica (82.27 per share).

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

Callaway plant decommissioning costs are estimated to be
$143 million in current year dollars. Electnic rates charged to
customers provide for recovery of decommissioning costs
over the life of the Callaway plant. Amounts so collected from
customers are deposited in a trust fund which has been estab-
lished to pravide for decommissioning costs, At December 31,
1987, 89,084,000 was on deposit in the decommissioning trust
fund.

UniouElecuich

Note 13 - Supplementary Information

1987 1986 1985
(Thousands of Dollars)
Maintenance and repairs, charged
directly to:
Operaling expenses $158,908 5148173 $122,526
Other accounts (a) 9,674 _ B665 8,378
$168,582 $156818 $130.90
Depreciation, depletion and
amortization of fixed and intangible
assets, charged directly to:
Operating expenses 8177,559 S176200 5162705
Other income and deductions - 1,019 847
Other accounts (a) 3,746 3,563 3216
$181,305 3180,782 $166,768
Taxes, other than payroll and
income taxes, charged directly to:
Operating expenses -
Real estate and personal property 8 79,306 § 77,422 S 56,959
License and franchise 91,490 85494 76,514
Miscellaneous 2,409 1,926 1,707
173,205 164842 135180
Other accounts 3,394 3,334 13,007

§176,599 3168176 $148,187

(a) A substantial portion of amounts charged to other accounts is allocated
1o operating expenses through clearing accounts,

(b) The amounts of payroll taxes for the years 1987, 1986, and 1985 were
517,066,000, 816,717,000, and $14,820,000, respectively.

(c) The amounts of royalties and advertising costs were not material,

id) Total interewt paid (net of amount capitalized) in 1987, 1986, and 1985
was 5202 million, 8225 million, and $170 million, respectively,

(e) Total income taxes paid in 1987, 1986, and 1985 were S87 million,
513 million, and 59 million, respectively

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



Management's Discussion and Analysis

Results of Operations

Earnings and earnings per share fluctuated due to many con-
ditions, the primary conditions being: the effect of weather
variations, growth in customers’ use of electricity, the timing
and amcunts of rate increases, fluctualing operating costs,
and the write-off of construction costs disallowed from rate
base by regulatory authorities. With implementation in early
1987 of the third series of rate increases under the Callaway
rate phase-in plans, the Company’s internal cash flow im-
proved and the proportion of eamnings represented by cash
increased (see Note 12 under Notes to Financial Statements
for information concerning such ra.e increases). However,
AFC and the partial deferral of a cash recovery of costs re-
lated to the Callaway plant during the early years of the
Callaway rate phase-in plans (both noncash income items)
constituted a significant portion of earnings (see AFC below
and Callaway Rate Phase-In Planc, under Note 1 of Notes to
Financial Statements).

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

Electric Ope» iting Revenues
_Variation from Prior Year
(Millions of Dollars) 1987 1986 1985
Rate variations 8 82,7 81702 81801
Effect of weather variations (19.5) 325 (120
Growth and other 83.6 30.7 298
$146.8 S2334 81972

The increases in 1987, 1986, and 1985 electric revenues wppli-
cable to rate variations reflect the first three series of rate
increases under the Callaway rate phase-in plans.

The effect of weather variations on 1987 and 1986 electric
revenues primarily reflects the increased sales of electricity
in 1986 due to extremely warm weather in the second and
third quarters of 1986, The effect of weather vanations on
1985 electric revenues was relatively minor.

Operating Expenses
Fuel and Purchased Power - Variation from Prior Year
(Millions of Dollars) 1987 1486 1985
Fuel:
Variation in generation $(3.0) 5(392) 38559
Price increases (1.2) 219 10.2
Amortization of uranium
litigation settlement 44.6 (16.6) (46.6)
Callaway generation efficiencies - i (499
Other generation efficiencies 6.1 2.0 4.2
Net interchange sales and purchased
power variation 2098 w1 (30
8674 S 102 S92

Union Electric Company

The increase in total fuel and purchased power costs in 1987
primarily reflects decreased amortization of uranium litiga-
tion settlement proceeds and increased sales of electricity to
all classes of customers. The increase in total fuel and
purchased power costs in 1986 reflects increased sales of
electricity to residential and commercial customers. The de-
crease in 1986 fuel costs attributable to reduced generation
and the increase in 1986 net interchange and purchased
powe i costs primarily reflect the increased availability and
utilization of relatively low-cost purchased power.

