r . £ ~ N

; Pt

Page 1 of 5

Global Credit Research {
Credit Opinion ;
30 JAN 2009

o
Save as PDF

Central lllinois Light Company

Credlt Opinlon: Central llinois Light Company

Central lliinois Light Company

Pegoria, llinois, United States

'Ratings

- Category
Qutlook
[ssuer Rating
-Senior Secured
Senior Unsecured Shelf
Preferred Stock
UK Parent: Ameren Corporation
Outlook
Issuer Rating
Senior Unsecured Shelf
Subordinate Shelf
Preferred Shelf
Commercial Paper
Parent: CILCORP Inc.
Qutlook
Corporate Family Rating

Contacts
- Analyst

- Michael G. Haggarty/New York
William L. Hess/New York
 Key Indicators

- [1]
Central {llinois Light Company

{CFO Pre-WIC + Interest) / Interest Expense

~ {CFQ Pre-W/C) / Debt
(CFO Pre-W/C - Dividends) / Dabt
(CFO Pre-W/C - Dividends) / Capex
Debt / Book Capitalization
EBITA Margin %

Moody's Rating
Stable

Ba1

Baa2fLGD2
{P)Ba1
Ba1/LGD4

Stable
Baa3
(P)Baa3
{P)Ba1
(P)Ba2
P-3

Stahie
Ba1

Phone
212.553.7172
212.553.3837

IiL. C. C. DOCKEY 0. /1. 4229/0252 'f

OFFICIAR Fitg

ALL_CL;QSS_MMM //

Yiles

Dy Z-tb-7y Beoperier 'R

LTM 9/30/08
7.5x
37%
36%
63%
37%
14%

2007
5.7x
26%
26%
59%
43%
15%

2006
7.2x
32%
18%
69%
40%
11%

[11 All ratios calcufated in accordance with the Global Regulated Electric Utilities Rating Methodology using

- Moody's standard adjustments.

Note: For definitions of Moody's most comimon ratic terms please see the accompanying User's Guide.

- Opinion

Rating Drivers

- Limited financial flexibility due to the expiration of its bank facilities in less than 12 months
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- Some lingering political and regulatory uncertainty in llinois

- Execution risk in the implementation of new power pracurement procedures in Hlinois
- Significant environmental capital expenditures at its generation subsidiary

Corporate Profile

Central lliinois Light Company dfb/a AmerenCILCO {CILCO; Ba1 Issuer Rating, stabie outlook), a subsidiary of
Ameren's intermediate holding company CILCORP, Inc. (Ba2 senior unsecured, stable outlook}, is a regulated
electric and natural gas transmission and distribution utility with a service territory in southern Ilincis. It also
includes the unregulated generation subsidiary AmerenEnergy Resources Generating Company (AERG), whichis
unrated. CILCORP is a wholly-owned subsidiary of Ameren Corporation (Ameren; Baa3 Issuer Rating, stable

" qutlook).

Recent Events

In December 2008, CILCO issued $150 million of 5-year senior secured notas at a rate of 8.875%, the proceeds of
which were used to pay off short-term debt, including draws under Ameren’s lllinois utility bank credit facility.

On September 24, 2008, the Hlinois Commerce Commission (ICC) approved a rate order authorizing a $3 million
electtic delivery service rate decrease and a $9 million gas delivery service rate decrease, based on a 10.65% i
return on equity for electric delivery service and a 10.68% return on equity for natural gas delivery service. This :
rate arder compares to a revised CILCO rate request of a $3 million increase in electric delivery service rates and
a $7 million decrease in gas delivery seivice rates.

in September 3, 2008, Ameren announced a tender offer for approximately $334 million of bonds outstanding at
CILCORP, Inc., which the company intends to finance at the parent company level. Consents from over 99% of
bondholders were received in September, although the tender offer has been extended several times since then

and all of the debt remains outstanding at CILCORP.

