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Response to People of the State of lllinois’
First Set of Data Requests to ICC Staff
Docket No. 08-0312
Response of Staff Witness Struck

ICC Person Responsible: Scott A. Struck
Title: Supervisor, Accounting Department
Business Address: lllinois Commerce Commission
527 East Capitol Avenue
Springfield, IL 62701
Business Phone: (217) 782-2335

Data Request AG (DJE) 2.2:

Referring to Staff Exhibit 1.0, Page 5, Lines 100-104, please provide examples of
electric utilities in lllinois, other than ComEd, that made changes to their accounting
practices in the years 1999 — 2006. The response should identify the companies and
describe the changes to their accounting practices.

Response:

Mr. Struck has not performed a study to identify all of the changes lllinois electric utilities
have made to their accounting practices in the years 1999 — 2006. However, Mr. Struck
is aware that, for example, each year, utility companies generally disclose significant
accounting changes in the notes to their financial statements. The Attachment to this
response presents examples of this from the Notes to Financial Statements section of
lllinois Power Company’'s FERC Form 1 for the years 2003 through 20086.
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principally from the reversal of allowance for funds used during construction, that is, equity and temporary differences related to property and plant
acquired before 1976, that wers unrecognized temporary differences prior to the adoption of SFAS No. 1089.

Investment tax credity used on tax returns for prior years have been deferrad for book purposes; they are being amorized over the useful lives
of the related properties. Deferrad income taxes were recorded on the temporary difference represented by the deferred investment tax credits and a
corresponding reguiatory Hability. This recognizes the expected reduction in rate revenus for fulure lower income taxes associated with the
amortization of the invesiment tax credits. See Note 12 - Income Taxes.

Minority Interest and Preferrad Dividends of Subsidiarles

For the years ended December 31, 2008, 2005, and 2004, Ameren had minority interest expense related to EEI of $27 million, $3 million and $4
million, respactively, and preferred dividends of subsidiaries of $11 million, $13 million, and $11 million, respectively.

Earnlngs Per Share

There were no material differances between Ameren’s basic and diluted eamings per share amounts in 2006, 2005, and 2004 due to an
immaterlal number of stack options, restricted stock sharas, and performance share units oulstanding. The assumed stock option conversions
increased the number of shares outstanding n the diluted sarnings per share calculation by 38,438 shares in 2006, 65,917 shares.in 2005, and
196,709 shares In 2004.

éccountlng Changes and Other MntteD

‘FASB Interpretation No. 48, Accounting for Uncertainty in income Taxes (FIN 48)

FIN'48 establishes that the financial statement effecls of a fax position faken or expected to be taken in a tax relurn are to be recognized in the
financlal statements when it is more likely than not, based on the technical merits, that the position will be sustained upon examination. In addition,
FIN 48 requires expanded disclosure with respsct to the uncertainty in income taxes and is effective as of the beginning of our 2007 fiscal year. We
are still in the process of detarmining the impact the adoption of FIN 48 will have on our results of operations, financial position, and liquidity;
however, at this time, we do not expect the impact of the adoplion to be material.

SFAS No. 157, Felr Value Measurements

In September 20086, the FASB Issued SFAS No. 157, which defines fair value, establishes a framework for measuring fair value, and expands
disclosures about fair value measurements. SFAS No. 157 clarifies that fair value is a market-based measurement that should be dstermined based
on the assumplions that market pariicipants would use in pricing an asset or liability. This standard is effective as of the beginning of our 2008 fiscal
year. We are silll determining the Impact the adoption of SFAS No. 157 wil have on our results of operations, financial position, and fiquidity, if any,
howaver, at this fime, we do not expect the impact to be matarial.

SFAS No. 156, Employers’ Accounlmg for Dafined Benefit Pension and Other Postrefirement Flans, an amendment of FASB Statements No. 87, 88,
1 06 and 132(R)

In September 2008, the FASB issusd SFAS No. 158, which requires employsrs o recognize the overfunded or underfunded positions of
defined benefit postretirement plans, including pension plans, as an asset or liability in thelr balance sheets. Employers must recognize as a
component of OC|, net of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as components
of net periodic banefit cost. SFAS No. 158 also réquires additional disclosures in the notes to the financial statements. The racognilion and
disclosure provisions of SFAS No. 158 were affective for us as of Decembar 31, 2005. To the extent we determined that it is probable thal the
liabliities associated with the adoption of SFAS No. 158 will be recoverable through rates charged by Ameren's rale-regulated businesses (UE, CIPS,
CILCO and IP), a regulatory asset was recorded. See Note 10 — Retirement Benefits for additlonal information on the impact of the adoption of SFAS

" No. 158 at December 31, 20086.

Stalf Accounting Bulletin No. 108, Considering the Effects of Prior-Year Misstatements When Quantifying Misstatements in Current Year Financlal
Statements (SAB 108)

[FERC FORM NO. 1 (ED. 12-88)_ Page 123.8 ]
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‘In September 2008, the SEC staff issued SAB 108, which provides interpretive guidance on how regisirants shouid quantify misstatements
when evaluating the materialily of financial stalement errors. SAB 108 requires public companies fo use a dual approach to assess the quantitative
effects of financial misstatements. The dual 4pproach Includes both an income statément-focused assessment and a balance sheet-focused
assessment. SAB 108 also provides transifion accounting and disclosure guidance for situations in which a material error existed in prior-period
financial statements, allowing companies to restale prior-pericd financial stataments or recognlze the cumulative effact of initially applying SAB 108
through an adjustment to beginning retained earnings in the year of adoption. SAB 108 was effective as of December 31, 2006.

Prior to 2000, we concluded that UE's unbilled revenue was understated and-CIPS' unbilled revenue was overstated by a similar amount. We
previously concluded that these differences were immaterial to the financial statements of UE and CIPS for all years subsequent to 2000. In
connection with our application of SAB 108, we recorded a decrease fo CIPS' unbilied revenue of $12 milllon as an adjustment lo retained earnings.
Additionally, we concluded the UE unbiiled revenue difference was immaterial to its 2006 financlal statements, and accordingly wa recorded an
increase to UE's unbilled revenus of $12 milion in the fourth quarter of 2006 as an increase in operafing revenues. The adoption of SAB 108 had no
impact on Ameren's consolidated results of operations, financlal posilion, or liquidity.

SFAS No. 143, Accounting for Assat Retirement Ohligations and FIN 47, Accounting for Conditfonal Asset Retirement Obligations

SFAS No, 143 requires us to record the estimated fair value of legal obligations assoclated with the retirement of tanglble long-lived assels in
the-pariod in which the liabilities are Incurred and to capilalize a corresponding amount as part of the book value of the relatad long-lived asset. In
subsequent periods, we are required to make adjustments in AROs based on changes in estimated fair value. Corresponding increases In asset
book values are depreciated over the remaining useful life of the related asset. Uncertainties as to the probability, fiming or amount of cash flows
assoclated with AROs affect our estimates of fair value. Upon adoption of SFAS No. 143, UE recorded AROs related to its Callaway nuclsar plant
decommissioning costs and refirement costs for a river structure. Additionally, Genco recoidad an AR for the relirement costs for a power plant ash
pond. CILGORP and CILCO recorded AROs related to AERG power plant ash ponds.