The large reduction in total fuel and purchased power costs in
1985 primarily reflects improved efficiencies and greawer in-
terchange sales due to the initial impact of the additional
generation available from Callaway plant which was first
reflected in operations in early 1985.

Other Operating Expenses - Variation from Prior Year
(Millions of Dollars) 1987 1986 1985
Callaway plant effect on:
Operations expense other than fue!
and purchased power $(4.9) Sl6b 8570
Maintenance expense 8.7 17.2 139
Depreciation expense (7.8) 9.2 9.9

The Callaway plant effect on 1987 operating expenses reflects
continued operating efficiencies and the second Callaway
plant refueling in late 1987. The Callaway plant effect on 1986
operating expenses, versus comparable 1985 expenses, re-
flects a full year of Callaway operations as compared to a partial
year in 1985, and costs attributable to the first Callaway plant
refueling in early 1986,

Other variations in operating expenses during the years 1985
through 1987 generally reflected recurring conditions such
as growth, inflation, and wage increases. However, in 1987,
operations expense, other than fuel and purchased power
and Callaway-related costs, eased 51 million, due primar-
ilv to decreased natural gas purchased for resale, which more
than offset these increases. Also in 1987, maintenance ex-
penses, other than those at Callaway plant, increased 85
million, reflecting increased maintenance at all major coal
generating plants except the Labadie plant. In 1986, opera-
tions expense, other than fuel and purchased power and
Callaway-related costs, increased S5 million, primarily reflect-
ing higher power plant operations costs, provisions for in-
surance and tree trimming costs, partially offset by reduced
natural gas purchases for resale and decreased pension
expense. Also in 1986, maintenance expenses, other than
Callaway- related maintenance, increased 88 million, primar-
ily reflecting increased power plant maintenance

The 1987 increase in other taxes charged to operating ex-
penses is attributable to a 86 million increase in license and
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Operating Statistics

Electric Operating Revenues (000):
Residential
Commercial
Industrial
Other electric utilities
Miscellaneous

Total Electric Operating Revenues

Kilowatt-Hour Sales (000,000):

Residential
Commercial
Industrial

Other electric utilities
Miscellaneous

Total Kilowatt-Hour Sales

Electric Customers (End of year):

Residential
Commercial
Industrial
Electric utilities
Other

Total Electric Customers

Residential Customer Data (Average):

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

Gross Instantaneous
Peak Demand (Kilowatts)

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

Generating Capability at
Time of Peak (Kilowatts)

Coal Burned (Tons)

Price per Ton of Coal

S 749,786
628,067
393,597

71,160
26,867

$1,869,477

9,585
9,581
8,217
1,487

138

29,008

929,776
114,858
6,569
21
1,548

1,052,772

10,390
S$812.73
7.82¢

7,255,000
8,236,000

8,040,000
10,245,000

8$37.31

1986

S 681,002

580,323

373,196
63,428
24,731

$1,722,680

9,283
9,306
8,073
1,450

145

28,257

916,261
111,322
6,595
21
1,498

1,035,697

6,810,000
7,955.000

8,031,000
9,961,000

837.01

1985

$ 572,423
501,913
335,576

56,078

23,267
$1,489,257

8,844
8,823
8,038
1,430
160

27,205

901,777
109,099
6,333
23
1,410

1,018,642

9,901
$641.02
6.47¢

6,335,000

8,231,000

8,097,000

10,126,000

834.79

Unien Electric Company
1984 1983

$ 495,346 S 524,792
430,913 402,737
204,245 281,397
50,702 46,428
20880 25800
$1,292086  $1,281,154
8,764 8,979
8,441 7,653
7.928 7478
1,503 1,498

