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Docket Nos. 08-0619, 08-0620, 08-0621 (cons.) 

 
DIRECT TESTIMONY 

Of 

Darrell E. Hughes 

ON BEHALF OF 

THE AMEREN ILLINOIS UTILITIES 

 

Q. Please state your name and business address. 

A. Darrell E. Hughes, 1901 Chouteau Avenue, St. Louis, Missouri 63103 

Q. By whom are you employed and in what position? 

 A. I am employed by Ameren Services Company (“Ameren Services”).  I 

hold the position of Supervisor Valuation and Cost of Capital – Corporate Finance 

for Ameren Corporation (“Ameren”) and its subsidiaries, including the Illinois 

distribution utilities Central Illinois Light Company d/b/a AmerenCILCO 

(“AmerenCILCO”), Central Illinois Public Service Company d/b/a AmerenCIPS 

(“AmerenCIPS”) and Illinois Power Company d/b/a AmerenIP (“AmerenIP”) together 

hereinafter referred to as the “Ameren Illinois Utilities” or “AIU”. 

 Q. Please describe your educational background and work 

experience. 

 A. I graduated with a Bachelor of Science degree in electrical engineering 

from Washington University in St. Louis, Missouri in 1975.  Upon graduation, I was 
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employed by Union Electric Company in the engineering services division of the 

information technology group.  I held a variety of positions providing specialized 

support for transmission and distribution systems analysis and design.  I was 

promoted to Staff Assistant, Computer Services in 1982.  I subsequently earned a 

Masters of Business Administration from Webster University in St. Louis, Missouri in 

1991.   I was promoted to Key Account Executive in 1995.  In this role, I managed 

specialized services to large customers which included cash flow review and project 

management.   In 2000, I accepted the position of Senior Corporate Development 

Specialist in Corporate Finance for Ameren Services.  I provided financial review and 

guidance to senior management regarding business initiatives proposed by all 

Ameren business lines.  I completed financial projections and due diligence for 

Ameren’s subsidiaries in the acquisition of new long term debt in 2002.  In 2003, I 

assumed additional responsibilities in my current position as Supervisor, Valuation 

and Cost-of-Capital.  In this role, I support Ameren’s capital budgeting and project 

evaluation activities.    
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Q. What are your duties as Supervisor Valuation and Cost of 

Capital? 

A. In my current position, I also have additional responsibilities for 

supporting the development of financial projections provided to the rating agencies, 

asset valuations and financial due diligence related to proposed new business 

initiatives and financing activities.  

Q. Are you familiar with the subject matter of this proceeding? 

A. Yes, I am.   
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Q. What is the purpose of your direct testimony in this case? 48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

A. I am testifying in support of the levelized annual Fixed Charge Rate 

(“FCR”) as it is applied in the proposed Utility Consolidated Billing and Purchase of 

Receivables Program (“UCB/POR”) Discount Rate applied to RES purchased 

receivables and the proposed UCB/POR Program Charge as part of our 

Supplemental Customer Charges applicable to the DS-1, DS-2, DS-3, DS-4 and DS-

5 rate tariffs.  

Q. What is the Fixed Charge Rate? 

A. It is part of a rate calculation that recovers the depreciation, financing 

and income taxes associated with a capitalized expense incurred by the Ameren 

Illinois Utilities.  The FCR is a percentage that is multiplied times the total 

implementation and start-up costs necessary to provide Information Technology 

(“IT”) software and enhancements for Utility Consolidated Billing and Purchase of 

Receivables (“UCB/POR”).  The capital costs include IT development, installation, 

testing and all contractor support.  Since AIU has to invest its own funds to make 

these IT enhancements, it will incur financing expenses which are part of the 

calculation of the FCR.   

Q. What rate are you proposing? 

A. The proposed annual rate is 27.15%, which means that every year a 

charge of 27.15% times our capital costs will be allocated to the various program 

participants and those retail customers that are eligible to participate in the 

UCB/POR program.  The allocation is explained in our proposed tariffs.  The FCR 
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will make AIU financially “whole” and provide stable tariff charges for all customers 

and other participants in the program.    
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Q. Explain why the FCR spreads these costs over a period of time? 