FiN 47 clarified that an entity must racognize & liability for the fair value of a conditional ARO when if is incurred if the liability’s fair value can be
reasonably estimaled. FIN 47 also specified the Information an enlity would need to reasonably esilmate the fair value of an ARO. In 2005, Ameren,
Genco, CILCORP, and CILCO recognized net aftertax losses of $22 million, $16 million, $2 million, and $2 milllon, respectivaly, for the cumulalive

effct of a change in accounting princlple for FIN 47. Upon adoption of FIN 47, Ameren, UE, Genco, CILCORP, and CILCO recordsd AROs for
retirement costs associated with asbestos removal, ash ponds, and river structures. in addition, Ameren, UE, CIPS, and IP recorded AROs for the
~ disposal of certain transformers.

Asset removal costs accrued by our rate-regulated operations, that do not constituts legal obligalions.are classified as a regulatory liability. See
Note 3 - Rate and Regulatory Malters.

The following table provides a reconciliation of the bsginning and ending carrying amount of AROs for the years 2006 and 2005:

» . CILCORP/
Ameran (8)(b) vE{D) ciPs Genco ¢ILCO P
Balance at Dacembar 31, 2004 $ 443 3 A $ - 3 4 $ 8 $ -
Acoretion In 2005(C} 28 23 - -2 i
Changs i eslimates(d) 2 {42) - - - .
Adoption of FIN 47 84 54 2 28 4 2
Balance at Dascember 31, 2005 523 466 2 K 13 2
Liabilities Incurred ‘ 1 - - () (s} -
Liabilities settied @ {e} - B -] {e) -
Accretion In 2006(c} 2 26 (e) 2 1 {®
Change In estimates 2 {1) - 1 3 -
Ealance al December 31, 2006 $ 553 $ 4 $ 2 $ 3 § 17 § 2

{a) Ameren amounts do not equal fotal due to AROs at EEL ’

(b} The nuclear decommissioning trust fund assets of §285° millton amd $250 million as of December 31, 2008 and 2005, respectively, are rasticted for decommiseloning of the
Callaway nuclear plant.

{c) Substantially ali aceretion expanse wis recorded as an increase to ragulalory assefs.

(d) Revislon of UE's Callaway nuctear plant ARD salmata.

(e) Lesathan $1 million.

If FIN 47 had been in effact as 'of Decamber 31, 2004, the pro forma asset refirement obligations would hava been $518 million, $462 million, $2
|FERC FORM NO. 1 (ED. 12-88) Page 123.9 , |
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million, $32 million, $12 miflion, $12 million and $2 million for Ameren, UE, CIPS, Genco, CILCORP, CILCO and IP, respectively. If FIN 47 had been

applied for the years ended December 31, 2005 and 2004, Ameren's, Genco's, CILCORP's and CILGO's net income would have been lower by $2
million, $1 million, less than $1 milllon, and less than $1 million, respectively, in each year. The FIN 47 application would have reduced Ameren's
baslc and diluted earnings per share $0.01 per share in each of these two years. The adoplion of FIN 47 did not have any income statement impact
on UE, CIPS, or [P because.a regulatory agset was recorded as an offsel to the AROs and the related net capitalized asset retirement costs.

Varlable-interest Entitles

According lo FIN 48R, "Variable-interest Entities,” an entity is considerad a variabls-interest entity (VIE) if it does not have sufficient equity to

finance its aclivities without assistance from variable interest holders, or if its equity investors lack any of the following characteristics of a controlling

financial interest. contro} through veting rights, the obligation to absorb expected losses, or the right to raceive expected residual retums. We have
determined that the following significant VIEs were held by the Ameren Companies at December 31, 2006

Tolling agresment. CILCO has & variable interast in Medina Valley through a tolling agresment to purchase steam, chilled water, and electricity.
We have concluded that CILCO is not the primary beneficiary of Medina Valley. Accordingly, CILCO does not consolidate Medina Valley. The
maximum exposure to 10ss as a result of this variable interest in the folling agreement is not material,

Leveragad lease and afforgable housing parfnership investments. Ameren and UE have investments in leveraged |ease and affordable housing
partnership arrangements that are variable interests. We have concluded that Ameren and UE are nol primary beneficiaries of any of the VIEs
related fo these investments. The maximum exposure fo l0ss as a result of these variable interests is limited to the invesiments in these
arrangaments. At December 31, 2008, Amaren had a net investment in lsveraged leases of $13 million. At December 31, 2008, Ameren and UE
had investments in affordable housing partnerships of $21 miliion and $17 million, respectively.

IP SPT. Amaren acquired a variable interest in IP SPT with the acquisition of IP on September 30, 2004. |P has a variable Inferest in IP SPT,
which was established in 1998 to issue TFNs. IP has indemnified and is liable to IP SPT if IP does not bill the applicable charges to its
customers on behalf of IP SPT or if it doss ot remit the collection to IP SPT; howsver, the nots holders are considered the primary bansficiaries
of this special-purpose trust. Accordingly, Ameren and [P do not consolidate IP SPT.

NOTE 2 - ACQUISITIONS

IP and EEl

= - On September 30, 2004, Ameren completed the acquisition of all the common etock and 662 ‘924 shares of prefemred stock of IP and an
additional 20% ownership Interest in EE from subsidiaries of Dynegy. Ameren acquirad IP to complement ils exlstlng llinols gas and sleclric

operalions. With the acquisition, IP became an Ameren subsidiary operafing as Ameren|P.

The tolal transaction value was $2.3 billion, including the assumption of $1.8 billion of IP debt and preferred stock. Cash consideration was

$429 million, net of $51 million cash acquired, and included transaction costs. In addition, this transaction included a fixed-price capacity power
supply agreement for IP’s annual purchase in 2005 and 2006 of 2,800 megawatts of electricity from DYPM. This agreement met about 70% of IP's
alaclric customer requirements during 2005 and 2006. The remaining 30% of IP's power was supplied by other companies through contrects and
open-market purchases. The falr value of IP's powsr supply agresments, including the fixed-price capacity powsr supply agreement with DYPM
recorded at the acquisition date, resulted in a net liability of $109 million, which was fully amortized by December 31, 2008. In addilion, IP recorded a
fair value adjustment, resulling in a net asset of $20 mililon, which was fully amortized by December 31, 2005, for IP's power supply agreement with
EE| that explred at the end of 2005. Ameren funded this acquisition with the Issuance of new Ameren common stock. Ameren issued an aggregate of
30 million common shares in February 2004 and July 2004, which generated net procesds of $1.3 billion. Proceeds from these issuances were used
to finance the cash portion of the purchase prics, to reduce IP debt assumed in this transaction, and to pay related premiums.

Ameren acquired IP for $355 million, Including transaction costs, plus the assumption of $1.8 biion of IP debt and preferred stock. The excess

of the purchase price for IP's common stock and preferred stock over net assets acquired was allocated to goodwill in the amount of $326 million,
The portion of the iotal transaction value attributable to Ameren’s acquisition of Dynegy's 20% ownership interestin EEI now held by Development
Company was $125 million. The excess of purchase price over fair value was allocated to geodwill in the amount of $66 million in addition to
specifically identifiable intangible assets of $48 million comprising emission allowances, which are amortized as they are used.

