NEB/ONE-Hearing Transcript-Transoription daudience-RH-4-92-Valume 2 file//ICldrew/docgRH492v02.htm

lof 118

RH-4-92 - Volume 2

Index for al transcripts / Indice des transcriptions d'audiences

Index for thistranscript / Indice de |a présente transcription d'audience
previous volume précédent

next volume suivant

NATIONAL EI;LERGY BOARD

b

OFFICE NATIONAL DE L'ENERGIE

Order No. RH-4-92

Ordonnance N° RH-4-92
Trans Quebec & Maritimes Pipeline Inc.
an Application by Trans Quebec & Maritimes Pipeline Inc. for certain ordersrespecting tolls
specified in atariff pursuant to Part IV of the National Energy Board Act;
Hearing held at
Audiencetenuea

Montreal, Quebec

2 December 1992
2 décembre 1992

Volume 2

Canada

2/14/00 12:41 PM



NEB/ONE-Heating Transcript-Transoription daudience-RH-4-92-Valume 2

20 118

file///CYfdrew/docgdRH492v02.htm

© Her Mgjesty the Queen in Right of Canada 2000

as represented by the National Energy Board

© SaMajesté du Chef du Canada 2000

représentée par | 'Office national de I'énergie

This publication is the recorded verbatim transcript and, as
such, istaped and transcribed in either of the official
languages, depending on the languages spoken by the
participant at the public hearing.

Cette publication est un compte rendu textuel des
délibérations et, en tant quetel, est enregistrée et transcrite
dans|'une ou I'autre des deux langues officielles, compte tenu

delalangue utilitisée par le participant al'audience publique.

Printed in Canada

Imprimé au Canada

For convenience of the reader, this transcript has been
reproduced by the National Energy Board for electronic

'Pour lacommodité du lecteur, I’ Office national del’ énergiea
reproduit cette transcription en vue de sa distribution

distribution. The official copy of thetranscript isavailablefor | |éectronique. On peut consulter lacopie officielledela

viewing through the National Energy Board library.

transcription alabibliothéque de I’ Office national de
I’énergie.

ORDER NO. RH-4-92

ORDONNANCE No

RH-4-92

IN THE MATTER OF the National Energy Board Act and the

Regul ati ons made t hereunder; and

IN THE MATTER OF an Application
Maritines Pipeline Inc. for cert
tolls specified in a tariff purs
Nati onal Energy Board Act;

RELATI VEMENT a |la Loi de I'"Offic
et ses reglenents d' application;

by Trans Quebec &
ain orders respecting
uant to Part 1V of the

e national de |'energie
et

RELATI VEMENT a une demande de Gazoduc Trans Quebec &
Maritimes Inc. concernant |es droits en vigeur au ler
janvier 1993 et au ler janvier 1994,

Hearing held at Montreal, Quebec
Decenber 1992

on Wednesday, 2

Audi ence tenue a Montreal, Quebec, le nercredi 2

decenbre 1992

PANEL:
J.-G Fredette
R Priddle

A. Cot e- Ver haaf

Pr esi dent / Chai r man
Menbr e/ Menber
Menbr e/ Menmber

2/14/00 12:41 PM



NEB/ONE-Hearing Transcript-Transoription daudience-RH-4-92-Valume 2

30 118

I NDEX

W TNESSES/ TEMO NS
MORIN, R A Rappel .
Cr. Ex. by M. Yates, Cont'd
Cr. Ex. by Ms. Morel and
Ex. by Ms. Chanmpagne
Ex. by Board Panel
Re-dir. Ex. by M. Leclerc

UNDERTAKI NGS/ ENGAGEMENTS
TQOM Panel No. 2: Page 314

PAGE
158

158
200/ 257
282
317
337

To advise as to how Colum 3 on RAM 7, page 1 of 3,
was arrived at.