SUMMARY RATING RATIONALE

CILCO's Ba1 issuer Rating reflects a reasonable rate order in its most recent electric and gas delivery servics rate
-case, the negotiated 2007 rate settlement in Illinois that averted a rate freeze, a stabilized political and regulatory

environment in the state, and consistently strong standalone financial metrics. Offsetting these positive credit !

characteristics are high short-term debt levels and limited financial flexibility due to the near-term expiration of the

company's revolving credit facility on January 14, 2010. The company also faces increased operating costs; high

environmental capital expenditures at its AERG unregulated generating subsidiary; the potential for continued
. regulatory lag with regard to the recovery of costs; and execution risk inherent in the implementation of new power
© procurement procedures by the newly created lllinois Power Agency,

DETAILED RATING CONSIDERATIONS

- Strong standalone financial metrics for its rating category are offset by significant debt at its intermediate parent
. company CILCORP and limited financial flexibility

GILCO's financial metrics are very strong for its rating, using guidelines outlined in Moody's rating methodology for
global regulated electric utilities. This includes CFO pre-working interest coverage of 5.7 times and CFO pre-

~ working capital to debt of 26% in 2007 and 7.5 times and 37%, respectively, for the twelve months ending
September 30, 2008. CILCO's rating is constrained by the relatively high level of debt at CILCORP, which exhibits
significantly lower financial metrics on a consolidated basis than its utility subsidiary. These metrics include CFQ

. pre-working capital interest coverage of 2.8 times and CFO pre-working capital to debt of 11% in 2007 and 3.5
times and 13%, respectively, for the twelve-months ending September 30, 2008, CILCO's metrics are also likely to
be pressured by an anficipated increase in environmental capital expenditures at its subsidiary AERG, discussed

“below. This has resllted in particularly high short-term debt levels, constraining the financial flexibility of both

CILCO and CIL.CORP as they approach the expiration of their bank credit facility in January 2010 {discussed in
more detall under the Liquidity section below).

" .Some lingering political and regulatory uncertainty in a state that narrowly avoided subjecting its investor owned
utilities to a rate freeze in 2007, although CILCO received a relatively reasonable rate case outcome in September

2008

CILCO's ratings reflect the stability provided by a 2007 settlement agreement on electric rates in lllinois as well as
‘lingering uncertainty regarding the ongoing impact that the protracted electric rate controversy may have on future
rale cases and on the execution and success of new power procurement policies and procedures in the stale.
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Although Moody's views the ICC's September 2008 rate case decision as reasonable, Ameren has indicated that it
expects to file for rate reiief more frequently in lllinois because of rising costs and rate base investments, which
couid be challenging in a recessionary environment. The ICC also rejected cosl recovery mechanisms for bad debt
expenses and electric infrastructure investments, riders that Moody's would have viewed as credit supportive.

- Execution risk in the impiementation of new power procurement procedures in Hlinois

Beginning this year, power procurement will be accomplished through a competitive requests-for-proposal (RFP)
process overseen by a newly created state agency, the lllinois Power Agency (IPA). As a result, there will continue
o be uncertainty regarding power procurement policies and procedures in the state at least until the first state run
RFP process is completed. The [PA expecls to complete its first power procurement RFP early this year for
approximately one third of lliinois’ generation reguirements. In adgdition to execution risk in creating and
implementing these new procedures, the |PA runs the risk of generating additional political controversy if the
process does not go well or leads to large rate increases. This is somewhat mitigated by the staggered nature of
the first RFP in that it only addresses one third of overall power requirements. The other two-thirds of power
requirements will confinue to be met by previous auction contracts in place untif they roll off over the next two
years, at which point the IPA wilt procure all of the power requirements of the state.

- Significant environmental capital expenditures at AERG

CILCO is unique among Ameren's three Hlinois utilities in that it owns AERG, with 1,200 MW of unregulated

" generation, consisting of CILCO's former generating assets. AERG has significant capital expenditure
requirements necessary to bring it into compliance with current environmental standards. CILCO's overall capital
expenditures mare than doubled in 2007 to $254 million from $119 milliorr in 2006 and were a high $223 million for
the first nine months of 2008, for the most part dug to AERG. Of the $725 to $870 million in capital expendifures
forecasted over the next five years, approximately 85%, or $620 to $760 million, is for environmental compliance.