CT Facilitles Purchases

[FERC FORM NO. 1 (ED. 12-88) Page 123.10 ]
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{a) Excludes amounts for IP before the acquisition date of Seplambar 30, 2004; excludas amaunts for CILCORP and CILCO before the acquisiiion date of Janvary 31, 2003.

{b}  The 2003 amount includes January 2003 predecessor Information, which was $2 mitlion.

(c)  With the excaption of taxes raflected on CILCO customar bllis issuad prior fo October 27, 2003, excise taxes at CILCO are recorded as tax collactions payable and are Includad on
the Consolidated Balance Shest ag Other Curment Liabillties.

(d) The 2003 amount represents pradecessor information, The 2004 amount includes January through Saptember 2004 predecessor Information, which was 330 milllors,

Income Taxes

Ameren uses an assst and liability approach for its financial accounting and reporting of income taxes, in accordance with the provisions of
SFAS No. 108 “Accounting for Income Taxes.” Deferred tax assets and liabililles are recognized for transactions that are treated differently for
financial reporling and tax return purposes. These deferred tax assels and liabililies are determined by statutory tax rates.

Wa recognize that regulators will probably reduce future revenues for deferred tax liabilities inilially recorded at rates in excass of the current
statufory rate. Therefore, reductions in the deferred tax liability, which were recorded due to decreases In the stalutory rate, were credited to a
regulatory liability. A regulatory asset has been established to recognize the probable fulure recovary In rales of future income taxes resulling
principally from the reversal of allowancs for funds used during construction — equity and temporary differences relatad to property, plant and
aquipment acquired before 1976, which were unrecognized temporary differences prior fo the adoplion of SFAS No. 108.

tnvestmaent tax credits used on tax returns of prior yaars have been defemed for book purposes; they are bsing amortized over the useful lives
of {he ralated proparties. Deferred Income taxes were recorded on tha lemporary difference reprasented by the deferred investment tax credits and &
corresponding regulalory liability. This recognizes the expected reduction in rate revenue for future lower income taxes assoclated with the
amortization of the investment tax credits. See Note 13 - Income Taxas for the treatment of IP's unamortized investment tax cradils and deferred tax
{|abilities upon the acquisition of IP by Ameren, :

Mlnorlty interest and Preferred Dividends of Subsidiaries

For the years endad December 31, 2005, 2004, and 2003, Ameren had minority interest expense relaled to EE| of $3 million, $4 milllon and $7
million, respectively, and preferred dividends of subsidiaries of $13 million, $11 million, and $11 million, respectively.

Earnings Per Share
There were no material differences between Ameren's baslc and diluted earnings per share amounts in 2005, 2004, and 2003. The assumed

stock option convarsions increased the number of shares outstanding in the diluted earnings per share calculation by 65,917 shares in 2005,
. 196,709 shares in 2004, and 289,244 shares In 2003,

( Accounting Changes and Other Matters

SFAS No.143 - "Accounting for Asset Relirement Obligations” end FIN 47 - "Accounting for Conditional Asset Reflrement Obligalions”

We adopted the provisions of SFAS No. 143 and FIN 47, effective January 1, 2003, and Dacember 31, 20085, respectively. SFAS No. 143
provides the accounting requirements for AROs assoclated wilh tangible, long-lived assets. SFAS No. 143 requlres us to record the estimated fair
value of legal obligations assoclated with the retirement of langible long-lived assets in the perlod in which the ligbllities are incurred and to capltalize
a comesponding amount as part of the book value of the related long-lived esset. In subsequent periods, we are required to make adjustments in
ARGs based on changes In eslimated fair value. Corresponding increases [n asset book values are dapreciated over the remaining useful life of the
related asset. Uncertainties as to the probabiity, timing or amount of cash flows associated with AROs affect our estimates of fair value.

FIN 47 clarified that an entity must recognize a liability for the fair value of & conditional ARQ when itis incurred if the liability's fair value can be
reasonably esiimated. FIN 47 also spemf iad the information an entily would need to reasonably estimate the fair value of an ARQ.

in 2005, Ameren, Genco, CILCORP, and CILCO recognized net aﬂerlax losses of $22 miilion, $16 million, $2 million, and $2 million,
respectively, for the cumulative effect of a changs in accounting principle for FIN 47. Upon adoption of FIN 47, Ameren, UE, Genco, CILCORP, and
CiLCO recorded AROs for retirement cosls associaied with asbestos removal, ash ponds, and river structures. In addition, Ameren, UE, CIPS, and
IP recorded AROs for the disposal of certain transformers.

(FERC FORM NO. 1 {ED. 12-88) . Page1237 ]
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Upon adoption of SFAS No. 143, Ameren and Genco recognized a nat aftertax gain of $18 millien in 2003 for the cumulalive sffect of a change
in accounting principls. Prior to Ameran's acquisition of CILCORP, predecessor CILCORP and CILEO recognized a net aftertax gain in 2003 of $4
million and $24 million, respectively, for the cumutative effect of a change in accounling principle. The gains recorded by Ameren, Genco,
pradecessor CILCORP, and CILCO were due {o {he elimination of costs of removal for non-rate-regulated assets previously accrued as a component
of accumulated depreciation that were not & legal obligation. In addilion, in accordance with SFAS No. 143, estimated net future removal costs
associated with Ameren’s, UE's, CIPS', GILCORP’s and CILCO's rate-fegulated operations that had previously been embedded in accumulated
depreciation were roclassified as a regulatory |Iablhty Upon adoplion of SFAS No. 143, UE recorded AROs related to its Callaway nuclear pfant
decommissioning costs and retirement costs for a river structure. Addltionally, Genco recorded an ARQ for the refirement costs for a power plant ash
pond. CIL.CORP and CILCO recorded AROs related to AERG power plant ash ponds.

Before Ameren's acqu&smon of IP, predecessor IP racogmzed a net afterlax loss upon adoption of SFAS No. 143 of $2 million for the cumulalive -
affact of a ¢hange in accounting principle.

The following fatle provides a reconciliation of the beginning and ending carrylng amouril of AROs. for the years 2005 and 2004;

Ameren (@}B)  -yE(b) cips Genco CILCORP! P -
Balance at December 31, 2003 $ 418 $ 408 $ - § 4 $ 6 $ 1
Accretion in 2004 (¢) 23 23 - (d) 1 {d)
Selifed In 2004 - - - - . {1)
Changa in estimale 2 - ‘. - 2 -
Balance at December 31, 2004 443 431 - 4 8
Accretion In 2005 {¢) 8 2 - 2 1 -
Change In estimate(®) ' {42) {42) - . . -
Adoplion of FIN 47 94 54 2 28 4 2
Salance at December 31, 2005 $ 623 § 486 § 2 $ 3 $§ 13 $ 2

{a) Ameren amounts may not equat tolal dus fo AROs at EEI,

(o) Tha nuclear decomméssloning frust fund assets of $250 million and $235 million a5 of Decamber 31, 2005 and 2004, respeciively, ate resiriclad for decormissioning of the
Callaway nuclear plant, ]

(c) Substantially all accretion expense was recorded 8 an increass to regulatory assels.

(d) Less than $1 million. )

(e} Revision of UE's Gallaway nuctsar plant ARQ estimate.