111
EXHI BI TS
PI ECE JUSTI FI CATI VES

NUMBERED/ NUMEROTEE

B- 25 Docunent intitule "Update - Novenber
1992" produit par Roger A Morin au
nom de | a requerante

C1-8 Macl ean' s namgazine article by Peter
C. Newman, entitled "The Lasting Pain
of a Sharp Recession"

C 11-3 Two- page docurent entitled: "Conparison

C11

of Gowh Rates for Dr. Mirin's
Sampl es"

-4 Two- page APMC- produced docunent headed:

"Conparison of Gowh Rates for
Dr. Morin's 15-Year and Sel ected
10- Year Peri ods"

TRANSCRI PT CORRECT| ONS/
CORRECTI ONS A LA TRANSCRI PTI ON

Volunme 1 - 1 December 1992

Page

15
29
48
121
131
140

Li ne

15 "Messieur" should read "nonsieur"
10 "try and do" should read "try to do"

PAGE
157

193

251

258

2 "bottomine" should read "bottom/line"

15 "assunmmbl e" should read "unassumabl e"
3 add "your" at the end of the line
3 "data" should read "beta"

157
Montreal ,
Wednesday,

Quebec
2 Decenber

1992

file///Cdrew/docsRHA92v02.htm

2/14/00 12:41 PM



NEB/ONE-Heating Transcript-Transoription daudience-RH-4-92-Valume 2 file/l/CYdrew/docsRHA92v02.htm

Le nercredi 2 decenbre 1992

--- Upon commencing at 8:30 a.m /A |'ouverture de
| "audi ence a 8 h 30

LE PRESI DENT: Bonj our, nesdanes et
messi eurs; good norning, |adies and gentlenen.

Me LECLERC: Bonjour, nonsieur |e President,
madame et nonsieur |es nenbres.

Vous vous souviendrez qu' hier, lors du
contre-interrogatoire de nonsieur Mrin par nonsieur Yates,
nmonsi eur Morin s'etait engage a produire certaines
nmodi fications ou revisions a sa preuve. Je crois
conprendre, nonsieur |e President, que ces revisions ont
ete distribuees a toutes les parties interessees hier soir
vers les 7 ou 8 heures. Je les ai devant noi ce matin, et
j'ainmerais donc | es deposer comre peice au dossier.

Pourrions-nous avoir un nunero, s'il vous
plait?

LA GREFFIERE: Ce sera |a peice B-25
--- PIECE No B-25: Docunent intitule "Update - Novenber
1992" produit par
nom de | a requerar
Me LECLERC. Ce sont les seul es questions
prelimnaires que j'ai ce matin. On peut donc continuer
avec le contre-interrogatoire de nonsieur Mrin.

LE PRESI DENT: Merci, maitre Leclerc.

Maitre Yates, s'il vous plait.
0158
TQM Panel No. 2
cr-ex (Yates)
MR. YATES: Merci, M. Chairman.
R A MRIN: Rappel e

CROSS- EXAM NATI ON BY MR YATES (Conti nued):
Q Dr. Morin, | want to start today
talking to you about business risk

Do you recall what you said about
that topic in your Evidence in the |ast case, the
1990 case?

A. Yes, | do.

40118 2/14/00 12:41 PM
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Q What you said in that case was
that, in your view, since the previous Decision
the 1988 case, the overall risk of TQM had gone up
because of an increase in business risk.

Do you recall that?
A Yes, | do.

Q What | think you al so indicated
was that the long-termrisks had gone up due to
deregul ation.

Do | have that right?
A Yes, sir, you do.

Q And that was essentially what
you had indicated to the Board in the 1988 case.

Yes?

A That is correct. Deregulation
is typically acconpani ed by an increase in
0159
TOM Panel No. 2
cr-ex (Yates)
busi ness ri sk.

Q And when you made that position
known to the Board in the 1988 case, they did not
agree with you. Right?

A On what do you base that
assertion?

Q On the RH-2-88 Decision, page 8,
where the Board states, and | quote:
"The Board finds that neither the
Conmpany's short-termnor |onger-term
busi ness ri sks have increased since
| ast year."
A. Yes, | recall that now.

Q And in the 1990 case, the Board
al so took the view that there had been no change
in TQM s business risk since the Conpany's | ast
toll proceeding, being the proceeding in 1988.

