
  Corporates 
 

 www.fitchratings.com September 29, 2010  
 

 

Global Power 
U.S. and Canada 
Full Rating Report 

Ameren Corporation 
 

 

 

Rating Rationale  
 Ameren Corporation’s (AEE) issuer default rating (IDR) and senior unsecured debt ratings 

were lowered to their present level by Fitch Ratings on July 30, 2010. The Rating Outlook 
is Stable. At the same time, Fitch lowered the ratings of AEE’s merchant generation 
subsidiary Ameren Energy Generating Company (Genco, ‘BBB’ IDR). 

 The new ratings reflect the overall credit quality of AEE’s five core operating 
subsidiaries, including Genco and four regulated utilities, and projected credit 
measures that are consistent with Fitch’s ‘BBB’ rating guidelines and AEE’s peer group 
of utility parent holding companies. The regulated subsidiaries in Illinois and Missouri 
are expected to account for approximately 80%85% of consolidated earnings in 2010. 

 The ratings also consider the moderate level of parent debt and recent steps taken 
by management to reduce capital and operating costs. The cost reductions are 
intended to lessen the impact of declining earnings and cash flow from the 
merchant generation business and an unfavorable rate decision for each of the 
three Illinois utilities issued in April 2010.  

 The primary credit concern is the uncertain cost of complying with potentially more 
stringent Environmental Protection Agency (EPA) regulations of traditional 
pollutants for coal-fired generators and potential future limits on greenhouse gas 
emissions. Coal-fired generating resources account for virtually 100% of electric 
output at AEE’s merchant generation subsidiary, Genco, and approximately 80% of 
the electric output of its largest utility subsidiary, Union Electric Company (UE, 
‘BBB+’ IDR). In addition, merchant generation capital expenditures are expected to 
trend upward beginning in 2012, primarily related to the planned installation of 
pollution control equipment at the Newton power station. 

 Favorably, the cost structure and heat rates of the company’s core merchant 
generating assets are competitive within the Midwest region, which should result in 
a high level of dispatch under most circumstances. In addition, the company’s 
hedging strategy has lessened the impact of weak power prices.  

Key Rating Drivers 
 Achieving satisfactory outcomes in future rate proceedings in Missouri and Illinois.   

 Continuation of existing commodity cost recovery mechanisms for AEE’s utility 
subsidiaries.  

 The uncertain cost of complying with current and future environmental compliance costs.              

 Power prices, energy margins, and electricity demand in the Midwest region, where 
AEE’s merchant generation fleet operates. 

Recent Events 
Missouri Rate Filing 
On Sept. 3, 2010, AEE subsidiary UE filed a request with the Missouri Public Service 
Commission (PSC) for a $263 million (11%) rate increase. The rate filing seeks recovery 
of UE $600 million investment in two scrubbers at its Sioux power plant, infrastructure 
investments to enhance reliability, and higher fuel costs. Approximately $110 million of 
the rate request relates to the scrubbers and $70 million to higher fuel costs.   
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Credit Agreement 
On Sept. 10, 2010, AEE entered into three new multiyear revolving credit 
agreements aggregating $2.1 billion and terminated its two 2009 credit agreements. 
Each new credit agreement is shared with one or more of its core subsidiaries, 
including $800 million with UE (Missouri Credit Agreement), $500 million with Genco 
(Genco Credit Agreement), and $800 million with its three Illinois utility subsidiaries 
(Illinois Credit Agreement). The obligations of all borrowers under the new credit 
agreements are unsecured whereas under the 2009 credit agreement borrowings by 
the Illinois utilities were on a secured basis. Together, the 2010 Missouri and Genco 
credit agreements replace a 2009 credit agreement under which AEE, UE, and 
Genco were joint borrowers. (For more information see Liquidity and Debt 
Structure on page 4.)   

Missouri Rate Case 
On May 28, 2010, the Missouri PSC granted UE a $226.3 million rate increase, 
including $118 million in higher fuel costs that would otherwise be recoverable 
through the fuel adjustment mechanism. The non-fuel rate increase equates to 
approximately 64% of the company’s revised request to increase rates by  
$169 million, excluding fuel. The PSC authorized continuation of the fuel adjustment 
clause and the pension/post retirement benefits, vegetation management, and 
infrastructure inspection trackers. Importantly, the fuel adjustment clause was 
modified to allow UE to offset revenue loss in the event of a recurrence of the outage 
at Noranda Aluminum, Inc. (See Noranda Aluminum Outage on page 4.) The revised 
fuel clause allows UE to sell power not taken by Noranda and retain any profits up to 
the revenue loss. Previously those revenues were credited to rate payers along with 
all other off-system revenue through the fuel adjustment clause. Although the rate 
decision was constructive overall, it did little to improve regulatory lag. Most 
concerning was a stipulation agreement whereby the company withdraw its request 
for an environmental cost recovery mechanism in exchange for the ability to continue 
recording an allowance for funds used during construction (AFUDC) and to defer 
depreciation costs for pollution control equipment at the Sioux coal plant, which 
bolsters earnings but provides no incremental cash flow until reflected in rates in a 
subsequent rate case. The agreement does allow UE to pursue an environmental cost 
recovery mechanism in future rate filings.      