7 The follomng table shows what our AROs would have bean if FIN 47 had baen in effect in 2003 and 2004:
Pro Forma Asset Retirament Obligation

CILCORP/
Ameren UE CIPS Genco CILGO P
January 1, 2003 $ 508 § 457 $ 2 $ 0 § 1 8 2
December 31, 2003 513 459 2 30 12 2
December 31, 2004 518 - 462 2 3z . 12 2

If FIN 47 had been applied for the years ended December 31, 2005, 2004, and 2003, Ameren's, Genco's, CILCORP's and CILCC's net income
would have been lower by $2 millian, $1 million, less than $1 million, and less than $1 million, respeclively, in each year. The FIN 47 application
- would have reduced Ameren's basic and diluted EPS $0.01 per share in each of these three years. The adoption of FIN 47 did not have any income
statement impact on UE, CIPS, or IP bacauae a regulatory asset was recorded as an offset to the AROs and the related net capitalized asset
retirement costs.

SFAS No. 153 - “Exchanges of Nonmonetary Assets - an amendment of APB Opinion No, 29"

In December 2004, the FASB issyed SFAS No. 153, which amends APB Oplinion No, 29 to require the accounting at falr value for nonmonetary
exchanges with commercial substance. The Amaren Companies were requirad to apply the provisions of SFAS No. 153 prospectively to lransactions
~ occurring after July 1, 2005, During the third quarter of 2005, Ameren, UE and Genco had nohmonetary emission allowance swaps that were

accounted for at fair value under SFAS No. 153, As a result, Genco recorded a gain equal to the difference batwaen the fair value of allowances
received |ess the book value of allowances-exchanged. The gain was recorded as a $21 million {pretax) reduction to fuel expense and an increase to
olher assefs. UE recorded an increase o other assels and reguiatory liabillties of $63 million.

[FERC FORM NO. 1 (ED. 12-88) ' Pagé 123.8 |
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FIN 46 - "Consofidation of Variable-interast Enﬁtias"
In January 2003, the FASB issued FIN 46, which changed the consolidation requirements for special-purpose entities (SPEs) and
non-spacial-purpose enlities (non-SPEs)

that meet the crileria for designation as variable-interest entifies (VIEs). In December 2003, the FASE revised FIN 46 (FIN 46R) to clarify certain
aspecls of FIN 46 and fo modify the effective dates of the new guidance. FIN 46R piovides guidance on the accounting for entities that are controlled
through means other than voting rights by another entity. FIN 46R requires a VIE ta be consolidated by & company if that company Is designated as
the primary bensficiary. : .

The Ameren Companles do not have any interests in entities that are considered SPEs, other than IP's investment in IP LLC. FIN 46R was
effective on March 31, 2004, for any interests the Ameren Companies held in non-SPEs. The adoption of FIN 46R did not have a material impact on
the consolidated financial statements of the Ameran Companles. We have determined that the follow!ng significant variable-interest entities are held
‘by the Ameren Companies:

=  EEl Ameren has an 80% ownership interest in EEI through UE’s 40% Interest and Development Company’s 40% interest. Under the FIN 46R
model, Ameren, UE, and Development Company have a veriable interest in EE1, and Ameren is the primary beneficiary. Accordingly, Ameren
continues fo consolidate EEI, and UE cenfinues to account for its investmant in EEI under the equity method, The maximum exposure to [oss as
aresult of (hess varlable interests in EE| s limited to Ameren's, UE's, and Development Company's equity investments in EEI.

e Tolling agreement. CILCO has a variable interest in Medina Valley through a folfing agreement to purchase steam, chilled water, and alectricily.

" We have concluded that CILCO Is not the primary beneficiary of Medina Valley. Accordingly, CILCO does not consolldate Medina Valley. The
maximum exposure 1o loss as a result of this variable interest in the tolling agreement Is not material.

s lLeveraged lease and affordable housing parinership invastments. Ameren, UE, CILCORP and CILCO have Invesiments in laveraged lease and
affordable housing parinership arrangements that are variable inferests. We have concluded that none of these companies is a primary
beneficlary of any of the VIEs related to these Invesiments. The maximum exposure 1o loss as a result of these variable interests Is limited to
the Investments in these arrangements, At December 31, 2005, Ameren, CILCORP, and CILCO had nef investments in leveraged leases of $50
miition, $24 milfion, and $21 million, respectively. At December 31, 2005, Ameren and UE had invesiments In affordable housing parinerships of
$16 million and $10 million, respectively, after CILCORP transferred its housing Inferests to Union Electric Davalopment Corporation {a UE.
subsidiary) In 20085.

~x [P SPT: Ameron aequired ovarlable inferest in 1P PT with the acquisition ¢f I on Soptamber 39, 2004, IP has a varlable interost i IP SPT,

which was established in 1998 to Issue TFNs. IP has indemnifisd and is lable to P SPT if IP does not bill the applicable charges fo its

customers on behalf of IP SPT or if it does not remit the collection to IP SPT; however, the note holders are considered the primary beneficiaries
of this special-purpose trust. Aecordingly, Ameren and 1P do not consoildate IP SPT. '

F8P SFAS No. 106-1 and FSP SFAS No, 106-2 - “Accounting and Disclosure Requirements Relafed o the Madicare Presaﬂpﬂon Drug,
Improvement and Modemization Act of 2003*

On December 8, 2003, the Medicare Prescriplion Drug, Improvement and Modernization Act of 2003 (the Medicare Prescription Drug Act)

- became law. The Medicare Prescription Drug Act introduced a prescription drug benefit for reliress under Medicare as well as a federal subsidy for
sponsors of reliree health cara benefit plans thet provide a benefit that is at least actuarially equivalent to the Medicare’ prescription drug benefit,
Through its postretirement benefit plans, Ameren provides retirees with prescription drug covarage that we believe is acluarially equivalent fo the
Medicare prescription drug benefit. In January 2004, the FASB issued FSP SFAS 106-1, which permilted a plan sponsor of a posiretirement health
care plan that provides a prescription drug banefit to make a one-fime election to defer ihe accounting for the effects of the Medmare Prescription
Drug Act. We made this one-lims election allowed by FSP SFAS 108-1, '

In May 2004, the FASB issued FSP SFAS 106-2, which supersedsd FSP SFAS 108-1. FSP SFAS 106-2 provides guidance on accounting for
the effects of the Medicare Prescription Drug Act for employers whose prescription drug benefits are actuarially equivalent to the drug benefit under
Madicare Part D, Ameren etected to adopt FSP SFAS 106-2-during the second quarter ended June 30, 2004, refroacliva to January 1, 2004, See
Note 11 ~ Retirement Benefits for additional information ¢n the impact of adoption of FSP SFAS 106-2. )

Pradecessor IP's adoption of FSP SFAS 106-2 on July 1, 2004, had no impact on IP's results of operations, financial posilion, or liquidily
because Its drug benefit was not acluerlally equivalent to the drug benefit under Medicare
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presentad for any of the other Ameren Companies.