164 321
26800 25929
8R8,026 879,156
106,760 110,048
6,334 5,126

24 24

1,400 3,297
1,002,544 997 651
9,951 10,283
8562 60 $601.03
5.65¢ 5.84¢
6,810,000 6,598,000
7,912,000 7,633,000
6,952,000 6,948,000
11,820,000 11,371,000
R33.76 833.33



Union Electric Company

Results of Operations

51,946,411
1,457,957
188,454
92,791
(23,169)

20,477
(15,714)
228,961
333,878

36,522

297,356
123,834
\ssets, Obligations, and Equity Capital
5.957.81
,.{._)7‘h

64.608

356,270

835,670

Financial Indices

Capitalization Ratios




1983 1982 1981 1980 1979 1978 1977
$1,401,086 $1,217,705 $1,105,536 $1.077.876 $946,797 $903.988 $765,102
1.160.816 1.013.054 922,647 886,720 780,331 727,756 605,963
240,270 204,651 182,889 191156 166,466 176.232 159,139

) e (28.469) - o - e

251,307 198,093 155,625 92,055 58,093 31,469 19,022
2,500 2364 (787) 3638 879 2.896 1,389
218,530 200,554 180,312 131725 106,995 90,309 £,624
275,556 204,554 128,946 155,124 118,443 120,288 95,926
16,118 40,344 29,863 30,082 27.33 23,430 20,758
229,438 164.210 99,083 125,042 91107 96.858 75.168

. B6744282 76251024  67,179275 59675995 52,577,432 48,260,596 45,110,245
$5.146.666  S4573.783  $3992742  $3552,104  $3,168998 $2.800200  $2.521,181
2108,047 200,405 1.719.927 1,479,229 1,307,990 1,238,860 1,189,080
180,962 182,988 110,014 112,040 114,066 41,002 1118
356,270 281,355 281,355 281,355 281,355 281,355 281,355
1524702 1208243 1134255 1,043,549 930375 £36,020 733111
$2.64 §2.15 §147 $2.10 $1.73 $2.01 $1.67

$1.66 §1.58 $1.52 814 $1.44 $1.40 $1.36
16.79% 14.17% 9.46% 1311% 1071% 12.61% 10.68%

2.89 249 2.00 2.85 262 3.20 283

$16.10 $1538 $1517 1578 §158 81611 §15.66
36.6% 34.5% 340 T assw 353%  M49%  :!™

86 75 8.7 9.7 107 1.7 125

43 48 4 38 43 17 18

50.5 532 530 07 497 817 830
100.0% 100.0% 1000 100.0% 1000% T1000m 100.0%
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U.S. Nuclear Regulatory Commission
Attn: Document “ontrol Desk
Washington, D.C. 20555 ULNRC=- 1749

DOCKET NUMBER 50-483
CALLAWAY PLANT
ANNUAL FINANCIAL REPORT

Transmitted herewith are twenty-five (25) copies of the
Union Electric Compeny 1987 Annual Report. This information is
submitted in /sccordance with 10CFRS50.71(b).

Very truly yours,

VW),

Donald F. Schnell
JMC/mlg

Enclosures

Maing Aoaress P O Box 148 3t Lows, MO 63106
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U.S. Nuclear Regulatory Commission
Mail Stop 316

7920 Norfolk Avenue

Bethesda, MD 20014

Manager, Electric Department
Missouri Public Service Commission
P.O. Box 360

Jefferson City, MO 65102




bee: D. Shafer/Al60,761
/QA Record (CA-758)
E210,01
Nuclear Date
DFS/Chrono
", F. Schnell
J. E. Birk
J. F. McLaughlin
A. P. Neuhalfen
R. J. Schukai
M. 2. Stiller
G. L. Randolph
R, J. Irwin
H. Wuertenbaecher
W, R. Campbell
A. C. Passwater
R. P, Wendling
D. E. 3hafer
D. J. Walker
0. Maynard (WCNCC)
R. C. Slovic (Bechtel)
G56.37 (CA-460)
T. P, Sharkey
NSRR (Sandra Ausion)



