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1. In Dr. Morin’s opinion, does the risk of transmission assets depend at all on the characteristics of the service territory and market they serve?  If so, how?

2. a.
Please identify all the Canadian utilities you can which have faced actual or threatened bankruptcy.

2. Please quantify the likelihood of TransEnergie facing bankruptcy and state the basis for this opinion.

3. Please provide a table showing the breakdown of Hydro-Quebec’s revenue ($) by residential, commercial and industrial classes for each year 1990-99.

4. Please provide a table showing Hydro-Quebec’s load factor in each year 1990-99.

5. At page 8 of his evidence, Dr. Morin refers to Chapter 13 of Morin, R.A., Regulatory Finance, Public Utilities Report Inc., Arlington VA, 1994.  Please provide a copy of this chapter.

6. At page 8, Dr. Morin provides an empirical estimate of the constant ‘a’ in his ECAPM.  Please provide the data, worksheets and analysis to justify the derived value of .25 for ‘a’.

7.
Referring to the ECAPM discussion on pages 7- 8,

3. Please provide copies of the relevant research papers referred to at the bottom of page 7 «well established in academic research»and indicate whether any of the empirical studies use the long term government bond yield as the risk free rate. Please confirm that these studies normally use a 30 or 90 day treasury bill rate and indicate whether in your opinion the long term bond rate exceeds or is less than the short term rate.

b.
Please indicate whether there is any research indicating that the CAPM «produces a downward biased estimate for the equity cost of capital» when used with a long term bond government yield.

4. Please confirm that your ECAPM can be reformulated as a simple adjustment to the beta coefficient. That is, if we simply group the market risk premium terms, we get:
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Please confirm that 

1) for beta less than one, the result is to increase the estimated beta

 
coefficient.

2) the slope and intercept are exactly the same as in the regular CAPM, ie., the risk free rate and the market risk premium respectively.

8.
On page 9, Dr. Morin states that «it is difficult to obtain a meaningful proxy for the perpetual growth component of the DCF model...».  How does Dr. Morin interpret the term ‘perpetual’ growth?  Is this growth rate intended to persist for 5 years, 10 years, 25 years?  Within the construct of the DCF model, what is the growth assumption within the constant growth version of the model?  Is the assumption that this rate of growth persists for 5 years, 10 years, 25 years, forever?  If your reply is other than forever, please provide the textual academic reference to support this conclusion.

9.
With reference to the monthly DCF risk premium analysis in RAM-2 & 4, please indicate if you have ever presented evidence on a Canadian monthly risk premium analysis using similar procedures. If not, please explain why not.
10.
 On page 11, Dr. Morin states that «sales volatility refers to the uncertainty in the demand for the firm’s products due in part to external non-controllable factors, such as the basic cyclicality of the firm’s products, the product’s income and price elasticity, the amount of competition, the availability of product substitutes, the risk of technological obsolescence, the degree of regulation, and the conditions of the labour and raw materials markets.» Please provide estimates of each of these factors for TransEnergie.

7. On page 12, Dr. Morin states that «the utility’s relative competitive standing in its major markets, including residential, industrial and commercial markets all impact business risk.»  Please provide estimates of TransEnergie’s competitive standing within its major markets.

8. On page 13 of his evidence, Dr. Morin suggests that regulatory lag inherent in regulatory procedures is a determinant of regulatory risk. Would Dr. Morin agree that regulatory lag allows the company to earn returns in excess of the allowed return during the lag period? 

9. At page 14, Dr. Morin suggests that the uncertainty of how the Regie will react to the threat of bypass in a more competitive environment is a regulatory risk.

5. Please identify all the firms that have bypassed Hydro-Quebec’s transmission system in the last 5 years. 

6. Please identify all firms that are at risk of bypassing the TransEnergie system over the next 2 years.

7. Is it Dr. Morin’s belief that future bypass will lead to some of TransEnergie’s assets being stranded?  Please provide the reasons for this opinion.

10. At page 16 of his evidence, Dr. Morin provides Value Line beta estimates for 10 Canadian energy utilities.  

8. Please confirm that Value Line adjusts their beta estimates toward 1.0.

9. Please confirm that the betas presented in the table are adjusted to reflect a regression toward 1.0. 

10. Please confirm that the weights used by Value Line to adjust their betas are one-third for the market beta and two-thirds to the raw beta estimate.