( Accounting Changes and Other Matt@

SFAS No.143 - "Accounting for Asset Retirernent Obligatibns”

We adopted the provisions of SFAS No. 143, effective January 1, 2003. SFAS No. 143 provides the accounting
requirements for asset retirement obligations associated with tangible, long-lived assets. SFAS No. 143 requires us to
record the estimated fair value of legal obligations associated with the retirement of tangible long-lived assets in the period
in which the liabilities are incurred and to capitalizé a corresponding amount as part of the book value of the refated
long-lived asset. In subsequent periods, we are requu'ed to make adjustments in asset retirement obligations based on
changes in estimatad fair value. Corresponding increases in asset book values are depreciated over the remaining ussful
life of the related asset. Uncertainties as to the probability, timing or amount of cash flows associated with an asset
retirement obligation affect our estimates of fair value.

Upon adoption of the standard, Ameren and Genco recognized a net after-tax gain of $18 million in the first quarter of
2003 for the cumulative effect of change in accounting principle. Prior to Ameren’s acquisition of CILCORP, predecessor -
CILCORP and CILCO recognized a net after-tax gain in 2003 of $4 million and $24 million, respectively, for the cumulative
effect of change in accounting principle. In addition, in accordance with SFAS No. 143, estimated net future removal costs
associated with Ameren’s, UE's, CIPS’, CILCORP’s and CILCO's rate-regulated operations that had previously been
embedded in accumulated deprecratlon were reclassified as a ragulatory liability.

Prior to Ameren’s acquisition of IP, predecessor [P recognized a net afier-tax loss upon adoption of SFAS No. 143 of
$2 million for the cumulative effect of change in accounting principle. At January 1, 2004, IP's asset retirement cbligation
liability totaled $1 million for obligations under an operating iease. This asset retirement obligation related to the
dismantling of the generation plant and remediation of the plant sité at Tilton, Ilinois, which [P had leased to DMG. In July
2004, IP sold the Tilton assets to DMG and eliminated the related asset retirement obligation liability as part of the
accounting for that transaction. Thus, IP had no asset retirement obligation liabilities recorded at December 31, 2004.

Upon adoption of SFAS No. 143, UE recorded asset retirement obligations related to UE's Callaway nuclear plant
decommissioning costs and to retirement costs for a UE river structure. Additionally, Genco recorded an asset retirement
obligation for the retirement costs for a Genco-power plant ash pond. CILCORP and CILCO recorded asset retirement
obligations refated to CILCO's power plant ash ponds (now owned by AERG).

¢ e Assetrefirement obligations at Ameren.and UE increased by $24 million for the year ended December 31, 2004, o
reflect the accretion of abligations to their present value. Increases to Gencg's, CILCORP's and CILCQ's assef retirement
obligations due to accretion were immaterial during this period. Substantially all of this accretion was recorded as an
increase to regulatory assets. Additionally, Ameren and CILCO’s asset retirement obligations increased by approximately
$2 million during the year ended December 31, 2004, due to revisions in estimated future cash flows to retire CILCO's ash
ponds.

In addition fo those obligations that have been identified and valued, we determined that certain other asset retirement
obligations exist. However, we were unable to estimate the fair value-of those obligations because the probability, timing,
or ¢ash flows associated with the obligations were indeterminable. We do not balieve that these obligations, when
incurred, will have a material adverse impact on our results of operations, financial position, or quidity.

The fair value of the nuclear decommissioning trust fund for UE’s Callaway nuclear plant is reported in Nuclear
Decommissioning Trust Fund in Ameren’s and UE’s Consolidated Balance Sheets. This amount is legally restricted: It may
be used only to fund the costs of nuclear decommissioning. Changes in the fair value of the trust fund are recorded as an
increase or decrease to the regulatory asset recorded in connection with the adoption of SFAS No. 143, ‘

In June 2004, the FASB issued an exposure draft on a proposed interpretation of SFAS No. 143. The FASB s
expected to issue a flnal interpretation in the first quarter of 2005. Under the interpretation, a legal obligation to perform an
asset retirement activity that is conditional on a future event is within the scope of SFAS No. 143. Accordingly, an entity
would be required to recognize a Hability for the fair value of an asset retirement obligation that is conditional on a future
event if the liability's fair value can be estimated reasonably. The exposure draft provides examples of conditional asset -
retirement obligations that may need to be recognized under the provisions of the interpretation, including asbestos
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removal. This proposed interpretation could require accrual of additionai liabilities by Ameren and its subsidiaries and
could result in increased expense, which, while not yet quantified, could be material. This proposed inferpretation would be

effective for us no iater than December 31, 2005, if issted in its current form.
FiN No. 46 — "Consolidation Qf Variable-interest Entities”

In January 2003, the FASE issued FIN No. 46, which changed the consolidation requirements for special-purpose
entitlies (SPES) and non-special-purpose entities {non-SPEs) that meet the criteria for designation as variable-interest
entities (VIEs). In December 2003, the FASB revised FIN No. 46 (FIN No. 46R) to clarify certain aspects of FIN No. 46 and
to medify the effective dates of the new guidance. FIN No. 46R provides guidance on the accounting for entities that are
controllad through means other than voting rights by another antity. FIN No. 46R requires a VIE to be consolidated by a
company if that company is designated as the primary beneficiary.

The Ameren Companies do not have any interests in entities that are considerad SPEs, other than IP's investment in
IP LLC. FIN No. 46R was effective on March 31, 2004, for any interssts the Ameren Companies held in non-SPEs. The
adoption of FIN No. 46R did not have a material impact on the consolidated financial statements of the Ameren
Companies. However, in connection with the adoption of FIN No. 46R, we have determined that the following significant
variable-interests are held by the Ameren Companies:

» EE! Ameren has an 80% ownarship interest in EEI through UE's 40% interest and Resources Company's 40%
interest. Under the FIN No. 46R model, Ameren, UE, and Resources Company have a variable-interest in EEIl, and
Ameren is the primary beneficiary. Accordingly, Ameren will continue to consolidate EE!, and UE will continue to
account for its investment in EE| under the equity method of accounting. The maximum exposure to loss as a result of
these variable-interests in EEI is limited to Ameren’s, UE’s, and Resources Company’s equity investments in EEI. .

+ Toliing agresment. CILCO has a variable-interest in Medina Valley through a tolling agreement to purchase steam,
chilled water, and slectricity. We have conciuded that CILCO is not the primary beneficiary of Medina Valtey.
Accordingly, CILCO does not consolidate Medina Vatley. The maximum exposure to loss as a result of this
variable-interast in the tolling agreement is not material.

» Leveraged lease and affordable housing partnership investments. Ameren, UE and CILCORP have investments in
laveraged lease and affordable housing partnership arrangements that are variable-inferests. We have concluded that
none of these compantes Is a primary beneficiary of any of the VIEs related to these investments. The maximum
exposure fo loss as a result of these variable-interests is limited to the invastients in these arrangements. At :

-Dacember 31,2004, Amoren and CILCORDP had net investmenis in levaraged loasss of $140 million and $113 msillion,
respectively. At December 31, 2004, Ameren, UE, and CILCORP had investments in affordable housing parinershlps
of $19 million, $6 million, and $7 miliion, respecttvely

* IP SPT. Ameren acquu'ed a variable-interest in IP SPT with the acquisition of IP on September 30,2004, IP has a
variable-interest in 1P SPT, which was established in 1998 to issue TFNs. IP has indemnified and is liable to IP SPT if
IP does not bill the- appllcable chargas to its customers on behalf of IP SPT or if it does not remit the collection to IP

-SPT; howsver, the note holders are considered the pnmary beneficiaries of this special-purpose trust. Accordingly,
- Ameren and IP do not consolidate IP SPT. .