" Since AERG is unregulated, these costs cannot be recovered by CILCO through rates, but rather recovery will be
dependent upon AERG's contracted rates and market prices on spot sales. Ameren has announced capital

- expenditure reductions and deferrais for 2009 since these capital expenditure projections were provided in their

SEC filings.
- Liguidity Profile

CILCO's liquidity profile is currently adequate, although it maintains very limited financial flexibility due primarily to
- the expiration of its bank credit facilities in less than 12 months and high levels of short-term debt outstanding at
‘both AERG and CILCORP. Although Moody's expects that at least a portion of these bank credit facilities will be
renewed at some paint during 2009, constrained bank and credit market conditions make the timing, structure,
‘ pricing, and size of the renewed facilities more uncertain. As of September 30, 2008, CILCO had $305 million of
" . short-term debt outstanding, of which $155 million was at AERG, with an additional $127 million at the intermedizate
helding company CILCORP. In addition, CILCO had $171 million outstanding from the Ameren money pool at
- September 30, increasing aggregate short-term debt levels considerably. In December 2008, however, CILCC
issued $150 million of long-term senior secured notes, all of which was used fo reduce short-term debt at CILCO,
although none of the proceeds were used 10 reduce short-term debt at AERG. Ameren may complete additional
long-term debt financings at its subsidiaries before their bank facilities come due to lower the levet of short-term

. debt outstanding.

CILCO, CILCORP, Central lllincis Public Service Company (CIPS), lllinois Power (P}, and AERG collectively
maintain two $500 million multiyear, senior secured credit faciiities expiring on January 14, 2010, Borrowings under
these facilities are several and not joint, and are not guaranteed by Ameren or any other Ameren subsidiary. The

- facilities do not contain cross-default provisions with Ameren and an event of default under these facilities does not
constitute an event of defauit under Ameren’s separate $1.15 billion parent company credit facility. CILCC, CIPS,
and IP also participate in a ulility money pool agreement with the parent company, giving them access to additional

~ funds if necessary, although Moody's does not believe that the parent company credit facility by itself is of sufficient
size fo provide liquidity to the entire Ameren organization. The llfinois utilities will have to renew all or a large
portion of their bank facilities or consider alternative sources of shori-term financing in order to maintain adequate
liguidity going forward. In addition, the Ameren parent company credit facility expires in less than 18 months on

July 14, 2010.

CIPS, CILCORP, GILCO, [P, and AERG have aggregate sub-limits of $135 miliion, $175 mittion, $150 million, $350
milfion, and $300 miltion under the facilities, respectively and CILCO had no of cash or cash equivalenis on hand
‘at September 30, 2008. Under the terms of the credit agreements, CiPS, CILCORP, CILCO, IP, and AERG must
- also maintain a ratio of total debt to capitalization of no greater than 65%. At September 30, 2008, the ratios for
CIPS, CILCORP, CILCO, IP and AERG were 52%, 60%, 48%, 51%, and 44%, respeactively. In addition, covenants
under the bank facilities limit CILCORP dividend payments to Ameren at $10 miflion as long as CILCORP js rated
- below investment grade, restricting Ameren's access to dividends from CILCO and AERG.

Rating OQutlook
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The stable outlook on the ratings of CILCO and CILCORP refiects the more constructive political and regulatory
environment for utilities in lilinois following the August 2007 electric rate settlement, and a reasonable outcome of
its most recent delivery service rate case. [t also assumes that the newly created ilfinois Power Agency will
execute an efficient and orderly power procurement process for 2009 and going forward that will continue fo
reduce both political and regulatory risk in the state. The stable outlook is also based on our expectation that
CILCO will successfully renew all or most of its bank facilities at some point during 2009.
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What Could Change the Rating - Up

The ratings of CILCO and CILCORP could he raised if the companies enter into adeguate liquidity arrangements to
replace expiring bank credit facilities; if Ameren is successful i its pending tender offer for CILCORP debt, which
will change the capital structure of the CILCORP corporate family considerably; if the llinois Power Agency

. successfully executes power procurement procedures that continves to reduce regulatory and pohilcai risk in the
state; and if future distribution rate cases provide sufficient rate relief,

What Could Change the Rating - Down

‘The ratings of CILCO and CILCORP could be fowered if the company does not enter into adequate liquidity
~ arrangements well in advance of their current hank facility expiration dates in January 2010; if there is additional
political intervention in the regulatory process; or if future distribution rate cases do not provide sufficient rate relief.