11. Please provide a table similar to the one on page 16 with the raw (unadjusted) betas for each of the 10 Canadian utilities.

12. Please provide a table similar to the one on page 17 with the raw (unadjusted) betas for each of the 15 U.S. utilities.

15.
Referring to the table on page 16, please provide trading volumes and the market float for each of the companies in the table to indicate the degree of thin-ness of each beta estimate. Please indicate whether the betas are estimated using transaction prices or the average bid-ask price at the end of the month. Please confirm that the major Canadian data bases (for example the CFMRC TSE data base) only includes transaction prices so that there is no stale data or thin trading bias. If you can not so confirm, please indicate how these betas are estimated.
16.
Referring to the betas in the table on page 17, the table is headed «Transmission Intensive Electric Utilities.» Please provide for each company the revenue breakdown in terms of generation, transmission and distribution. If the data is not available, please indicate what would lead you to believe that these utilities are transmission intensive.
17.
On page 19, Dr. Morin provides a formula for unlevering a firm’s beta.  Please provide the origin for this formula and a copy of this academic paper. 

11. On page 20, Dr. Morin makes the conservative assumption that TransEnergie’s unlevered beta is one standard deviation (.07) below the average of .24. 

13. Please provide the justification for the assumption of one standard deviation below the average.

14. Please confirm that the levered betas provided in Exhibit RAM-11 are adjusted betas.

15. Please provide a similar analysis based upon the unadjusted betas assuming again that Trans-Energie’s (unadjusted) beta is one standard deviation below the (unadjusted) average beta, and an equity ratio of 26.7%.   

16. Suppose TransEnergie’s unlevered (adjusted) beta was 1.5 standard deviations below the average, please determine the levered (adjusted) beta for the company, with 26.7% equity ratio.   

17. Suppose TransEnergie’s unlevered (unadjusted) beta was 1.5 standard deviations below the average, please determine the levered (unadjusted) beta for the company, with 26.7% equity ratio.   

19.
Referring to Exhibit RAM-11, page 1, please show by illustrative calculation how the unlevered beta is calculated from the levered beta. Provide all theoretical and empirical evidence to support such an adjustment for a rate of return regulated utility.
20.
Please provide the data in electronic format and analysis which shows that there is no significant serial correlation in either the CIA or Ibbotson studies as mentioned on page 21.

21.
Referring to the Canadian risk premium studies, page 20,

18. Please indicate the period for the 6.9-7.0% estimate and provide all data that lead to this conclusion. Please indicate why the data has not been updated to 1999. Please provide the geometric and arithmetic mean market risk premium using the Canadian Institute of Actuaries data for the 1988-99 period. 

19. Please provide the Canadian Institute of Actuaries data and verify the source of all data for the estimate for 1924-1999.

20. Please provide the Ibbotson Associates annual data used to derive up with the US market risk premium estimate of 7.8%

21. Please indicate why you have not cited any research on the market risk premium estimate in either the US or Canada. Are there no academic studies that you are aware of that have estimated the market risk premium over the last five years?

22.
Referring to Exhibit RAM-10, pages 1-3,

22. Please indicate where possible which of the utilities have a regulated common equity ratio, that is, where the common equity ratio has been determined by a regulatory authority. 

b.
Please indicate which utilities are allowed to determine their own capital structure and then have their the allowed return adjusted for leverage.

23. Please indicate which, if any, of these utilities have preferred stock outstanding and whether the outstanding preferreds affect a utility’s optimal capital structure.

23.
Referring to RAM-7 & 8, please provide the full capital structures for all these regulated utilities, that is the proportions of common equity, preferred equity, long term debt and short term debt.
24.
Referring to Dr. Morin’s DCF study,

24. Please confirm that growth stocks tend to have low dividend yields, such that their exclusion will increase the dividend yield on the aggregate market, if not why not. Please indicate what the dividend yield on the TSE300 was over the same period.

25. Please indicate what the Value Line «projected growth» is. Is it for earnings or dividends; is it five year, ten year or long term growth?