A. The FCR recognizes a five-year economic life for IT investments of this 

type.  This is the standard book accounting life that is consistent with other IT 

software investments.  The FCR calculates a “fixed” rate applicable over the five-

year period, so that customers do not have to contend with “variable” rates that 

would start large and then decline as the asset is depreciated.  Because recovery is 

spread over a five-year period, the FCR has to include the effects of the time value 

of money.  

Q.  What is the “time value of money” for AIU? 

A. For my purposes, I started with the weighted average rate of return for AIU as 

calculated from the results of the recent AIU rate cases (ICC Docket Nos. 07-0585 

through 07-0590 cons.) effective October 1, 2008.  This is an average rate based on 

the approved debt and equity rates as given in the ICC Commission’s Final Order.  It 

is the same rate of return allowed on all capital investments at AIU (not just 

UCB/POR).  Based on these approved numbers, I established a weighted average 

rate of return of 8.45%.  Since this number is pre-tax, I calculated an after-tax 

amount of 7.28% to apply to the discounting of cash flows.  The details of the 

calculation are explained in Ameren Ex. 2.1, titled “Weighted Average Returns”.  

Q.  Can you explain how the FCR is determined? 

A. Yes.  The FCR consists of four components comprised of a rate of 

return, book depreciation, income taxes, and an offset for deferred taxes.  These 
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four components are the same components that AIU would earn as part of any rate 

case.  They are the same components that are part of standard rate recovery for any 

other capital investment like transformers or distribution equipment.  What differs for 

UCB/POR is the FCR is calculated on an equivalent “annuity” basis that is financially 

equivalent to the recovery obtained under traditional rate making.  It is the same 

approach used for home mortgages that spreads interest and debt retirement 

equally over a period of years.  Because this approach relies on annuity calculations, 

it must take into account the time value of money differences in the payments 

received.  
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Q. Can you give us an example? 

A.    Yes, under traditional rate making the amount of rate recovery varies 

depending on the value of the asset as it is depreciated over time.  For the first year 

of service, this rate is the highest because the asset has not yet depreciated.  

Obviously at the end of its economic life (in our case the fifth year) the rate is the 

lowest.  To illustrate, traditional rate making would require “variable rate recoveries” 

for our UCB/POR investment to be 32.1% in the first year, decreasing to 21.5% in 

the fifth year.  See detailed calculations in Ameren Exhibit 2.1. The advantage of the 

FCR rate is it calculates an annuity that is equivalent to these varying rate 

recoveries.  My recommended rate of 27.15% is an equivalent annual rate that 

accounts for all of the components of regular rate recovery.  This calculation is the 

same as what would be applied to present value and annuity calculations applied to 

a stream of loan payments.   In this case, I calculated the present value of the 

“variable rate recoveries”, and then calculated an equivalent annuity payment that 
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recovers this cost as fixed payments over five years.  This calculation is 

straightforward and can be done on a financial calculator using a 7.28% discount 

rate; Ameren Exhibit 2.2 includes my calculations.  My recommended FCR value of 

27.15% is a fixed annuity payment that completely “pays off the loan” (which in this 

case is the investment that AIU has made) by the end of the economic life. 
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Q.  What are some of the other factors that you have considered in 

the FCR? 

A. Because the IRS allows investments to qualify for accelerated 

depreciation, we have considered the cash offsets that come about in the first 

several years of the asset’s five-year life.  Based on input from our tax department, 

most of these assets will qualify for three-year straight line tax depreciation.  This 

benefit has been considered in my calculations.  

Q. What happens after the five-year economic life of this asset?   

A. The original startup costs are assumed to have been completely 

recovered under the proposed tariffs, and there is no additional charge necessary.  

However, actual results from the application of these tariffs will be reviewed after 

three years.  There will be a reconciliation of our actual recoveries compared to 

those that were calculated under our proposed tariffs.   

Q. Does this conclude your direct testimony? 

A. Yes, it does. 
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