Do you recall that?
A Yes, | do.
Q Woul d you agree that your

evidence on the risk environment in this case is
essentially the sane as it was in 19907

50f 118 2/14/00 12:41 PM



NEB/ONE-Hearing Transcript-Transoription daudience-RH-4-92-Valume 2

60f 118

A It is substantially the sane,

but with one inportant exception, and that is that

we are now in a recessionary restructuring style
0160
TOM Panel No.
cr-ex (Yates)

of econom c environnment. The econom cs of the

current case are quite different than they were

two years ago for the industry in general, and for

all industries, for that matter.

Q Doi ng a conpari son of the
section of your Evidence in 1990 on business risk
and your Evidence in this case on business risk,
it is essentially word for word, with the
exception of the paragraph on page 18 which tal ks
about the pernmanent restructuring of the econony.

Am 1 right?
A That is correct.
Q And the conclusion is just

slightly different in wording, at least in the
sense that in 1990 you expressed the view, on page
22, that "since the last rate of return Decision
TQM s overall risk has increased slightly because
of increases in business risk" -- and we have

al ready tal ked about that -- whereas this year, on
page 17, you say, "since the last rate of return
decision, TQM s overall risk has not changed
significantly".

Ri ght ?

A That is correct. And the

concl usion on business risk is stated on page 19,
0161
TQM Panel No.
cr-ex (Yates)

on line 22, where | discuss the business risks of

TOM -- but relative to the industry, as opposed to

in an absolute sense. And here it is concluded

that TQM s business risks are in fact slightly

bel ow average, relative to the industry.

Q And that is essentially the same
concl usion as you reached the last tinme around
except that, in 1990, you limted that concl usion
to short-term business risks. Yes?

A That is correct.

Q I think we had gotten to page
17, lines 8 and 9, where you say: "...TQM s
overall risk has not changed significantly." Yes?

file///Cdrew/docsRHA92v02.htm
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A Yes, that is correct -- on page
17, lines 11 and 12

Q And you say that,
notw t hst andi ng your view, as expressed on page 8,
t hat business risks in the gas industry have
i ncreased since 19907?

A In an absolute sense, that is
correct. But TQV s relative position versus the
ot her nmenmbers of the industry is unchanged.

Q And the rest of this stuff on
business risk is essentially the sanme as it was in
1990. Aml1l right?
0162
TQOM Panel No. 2
cr-ex (Yates)
A Except for the all-inportant
di scussi on on recession and restructuring, which
has drastically altered the Canadi an industri al
scene.

Q That is the one paragraph on
page 18 that we tal ked about before, lines 12 to
16?

A. Yes, sir

Q But all of this expression of
concerns about Gaz Metropolitain, they are in the
same words as the last tine around

Ri ght ?

A That is correct. But the
problemis exacerbated in the current
recession-style environnent.

Q Are you making a distinction
between the phrase that you have just used,
the "recession-style environment” and the word
"restructuring” which you use on page 18?

A Yes, sir, | am The word

"recession" inplies a cyclical phenonenon, with

probability of recovery fromthe recession to an

expansi on phase, whereas "restructuring” refers

more to a chronic exodus of industries or

di sappearance of certain industry nenbers due to
0163
TQOM Panel No. 2
cr-ex (Yates)

restructuring efforts, cost reductions, efficiency

drives, plant closings.

In a nutshell, "restructuring" is of

70 118 2/14/00 12:41 PM
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a permanent nature, whereas "recession"” is of a
tenmporary cyclical nature.

Q When you said "chronic" a nonment
ago, in the context of restructuring, | do not
think you really neant to say "chronic", did you?

"Chroni c" neans recurring, does it
not ?

A "Chronic" to me neans
congenital; part of the structure. Sonething
innate in the fabric of the Canadi an econony t hat
i's appearing on a pernmanent basis.

Q And it does not nean, at | east
as you use it, "recurring"?

A. Correct.

Q In your view, regulatory risk is
part of business risk?