FASB Staff Position SFAS No. 106-1 and FASB Staff Position SFAS No. 106-2 — "Accounting and Disclosure
Reguirements Related to the Medicare Prescription Drug, improvement and Modernization Act of 2003"

On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the Medicare
Prescription Drug Act) became law. The Medicare Prescription Drug Act introduced a prescription drug benefit for retirees
under Medicare as well as a federal subsidy for sponsors of retiree health care benefit plans that provide a benefit that is
at least actuarially equivalent to the Madicare prescription drug benefit. Through Its postrefirement benefit plans, Ameren
provides retirees with prescription drug coverage that we believe is actuarially equivalent to the Medicare prescription drug
benefit. In January 2004, the FASB issued FSP SFAS 106-1, which permitted a plan sponsor of a postretirement heaith
care plan that provides a prescription drug benefit to make a one-time election to defer the accounting for the effects of the
Medicare Prescription Drug Act. We made this one-time election allowed by FSP SFAS 106-1.

In May 2004, the FASB issued FSP SFAS 106-2, which superseded FSP SFAS 106-1. FSP SFAS 108-2 provides
guidance on accounting for the effects of the Medicare Prescription Drug Act for employers whose prescription drug
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benefits are actuarially equivalent to the drug benefit under Medicare Part D. Ameren elected to adopt FSP SFAS 106-2
during the second quarter ended June 30, 2004, retroactive {o January 1, 2004. See Note 11 — Retirement Benefits for
additional information on the impact of adoption of: FSP SFAS 106-2, -

Predecessor IP's adoption of FSP SFAS 106-2 on July 1, 2004, had no impact on 1P's results of operations, financial
position or liguidity because its drug benefit was not actuarially equivalent to the drug benefit under Medicare Part D.

EITF Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain investments”

In March 2004, the EITF reached a consensus on EITF Issue No. 03-1, which provides guidance on evaluating

_ whether an investment is other-than-temporarily impaired. The recognition and measurement provisions of EITF 03-1,
which were to be effective for periods beginning after June 18, 2004, were delayed by the issuance of FSP EITF 03-1,
*Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, ‘The Meaning of Other-Than-Temporary impairment and Its
Application to Certain (nvestments,’ * in September 2004. During the period of delay, we will continue to evaluate aur
investments, which primarily constitute our Nuclear Decommissioning Trust Fund, as required by existing authoritative
guidance,

NOTE 2 - ACQUISITIONS

IP and EEI

On September 30, 2004, Ameren completed the acquisition of all the common stock and 662,924 shares of preferred
stock of IP (baged in Decatur, Ilinois) and an additional 20% ownership interest in EEI from Dynegy and its subsidiaries.
Ameren acquired IP to complement its existing linois gas and electric operations. The purchass included IP’s rate-
regulated electric and natural gas transmission and distribution business serving 600,000 electric and 415,000 gas
customers in areas contiguous to our existing lllinois utility service territories. With the achISitlon {P became an Ameren
subsidiary operating as Amaren|P. For a discussion of the regulatory agency approvals granted in connectlion with this
acquisition, see Note 3 — Rate and Regulatory Matters.

The total transaction value was $2.3 billion, including the assumption of $1.8 billion of IP debt and preferred stock and
- consideration, including transaction costs, of $443 miilion in cash, net of $51 million cash acquired. In February 2005,
Ameren recelved $5 million from Dynegy representing the final working capital adjustment pursuant to the terms of the

 stgek purchase agreetrient. Ameren placed $100 milich 6t the cash portiori of the purchase prics in a &hcyear escrow

account pending resolution of certain contingent environmental obligations of IP and other Dynegy affiliates for which
Ameren has been providad indemnification by Dynegy. See Note 156 ~ Commitments and Contingencies for information on
the IP environmental matter to which the indemnification and escrow applies. In addition, this transaction included a
fixed-price capacity power supply agreement for IP's annual purchase in 2005 and 2006 of 2,800 megawatts of electricity
from DYPM. The contract was marked to fair value at closing of the acquisition. This agreement is expected to supply
about 70% of IP's electric customer requirements during those two years. The remaining 30% of IP's power needs in 2006
and 2008 will be supplied by other companies. In the event that any of these suppliers are unable to supply the electricity
required by these agreements, [P would be forced to find alternative suppliers to meet its load requirements, thus exposing
itself to market price risk, which could have a material |mpact on Ameren’s and IP’s resuits of operatlons financial

position, or liquidity.

Ameren’s financing plan for funding this acquisition included the issuance of new Ameren common stock. Ameren
issued an aggregate of 30 million common shares in February 2004 and July 2004, which generated net proceeds of
$1.3 billlon. Proceeds from these issuances were used to finance the cash portion of the purchase price and to reduce IP
debt assumed as part of this transaction and to pay related premiums. See Note 6 — Long-term Debt and Equity
Financings for information on redemptions and repurchases of certain IP indebtedness after the acquisition.

The following table presents the estimated fair values of the assets acquired and fiabllities assumed at the date of
Ameren's acquisition of IP and the additional 20% ownership interest in EEl. Ameren is completing its valuations of the net
assets and liabilities of IP and EE acquired, including third-party valuations of property and plant, intangible assets,
pension and other postretirement benafit obligations, and contingent obligations. As a result, the allocation of the purchase
price is preliminary and subject to further adjustment. We expect to finalize purchase accounting in 2005, The fair value of
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compensation in the first quarter 2003 and are using the prospective method of transition as described under SFAS No. 148. Asa
resuit, a charge of approximately $0.2 million is reflected in other operating expenses for the year ended December 31, 2003. In 2001,
a charge of $0.6 million was incurred and recorded as compensation expense due to the extension of the exercise period and the
acceleration of vesting for certain stock options due to the early retirement and severance components of our corporate reorganization
as more fully discussed in Note 3 — #2001 Reorganization.” Pursuant to the Dynegy-Illinova merger, all stock options granted to our
employecs prior to the merger were converted to options to purchase Dynegy Class A common stock on a one-for-one basis.

Under the prospective method of transition, all stock options granted after January 1, 2003 are accounted for on a fair value basis.
Options granted prior to January 1, 2003 continue to be accounted for using the intrinsic value method. Accordingly, for options
gramed prlor to January 1, 2003, compensation expense is not reflected for employee stock options unless they were granted at an
exercise price lower than market value on the grant date. No in-the-money stock options have been granted to our employees since the
merger.

Had compensauoh cost for all stock options granted prior to 2003 been determined on a fair value basis consistent with SFAS No.
123, our net income would have approximated the following pro forma amounts for the years ended December 31, 2003, 2002 and
2001, respectively (millions of dollars).

2003 2002 2001
Reported net income ‘s 1170 $ 1607 $ 1662 .
Less: pro forma expense, net-of-tax 4.1 4.6 39
Pro forma net income 7 $ . 1129 ‘$ 156.1 $ 1623

The fair value of each option grant was estimated on the date of the grant using the Black-Scholes option-pricing model, with the
following weighted-average assumptions used for grant in 2003, 2002, and 2001 dividends per year of zero for 2003, $0.15 per share
“for 2002 and $0.30 per share for 2001; expected volatility of 89.6%, 74.3% and 46.4%, respectively; a risk-free interest rate of 3.9%,
4.2% and 4.3%, respectively; and an expected option life of 10 years for all periods.