Illinois Rate Case 
On April 30, 2010, the Illinois Commerce Commission (ICC) approved an aggregate  
$5 million increase in delivery rates for AEE’s three Illinois utilities: Central Illinois 
Light Co. (CILCO), Central Illinois Public Service Co. (CIPS), and Illinois Power Co. (IP), 
which was subsequently increased to $15 million following the correction of certain 
calculation errors. The adjusted rate decision included a $35 million increase in electric 
rates and a $20 million decrease in natural gas delivery rates. An additional $13 million 
was allowed through rider mechanisms, bringing the total annual revenue increase to 
$28 million. By comparison, the three companies requested aggregate electric and gas 
increases of $115.0 and $14.8 million, respectively.  

In June 2010, the ICC granted a rehearing on several issues, aggregating approximately 
$55 million, including an adjustment to the accumulated depreciation reserve  
($35 million) and the treatment of pension and other retirement benefits ($16 million). 
A rehearing decision is required by mid-November. To offset the impact of the 
unfavorable rate decision, management plans to cut operating costs by approximately 
$25 million and capital expenditures by approximately $74 million.      
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Reorganization Plan 
On March 15, 2010, CILCO, along with affiliates CIPS, IP, and other AEE subsidiaries, 
filed an application with the Federal Energy Regulatory Commission (FERC) for 
authorization of a two-step corporate reorganization. The first step of the 
reorganization would merge the three Illinois utilities into a single public utility. To 
accomplish the reorganization, CILCO and IP will be merged into CIPS and CIPS will be 
renamed Ameren Illinois Company (AIC). The second step would involve the distribution 
of the stock of AERG, a wholly owned subsidiary of CILCO, to AEE, which would then 
contribute the AERG shares to Ameren Energy Resources Company (Resources), a 
subsidiary of AEE that houses its non-rate-regulated operations.  

The planned consolidation and transfer of AERG to Resources lowers CILCO’s business risk, 
but also reduces earnings and cash flow.  Upon the consolidation into a single legal entity, 
all monies collected will be commingled and bondholders of the three companies will share 
a single pool of revenue to support interest and principal payments. 

In connection with the expected merger, management redeemed CILCO’s preferred 
stock and $40 million principal amount of CIPS’ 7.61% series first mortgage bonds. The 
redemption of CIPS’ first mortgage bonds will cause a release date to occur with 
respect to CIPS’ senior secured notes, in which case the CIPS mortgage is discharged 
and the notes become unsecured obligations. The debt and other obligations of CILCO 
and IP will become obligations of AIC, and the senior secured notes of CILCO and IP will 
remain secured by the mortgage bonds held by their respective senior note trustee, 
subject to the release and other provisions of the respective senior note indentures. 
The debt and other obligations of CIPS will remain obligations of AIC. Once the 
consolidation of the three utilities is complete, management indicated it plans to 
secure CIPS’ senior notes with the lien under the IP mortgage indenture so long as AIC 
has outstanding other senior notes sharing in this lien.           

On April 13, 2010, CILCO, CIPS, and IP entered into a merger agreement to accomplish 
the consolidation. The proposed consolidation is subject to approval by the FERC. The 
merger is expressly authorized by the Illinois Public Utilities Act and does not require 
ICC approval. AEE filed a request for a private letter ruling from the IRS that the AERG 
distribution will qualify as a tax-free transaction. The merger is intended to be 
completed by Oct. 1, 2010.  

Cost Reductions 
In May 2010, management announced a $435 million reduction in 20102014 capital 
expenditures and the elimination of 75 staff positions within the merchant generation 
business. Management expects the staff reductions coupled with other planned 
measures to reduce non-fuel operating and maintenance expenses to approximately 10% 
below the 2009 level. The reduction in capital expenditures primarily reflects a change 
in the environmental compliance strategy at the coal-fired Joppa generating station 
and lower cost estimates for other environmental projects. At Joppa, the company is 
now planning to use dry sorbent injection rather than scrubbers at two of the four coal-
fired units.  