26. Please indicate what your estimate of the long run real growth rate and inflation rate of the Canadian economy is. Please indicate if this rate is less than the Value Line projected growth rate of 5.7%-14.4%, and what will happen to corporate earnings and dividends if they grow forever at the Value Line projections, when the economy in nominal terms grows at your projections?

25.
Please indicate whether in your opinion the «analyst’s growth forecasts» referred to on page 24, are unbiased, that is, that they do not consistently under or over estimate future earnings of dividends. Please provide any empirical support (academic research, etc.) to support your opinion.

26.
Please provide the data in electronic format that would allow replication of the 2.6% dividend yield and projected growth rate of 7.2% to 12.1% as presented at page 22.

12. On page 24, Dr. Morin mentions a prospective risk premium study of the U.S. market using the DCF approach.  Please provide the data in electronic format used in this study.

13. On page 24, Dr. Morin states that «the degree of integration between the Canadian and US capital markets has increased exponentially in recent years.»  Please provide the empirical support for this statement. Is this reference to the equity, bond or money markets. Is the reference to «exponential» growth using exponential in a scientific or casual manner.
14. Please provide a copy of the Mitoo paper referred to on page 25.  Are you aware of any other academic research papers that have examined the integration of the U.S. and Canadian equity markets? Please provide copies of these papers.

15. Referring to page 25 where Dr. Morin discusses the integration of U.S. and Canadian equity markets,

a.
Please provide Dr. Morin’s estimate as to the proportion of investment in equity markets that Canadians undertake through investment funds, relative to investments directly in equities.

27. Is it Dr. Morin’s view that the proportion of foreign investment by Canadian investment funds is representative of the foreign investment by Canadian in total?  If so, please provide the analysis which supports this conclusion.

16. Referring to page 25 where Dr. Morin discusses the foreign content permitted in RRSP portfolios, please provide an estimate of investment by Canadians through investment funds as a proportion of all investment by Canadians (excluding corporations) in securities. 

17. Referring to page 24 where Dr. Morin ascribes equal weight to U.S. and Canadian risk premiums, in Decision U99099 (November 25, 1999), the Alberta Energy and Utilities Board stated at page 327:

«The Board acknowledges the evidence it receives in these proceedings that capital markets are becoming globalized.  However, it accepts this in the sense that Canadian markets themselves reflect global trends.  Furthermore, there are sufficient differences in fiscal and monetary policies between countries not in economic union that the Board does not accept a mechanical weighting of foreign data with Canadian data.»

Can Dr. Morin please comment on the above quote?

18. On page 29, Dr. Morin states that «the 4.6% risk premium is reasonably consistent with the academic research on the subject.»  Please provide copies of the academic research which Dr. Morin is referring to. 

19. Please provide the data in electronic format that will allow replication of the regression results on page 29.

20. Please provide the data in electronic format that will allow replication of the regression results on page 31.

21. On page 31, Dr. Morin states that the average risk premium awarded U.S. electric utilities over the 1987-1999 period in over 400 regulatory decisions was 4.6%.  Please provide the data in electronic format used to derive the 4.6% risk premium.

22. On page 33, Dr. Morin states that the average risk premium awarded natural gas utilities over the 1987-1999 period in 325 regulatory decisions was 4.5%.  Please provide the data in electronic format used to derive the 4.5% risk premium.

23. On page 34, Dr. Morin uses the April 2000 Consensus Forecasts to derive his estimate of a 6.0% risk free rate.  

28. Please update the estimate of the risk free rate using the latest Consensus Forecast.

29. Please confirm that the 30-year LTC is not a risk free rate, but includes a premium for risk. 


24. Dr. Morin’s recommended ROE of 10.6% is based upon an equity ratio of 32.5% for TransEnergie.

30. Suppose the equity ratio was 30.0%, what would be Dr. Morin’s recommended ROE?

31. At a 30.0% equity ratio, what is the equity risk premium based upon a 6.0% LTC rate?

25. a.
Please confirm that the CBRS benchmarks discussed on page 37 are for gas and electric utilities in general.

32. Please provide the CBRS document that confirms these benchmarks.
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