_ SeeNote 11 - “Common Stock and Retained Earnings” for additional information.

( Aecounling Prlnciples ‘Adopfed
) SFAS No. 132 In December 2003 the FASB !eleased rev:sed SFAS No 132 “Employers Dlsclosures about Pensnons and Other
Postretirement Benefits.” The revised standard requires disclosures for pensions and other postrstirement benefit plans and replaces
existing pension disclosure requirements. We adopted the new disclosure raqulrements as of December 31, 2003, Please read Note 12

- “Pension and Other Benefits Costs” for additional information regarding our pension plans.

SFAS No. 143  In June 2001, the FASB issued SFAS No, 143, “Accounting for Asset Retirement Obligations.” SFAS No, 143,
which was adopted January 1, 2003, requires that the fair value of a liability for an asset retirement obligation be recognized in the

“period in which it is incurred with the associated assot retirement costs being capitalized as & part of the carrying amount of the
long-lived asset. SFAS No. 143 also includes disclosure requirements that provide a description of asset retirement obligations and
reconciliation of changes in the components of those obligations,

In order to ascertain whother a legal obligation eéxists associated with the retirement of our long-lived assets, we identified all
ficilities and their assets by functional classification. We reviewed those assets for obligations that may have resulted from enacted
laws, state and federal regulation, ordinances, written and oral coniracts and other applications of law. Two AROs were identified in
connection with our operating lease agreement for four gas turbines and a separate land lease at the Tilton site. The turbine assets are
subleased to DMG; however we remain the primary obligor. In that capacity we are liable for retiring the assets in place or dismantling
them for sale and delivery to a third party if we do not exercise our option to purchase the assets or renegotiate the lease. At the
expiration of the land lease, we may have the obligation to restore the property to its original condition. The AROs were calculated
based on cash flows, through a process that included assessment of the timing of future retirements, the retirement method and
estimated cost, the credit-adjusted risk-fiee rate and development of other significant assumptions. The credit-adjusted risk-free rate
utilized was 12%, which represents the effective interest rate on our Mortgage bonds that were issued December 2002, Upon
adoption, the cumulative effect, iet of the associated Income taxes, was approximately $2.4 miilion. The ARQ liability for the asset
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operating lease and the fand lease, recorded during the first querter 2003, was $5.8 million. Amortization and accretion expense for
2003 was approximately $1 million.

r

In September 2003, an asset purchase option was exercised which effectively reclassified the Tilton operating lease relating to
the turbines as a capital lease and relieved the most imminent dismantlement obligation. At that time, 100% weight was
transferred to the likelihood that the outcome of the timing of the cash flows would be at the expiration of the extended land
lease in September 2033. Prior to the exercise of the option, the ARO liability balance was $6.2 million and the net book value

of the Asset Retirerpent Cost was $1.3 million.

The removal cost assumption remained the same but was extended to 2033 using the original inflation factor of 3%. The
undiscounted cash flows of the dismantlement of the turbine assets in 2033 was calculated to be $18.4 million (compared to $8.2
mililion on an undiscounted besis at adoption for SFAS 143 which assumed a 2006 obligation under the operating lease). Using the
corrent discount rate of 10,125% as prescnbed by SFAS 143, paragraph 15, “Upward revisions in the amount of undiscounted
estimated cash flows shall be discounted using the current credlt-adjusted risk-free rate,” the carrymg amnount of the ARO liability at

September 30, 2003 was calculated to he $1 million.

The ARO Hability related to the turbines was reduced to reflect the change, the remaining asset retirement cost net of accumulated .
amortization was removed, and the remaining net credit was recognized as a gain in the operating section of the income statement for
December 31, 2003, This resulted in a zero value asset retirement cost, a $1 million ARO liability carrying amount in Deferred Credits
on our Consolidated Balance Sheet, and a net credit to Other Income and Deductions — Net section of our Consolidated Statement of

Income and Comprehensive Income of $3.9 million at December 31, 2003,

The following pro forma financial information has been prepared to give effect to the adoption of SFAS No. 143 as if it had been
applied during all periods presented (millions of dollars):

2001

For the Years Ended December 31, 2002
Reported net income 3 1607 $ 1662
Pro forma adjustments to reflect retroactive adoption of SFAS No. 143 (0.7) . (0.7
Pro forma net income $ 1600 § 165, 5
» : Mg - g,

The following table presents the AROs that would have been included in other deferred credits on our consolidated balance sheets if
SFAS No. 143 had been applied during all periods presented (millions of dollars):

For the Years Ended December 31, 2002 2001
Balance, beginning of year $ 52 % 4.6
Accretion expense ' 0.6 0.6
Balance, end of year . b 5.8 3 5.2

In addition to this liability, we also have potential retirement obligations for the dismantiement of our electric and gas transmission
and distribution facilities and natural gas storage facilities. It is our intent to maintain these facilities in a manner such that the facilities
will be operational indefinitely. As such, we cannot estimate any potential retirement obligations associated with these assets. At the
time we are able to estimate any new asset retirement obligations, liabilities will be recorded in accordance with SFAS No. 143,

SFAS No. 146 In July 2002, the FASB issued SFAS No, 146, “Accounting for Exit or Disposal Activities,” which addresses the

- recognition, measurement and reporting of costs associated with exit and disposal activities, including restructuring activities that were
previously accounted for pursuant to the guidance in EITF lssue 94-3, “Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” SFAS No. 146 is effective for exit
or disposal activities that are initiated after December 31, 2002, The application of SFAS No, 146 during 2003 did not have a material

impact on our financial statements.

SFAS No. 148 In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure.” We transitioned to a fair value-based method of accounting for stock-based compensation in the first quarter of 2003 and
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are using the prospective method of transition as descnbed under SFAS No. 148. For further discussion, please see “Empioyee Stock
Options” above.

s

SFAS No. 149 In April 2003, the FASB issued SFAS No. 149, “Amendment of SFAS No. 133 on Derivative Instruments and
Hedging Activities,” which clarifies and amends various issues related to derivatives and financial instruments addressed in SFAS No,
133 and interpretations issued by the Derivatives Implementation Group. In particular, SFAS No. 149 (1) clarifies when a contract
with an initial net investment meeis the characteristics of a derivative; (2) clarifies when a derivative contains a financing component
that should be recorded as a financing transaction on the balance sheet and the statement of cash flows; (3) amends the definition of an
“underlying” in SFAS No. 133 to conform to the language used in FIN No. 45; and (4} clarifies other derivative concepts. SFAS No.