Electric Energy Inc 
On Jan. 1, 2010, in an internal reorganization, Resources transferred its 80% ownership 
in the 1,000-MW Joppa coal station to Genco. The transfer will enhance the earnings of 
Genco but have no impact on consolidated results.  
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Noranda Aluminum 
Sales to Noranda Aluminum, UE’s largest customer, have returned to full capacity. The 
plant sustained damage because of a power interruption on non-UE power lines during 
an ice storm in January 2009. Electric sales to the plant have gradually increased since 
the incident and are now at full capacity. The outage reduced net income by 
approximately $24 million in 2009 and will have a similar benefit in 2010. The earnings 
impact of the Noranda outage in 2009 was exacerbated by provisions in UE’s fuel clause 
that required proceeds from power not taken by Noranda and sold in the wholesale 
market to be credited to customers. A change to the fuel clause approved in UE’s 
recent rate case will prevent a reoccurrence of this situation. Going forward, if a 
significant loss of service occurs at Noranda, UE will be able to sell the power not taken 
by Noranda and retain any profits.  

Taum Sauk Pumped Storage 
In April 2010, UE’s 440-MW Taum Sauk pumped storage hydroelectric plant returned to 
service. The plant is expected to provide margins of approximately $1.8 million per 
month, or about $12 million for the remainder of 2010 and about $22 million annually.  
The unit had been out of service since a breach of the upper reservoir in December 
2005. With the damage repaired, capital expenditures will also decline. 

Liquidity and Debt Structure 
The liquidity needs of the AEE companies are typically supported through the use of 
available cash and drawings under committed credit facilities. As of June 30, 2010, 
consolidated cash and cash equivalents totalled $506 million, including $7 million at 
Genco, $91 million at UE, $113 million at CIPS, $128 million at CILCO, and $142 million 
at IP. Credit facilities shared with its core operating subsidiaries aggregate $2.1 billion, 
including $800 million with UE, $500 million with Genco, and $800 million with its three 
Illinois utility subsidiaries. The Genco credit facility matures Sept. 10, 2013. The utility 
sub-limits under the Missouri and Illinois credit facilities expire Sept. 9, 2011, but AEE’s 
borrowing limits remain in effect until Sept. 10, 2013. The utilities can extend the 
facilities on a 364-day basis or for a longer period (up to Sept. 10, 2013) if approved by 
regulators.   

The obligations of each borrower are several and not joint and, except for limited 
circumstances related to expenses and indemnities, the subsidiary obligations are not 
guaranteed by AEE. The maximum amount available to AEE, subject to the borrowing 
limit, is $500 million in both the Missouri and Genco credit facilities and $300 million 
under the Illinois credit facility. Borrowing limits for the subsidiaries under their 
respective credit agreements are as follows: UE and Genco $500 million, CIPS  
$225 million, CILCO $175 million, and IP $400 million. Upon the completion of the 
merger of CIPS, CILCO and IP, the borrowing sub-limit of the surviving entity will be 
$800 million.  

Financial covenants include a debt-to-total-capital ratio of no more than 65% for each 
entity. In addition, the Genco and Illinois credit facilities require AEE to maintain a 
ratio of consolidated funds from operations to interest expense of 2.0x. 

Money Pool 
AEE has money pool agreements with and among its subsidiaries to coordinate and 
provide for certain short-term cash and working capital needs. Separate money pools 
are maintained for utility and nonregulated entities. Ameren Services administers the 
money pools and tracks internal and external funds separately. The primary sources of 
external funds are AEE’s credit facilities. 
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Company Overview 
AEE is a public utility holding company whose primary assets are the common stock of 
its subsidiaries. The subsidiaries are separate, independent legal entities with separate 
businesses, assets, and liabilities. Four of the five core operating subsidiaries are rate-
regulated utilities, including three electric and gas distribution utilities in Illinois and a 
vertically integrated electric utility that also delivers natural gas in Missouri. The fifth 
subsidiary, Genco, operates merchant electric generation businesses in Missouri and 
Illinois. Although each subsidiary is a separate legal entity, functionally the businesses 
are operated as three business segments, Missouri regulated, Illinois regulated and 
nonregulated electric generation.  

The regulated Missouri operations are conducted through UE, AEE’s largest subsidiary. 
UE is an integrated electric utility that owns and operates electric generation, 
transmission and distribution facilities and natural gas distribution and transmission 
facilities. In 2009, UE accounted for approximately 42% of consolidated net income and 
43% of EBITDA. In 2009, UE derived approximately 75% of its electric generation from 
coal-fired facilities, 21% from nuclear, and 4% from hydro. 

The Illinois regulated operations include CIPS, CILCO, and IP. The three companies 
distribute electricity and natural gas. CILCO, a subsidiary of CILCORP, also operates 
non-rate-regulated electric generation in Illinois through a wholly owned subsidiary, 
AERG. However, management is planning to distribute the stock of AERG from CILCO to 
Resources, which would reduce CILCO’s business risk, but also its earnings and cash 
flow. AERG owns 1,129 MW of electric generation. AERG’s generation capacity is 95% 
coal (two units), 3.5% gas, and 1.5% oil.  