Rating Factors

Central Illinojs Light Company

Sclect Key Ratios for Global Regulated Electric

Utilities
Rating Aa Aa A A Baa | Baa Ba Ba
Level of Business Risk Medium; Low iMedium| Low |Medium Low [Medium| Low _
CFO pre-WIC to Interest (x) [1) >6 >5 3560 35-0- 2750 240 <25 <2
7 !
CFO pre-WIG to Debt (%) [1] >30 >22 2230 12-22 1325 5-13 <13 <5
. |GFO pre-W/C - Dividends to Debt (%) [1] >25 =20 13-256 920 8-20 310 <10 <3
. |Total Debt to Book Capitalization (%) <40 <50 40-60 50-70 50-70 60-75 =60 >70

- [1] CFO pre-W/C, which is also referred to as FFO in the Global Regulated Electric Utilities Rating Methodology, is
equal to net cash flow from operations less net changes in working capital items

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S {(MIS) CURRENT OPINIONS OF THE
REIL.ATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COCME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
" NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
-SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,

OR SALE.

© Copyright 2008, Moody's investors Service, inc. andfor its licensors including Moody's Assurance Company, Inc.-
{together, "MCODY'S"). All rights reserved.

ALL ENFORMATION CONTAINED HEREIN 1S PROTECTED BY COPYRIGHT LAW AND RONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, GR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE GRIN PART IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. Al
AInformation contalned herein is obtained by MOOOY'S from sources befieved by it to be accurate and reliable. Because of the
possibility of hisman or mechanical aryor as well a5 other facters, however, such Infarmation is provided "as i5" withoidt warranty
of any king and MOODY'S, in particular, makes o representation or warranty, express or impiied, as to the accuracy, timelinass,
completeness, merchantability or fitness for any particular purpoese of any such information. Under no circumstances shali
MOQDY'S have any Hahliity to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or
ralating Lo, any error (negiigent or otherwise} or other cCircumstance or contingency within or vutside the control of MOQDY'S or
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any of its directors, officers, emplayees or agents in connection with the procurement, coliection, compliation, analysis,
interpratation, communication, publication or delivery of any such informaticn, ar {b} any direct, indirect, special, consequential,

.compensatory or incidental damages whalseever (including without limitation, lost profits), even if MOODY'S is advised In

advance of the possibility of such damages, resulting from the use of or inability to use, any such information, The credit ratings

-and financial reporting analysis observations, if any, constituting part of the infermation contained hersin are, and must be

construad solely as, statements of opinion and not statements of fact or recommendations fo purchase, sell or held any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABIUITY OR
FITNESS FOR ANY PARTICULAR FURPOSE OF ANY SUCH RATING OR GYHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOREVER. Each rating or other oplnion must be weighed soiely as one factor in any
Investment decision made by or on behalf of any user of the information contalned herein, and each such user must accordingty
‘make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for,
each security that it may consider purchasing, holding or selling.

MOQDY'S hereby discloses that most issuers of debt securities {including corporate and municipai bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for
appralsal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Meody's Corporation {MC(Q)
and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policles and progedurss to
address the Independence of MIS's ratings and rating processes, Information regarding certaln affiiiations that may exist

‘, between directors of MCO and rated entities, and between entities who hold ratings from MIS and have alse publicly reported to
- the SEC an ownership interest in MCO of more than 5%, is posied annually on Moody's website at www.moodys.cam under the

heading "Shareholder Relaiions - Corporate Governance - Director and Shareholder AFfiiation Policy.”

Page 50of 5§

. http://www.moodys.com/moodys/cust[res_earch/MDCdocs/03/200250000043_9371.asp?doc_id=2... 05/26/2009