149 is applicable to all contracts entered into or modified after June 30, 2003 and to all hedging relationships designated afier June 30,

2003. The adoption of SFAS No. 149 did not have any effect on our financial statements.

'SFAS No. 150  In May 2003, the FASB issued SFAS No. 150, “Accounting for Cettain Financial Instruments with Characteristics of
Both Liabilities and Equity,” which establishes how an issuer classifies and measures certain financial instruments with characteristics
of both liabilities and equity. Instruments that have an unconditional obligation requiring the issuer to redeem the instrument by
transferring an asset at a specified date are required to be classified as liabilities on the balance sheet. Instruments that require the
issuance of a variable number of equity shares by the issuer generally do not have the risks associated with equity instruments and as
such should also be classified as liabilities on the balance sheet. SFAS No. 150 was effective for contracts in existence or created or
modified for the first interim period beginning after June 15, 2003. The adoption of SFAS No. 150 did not have any impact on our
financial statements. .

FIN No. 45 In November 2002, the FASB issued FIN No. 45, “Guarantor’s Accounting and Disclesure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Qthers.” As required by FIN No. 45, we adopted the disclosure requirements on
December 31, 2002, On Janvary 1, 2003, we adopted the initial recognition and measurement provisions for guarantees issued or
modified after December 31, 2002. The adoption of the recognition and measurement provisions did not have any impact on our
financial statements,

FIN No. 46 In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities - an Interpretation of ARB
No. 51.” In December 2003, the FASB issued the updated and final interpretation FIN No. 46R. FIN No. 46R requires that an equity
~investor in a variable interest entity have significant equity at risk (generally a minimum of 10%, which is an increase from 3%
required under previous guidance) and hold a controlling interest, evidenced by voting rights, and absorb a majority of the entity’s
" ‘expécted losses, receive a majority of the entity’s expected returns, or both. If the equity investor is unable to evidence these
characteristics, the entity that retains these ownership characteristics will be required to consolidate the variable interest entity as the
primary beneficiary. FIN No. 46 was applicable immediately to variable interest entities created or obtained after January 31, 2003,
While we have not entered into any arrangements in 2003 that would be subject to FIN 46R, entities previcusly formed are impacted.
FIN No. 46R wes effective on December 31, 2003 for interests in entities that were previously considered special purpose entities
under then existing authoritative guidance.

In ]998, LLC, of which we are the sole owner, established IPSPT, of which it is the sole owner, to issue Transition Funding Notes
(“TEN’s™) as allowed under Illinois’ deregulation legislation (“P.A. 90-561"), The proceeds of the TFN's were used to repurchase
debt and equity in order to lower our overall cost of capital. In accordance with P.A. 90-561, we must designate a percentage of the
cash received from customer billings to fund payment of the TFN's. The amounts teceived are remitted to IPSPT and are restricted for
the sole purpose of reducing the outstanding balance of the TFN’s. Prior to FIN No. 46R, we consolidated IPSPT and reflected the
obligation to the noteholders on our balance shest.

IPSPT is a VIE pursuant to FIN No. 46R, as the equity investment is not sufficient to permit the entity to finance its activities without
additional aubordinated support. P.A. 90-561 states that the utility is liable for the IPSPT Transition Funding Notes in the event the

" utility does not receive the funds from the ratepayer or remit the funds to the-trust, however, under FIN No. 46R the noteholders are
considered the primary beneficiaries of the special purpose trust, and our obligation under the notes is to the IPSPT rather than the
noteholders. As of December 31, 2003, LLC and IPSPT were no longer consolidated within our financial statements pursuant to the
provisions of FIN No. 46R. This change in presentation had no significant impact on our results of operations or financial position as
‘the previous obligation to the noteholders is now reflected as a separate obligation to IPSPT. In accordance with FIN No. 46R, prior
periods have not been restated. Therefore, its effects are reflected only in the Consolidated Balance Sheet as of December 31, 2003,
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with no effect upon the Consolidated Statement of Income and Comprehensive Income or the Consolidated Statement of Cash Flows,
See Note 9 — “Long-Term Debt” for additional discussion of the Transitional Funding Trust Notes,

FSP No. 106-1 FSP No. 106-1, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement
and Modemization Act of 2003 was issued January 12, 2004 and became effective for fiscal years ending after December 7, 2003,

FSP No. 106-1 requires additional disclosures relating to the Medicare Prescription Drug, Improvement and Modernization Act of
2003, which was signed into law on December 8, 2003. We have elected to defer accounting for the Act and the amounts included
within the accumulated postretirement benefit obligation (APBO)} and net periodic postretirement benefit cost in the financial
statements and accompanying notes do no reflect the effects of the Act on our plan. Specific authoritative guidance on the accounting
for the federal subsidy is pending and that guidance, when issued, could require us to change previously reported information,

Form 1 Financial Statements The financial statements in Form 1 are prepared in accordance with the accounting requirements of the
Federal Energy Regulatory Commission, as set forth in the applicable Uniform System of Accounts and published accounting releases,
which is a comprehensive basis of accounting principles generally accepted in the United States.

The principle differences between the. financial statements in Form | and the Form 10-K relate to the classification of certain
"accounts. For purposes of Form 1, the Note Receivable from Affiliate is classified as a current asset, all debt is classified as long-term
and current and non-current deferred taxes assets and liabilities are separately classified.

" Note 2 - Agreed Sale to Ameren

In February 2004, Dynegy announced that it entered into a $2.3 billion sale agreement with Ameren pursuant to which Ameren will
- acquire all of our cutstanding common and preferred stock owned by lllinova and Dynegy’s 20 percent ownership in the Joppa power
generation facility in Jopps, IL. Upon acquiring our company, Ameren will effectively assume our debt of approximately $1.8 billion
at closing and Dynegy will receive approximately $400 million in cash, subject to working capital adjustments, with another $100
million being placed in escrow. -

In a related agreement that is conditioned upon the closing of the transaction, a Dynegy affiliate has contracted to sell 2,800
megawatts of capacity and up to 11.5 million MWh of enetgy to us at fixed prices for two years begiuning in January 2005, That
Dynegy affiliate has also agreed to sell 300 MWs of capacity in 2005 and 150 MWs of capacity in 2006 to us at a fixed price with an
op’uon to pumhase energy at market—based pnces

. In connection w1th Dynegy 5 agreemcnt to sell our common and prefen'ed stock to Ameren, the Note Recelvable from Affi hate is
required to be addressed. Please read Note 4 —~ “Related Parties” for additional information concerning our Note Receivable from

Affiliate, Additionally, the sale is conditioned upon, among other things, the receipt of approvals from the ICC, the FERC, the SEC

and other governmental and regulatory agencies. Pending these approvals, the transaction is expected to close before the end of 2004.

Note 3 - 2001 Reorganization -

We implemented & corporate restructuring in November 2001 that affected departments throughout our organization. As part of the
restructuring, severance and early retirement costs of $15.3 million ($9.2 million after-tax) were recorded in 2001. Severance charges
represented approximately $5.3 million ($3.2 million after-iax) of the total costs incurred, of which $4.5 million had been paid by the
end of 2002 as compared {0 $.2 million by the end of 2001. Adjustments made in 2002 relate to expenses accrued for the 2001 and
2000 severance plans that will not be paid out. These expenses were accrued using the best data available at the time, but upon review,
such expenses were not incutred. As of December 31, 2002, 98 employees were either severed or elected early retirement as a result
of the restructuring. The severance/retirement plan and related actions were substantially completed by December 31, 2002 and in
2003, the remaining balance of $0.6 million related to the 2001 severance was paid out.

The following table provides the summary of the activity for the liabilities associated with our severance programs (millions of
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