Genco, a direct subsidiary of Resources, owns approximately 5,000 MW of electric-
generating capacity in Illinois and Missouri. All of the generating capacity competes for 
the sale of energy and capacity in competitive energy markets. The installed capacity 
mix is 65% coal, 31% gas, and 4% oil. However, virtually 100% of generating output is 
from coal-fired facilities.  

Ameren has various other subsidiaries responsible for the short -and long-term 
marketing of power, procurement of fuel, management of commodity risks, and 
provision of other shared services. In 2009, 83% of AEE’s consolidated electric 
generation was supplied by coal-fired power plants, 13% nuclear, 1% natural gas, and 3% 
hydroelectric.  Coal-fired electric generation accounts for 99% of Genco’s output.  
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Ameren Corporation 
($ Mil., Fiscal Year-End Dec. 31)       
       

 
06/2010 

LTM 2009 2008 2007 2006 2005 
Fundamental Ratios       
FFO/Interest Expense (x)  4.4   4.5   4.5   4.0   4.8   4.9  
CFO/Interest Expense (x)  4.5   4.8   4.3   3.2   4.4   4.9  
Debt/FFO (x)  23.0   23.5   20.4   18.9   21.5   21.4  
Operating EBIT/Interest Expense (x)  2.6   2.7   3.0   2.9   3.3   4.2  
Operating EBITDA/Interest Expense (x)  4.0   4.1   4.4   4.2   5.0   6.3  
Debt/Operating EBITDA (x)  3.7   3.7   3.9   3.8   3.6   2.9  
Common Dividend Payout (%)  63.8   55.2      
Internal Cash/Capital Expenditures (%)  105.1   96.0   49.2   35.8   67.9   69.7  
Capital Expenditures/Depreciation (%)  189.3   235.4   304.1   234.5   174.6   149.8  

Profitability        
Adjusted Revenues  7,110   7,090   7,783   7,455   6,784   6,766  
Net Revenues  4,256   4,291   4,241   4,001   3,685   3,754  
Operating and Maintenance Expense  1,728   1,738   1,857   1,688   1,556   1,487  
Operating EBITDA  2,105   2,141   1,991   1,932   1,738   1,902  
Depreciation and Amortization Expense  746   725   631   595   575   632  
Operating EBIT  1,359   1,416   1,360   1,337   1,163   1,270  
Gross Interest Expense  525   520   452   460   351   300  
Net Income for Common  560   612   605   618   547   606  
Operating and Maintenance Expense % of Net Revenues  40.6   40.5   43.8   42.2   42.2   39.6  
Operating EBIT % of Net Revenues  31.9   33.0   32.1   33.4   31.6   33.8  

Cash Flow       
CFO  1,841   1,977   1,479   1,027   1,204   1,171  
Change in Working Capital  74   136   (117)  (367)  (141)  1  
FFO  1,767   1,841   1,596   1,394   1,345   1,170  
Dividends  (357)  (338)  (534)  (527)  (522)  (511) 
Capital Expenditures  (1,412)  (1,707)  (1,919)  (1,395)  (1,004)  (947) 
FCF  72   (68)  (974)  (895)  (322)  (287) 
Net Other Investment Cash Flow  1   2   3   1   (16)  17  
Net Change in Debt  (407)  66   739   1,046   487   (199) 
Net Change in Equity  630   634   138   90   95   453  

Capital Structure       
Short-Term Debt   20   1,174   1,472   612   193  
Long-Term Debt  7,688   7,828   6,661   5,891   5,635   5,262  
Total Debt  7,688   7,848   7,835   7,363   6,247   5,455  
Total Hybrid Equity and Minority Interest  210   208   167   168   162   163  
Common Equity  7,991   7,853   6,963   6,752   6,583   6,364  
Total Capital  15,889   15,909   14,965   14,283   12,992   11,982  
Total Debt/Total Capital (%)  48.4   49.3   52.4   51.6   48.1   45.5  
Total Hybrid Equity and Minority Interest/Total Capital (%)  1.3   1.3   1.1   1.2   1.2   1.4  
Common Equity/Total Capital (%)  50.3   49.4   46.5   47.3   50.7   53.1  

LTM  Latest 12 months. Operating EBIT  Operating income before total reported state and federal income tax expense. Operating EBITDA  Operating income before 
total reported state and federal income tax expense plus depreciation and amortization expense. Note: Numbers are adjusted to exclude interest, principal payments, and 
amortization on utility tariff bonds. Numbers may not add due to rounding. 
Source: Company reports and Fitch Ratings. 
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