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QUESTIONS DE SCGM SUR LA PREUVE DU DR WILLIAM R. WATERS

Reference :
Page 1, 1st paragraph, Written Evidence of July 19th, 1999

1. Please explain, clarify, and substantiate the following passage of Dr. Water’s statement on page 1 of his memorandum :

« … I have not considered the matter of the weight to be given to each of the date sources referred to or relied upon by Dr. Morin and myself…»

Reference :
Page 1, 3rd paragraph

2.
Dr. Waters writes : 


« Is there an unambiguous quantitative basis on which to establish the weights to be assigned? Basically, it is my view that one does not exist as yet. »

Have you in the past testified or submitted evidence regarding a quantitative basis on which to establish the weights to be respectively assigned to Canadian and U.S. data ? Please provide the references of all such cases (including year and docket number) that took place in the last three years and what was your recommendation in each instance on that specific matter.

Reference :
Page 1, 3rd paragraph

3.
Dr. Waters admits that « it is quite clear that Canadian investors participate in foreign markets ».  Nevertheless, Dr. Waters writes that :


«… there is no clear basis on which to say that, at the margin, their required prospective rates of return are some blend of prospective rates on various sets of securities. »

a) Please substantiate your assertion that there is “no clear basis”;

b) Describe what would, in your view, constitute a « clear basis » to conclude that, at the margin, their required prospective rates of return are some blend of prospective rates on various sets of securities.

Reference :
Page 1, last paragraph and pages 2, 5 and 6

4. On page 1 of his memorandum, Dr. Waters refers to the 20% foreign content limit imposed on the book value of non-taxable Canadian institutional portfolios.  On page 5 and 6, Dr. Waters further states that the 20% limit has been used in the context of weighting U.S. data in the application of the equity risk premium method.

a) Please confirm that the 20% limit applies to non-taxable investors only;

b) On page 2, you refer to various clever ways in which the proportions of foreign content can be increased in non-taxable portfolios.  Provide a description of such ways to which you refer and for each such way indicate the percentage to which it can bring up the foreign content proportion;

c) Please confirm that while the current level of foreign content permitted in non-taxable portfolios is 20%, this limit can effectively be increased to 36% by investing the remaining 80% in shares of mutual funds which in turn have a foreign content of 20%;

d) Please confirm that there are no such foreign content limits in the case of taxable portfolios.

Reference :
Page 2, 1st complete paragraph

5. Please provide the empirical support for Dr. Waters’ three key assumptions on page 2 of his memorandum regarding the portfolio asset mix of Canadian non-taxable portfolios.

Reference : 
Pages 6 and 7

6.
Is Dr. Waters aware of the beta estimation procedure used by Value Line ?  Specifically, does the market index used by Value Line include a substantial quantity of Canadian securities ?  If so, does the inclusion of such securities in the market index negate Dr. Waters’ argument that utility betas are understated by the exclusion of Canadian securities ?
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