A Yes, sir. Regulatory risk is
such an inmportant and vital conponent of business
risk that a lot of analysts isolate it as a
separate risk consideration.

regul atory risks are average relative to other

0164

TOM Panel No. 2
cr-ex (Yates)
Canadi an utilities. Yes?

A. Yes, sir, | do.

Q And that is the same position
that you put forward, in the sane words, in 19907

A. That is correct.

Q Except that this tine around,
you got sone Information Requests fromthe Board?

A Yes. | got a volum nous anount
of Information Requests fromthe Board.

Q The specific one | wanted to
talk to you about is Information Request No. 2,
Item 38, which can be found in Exhibit B-18.

A. | have it.
Q This is where the Board asked

you for an explanation of "deregul ation" as used
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risks".
Do you recall that?
A. Yes.

Q In response to the request for
an expl anation of "deregul ation", you tal k about
long-termcontracts, in the Response to 38(A).

Correct?
A. Yes, sir, | see it.

Q And you talk, in that Response
0165
TQOM Panel No. 2
cr-ex (Yates)
about provisions for prices being set annually by
negotiation or arbitration?

A Yes, sir

Q Do you understand that one of
the reasons for the deregul ation of natural gas
mar kets and prices in Canada was to cone closer to
a market-oriented environnent, involving price
flexibility?

A Yes.

Q And you recall, do you not, that
one of the reasons for deregulation was that the
long-term fixed price contracts with transmni ssion
conpani es that you refer to in your Response were
not market sensitive?

A. That is correct.

Q And you had the U. S.
transm ssi on conpani es essentially saying, "I
can't take, and I won't pay, so sue me"?

A. That is correct.

Q And what happened with
deregulation is that effectively we now have price
flexibility involving prices being set
periodically -- whether annually or not -- by
negotiation or arbitration?

A That is what | state here.
0166
TQOM Panel No. 2
cr-ex (Yates)
Q And one of the significant
i mpacts of deregulation is that you now have

9o 118 2/14/00 12:41 PM
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flexible pricing in contracts, which has the
effect of allowi ng those contracts to work over
time? That is two words, "over time".

A Yes, | agree with your
statenent. End-users have nore alternatives in
seeki ng the best possible prices. They have to
| ook after their own optimal portfolio of supply.

Q And the result has been that
nmore gas has been taken by those end-users. Yes?

A. That is correct.

Q Are you aware that nost of these
contracts, if not all of them that involve
arbitrated or negotiated prices also involve those
prices being subject to regul atory approval ?

A I amnot intimtely aware of
contractual features of gas contracts. This is
not ny area of expertise.

Q When you tal k about the "risk
that the arbitrated or negotiated prices will be
l ess readily accepted by regulatory authorities"
what do you nean?

I should give you the whole
sentence. This is from Response (A) on the first
0167
TOM Panel No.
cr-ex (Yates)
page of your Response to Question 38(A). In the
third paragraph, you state:
"There is a risk that the arbitrated or
negotiated prices will be less readily
accepted by regulatory authorities than
were prices set by governnent
authorities.”

A Yes. | was referring to
possi bl e second-guessing by the regulator. A
certain provincial Board m ght say: "Well, we do

not really appreciate the contractual negotiations
that you undert ook."

Thi s happened here in Quebec with the
Regi e recently.

And what happens if natural gas
prices climb, as they have recently, and suddenly
there is a return fromtransportati on back to firm
contracts but the distributor does not negotiate
for the appropriate supply: is the regul ator going
to declare that that distributor is the supplier
of last resort?

file///Cdrew/docs RHA92v02.htm
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These are the kinds of risks that |
had in mind in making the statenent that
deregul ation brings with it its own set of risks.

Q When you are making the

0168
TOM Panel No. 2
cr-ex (Yates)

statenment about the risk that the negotiated

prices, for exanple, would be less readily

accepted by regulatory authorities than

gover nment -i nposed prices, you are sinply saying

that there is an aspect of judgnent involved in

the approval by the regulatory authority -- again,
I won't say "tribunal" -- of the negotiated
prices?

A This is what | am saying --
coupled with the fact that suddenly the gas
utility m ght be declared the supplier of |ast
resort.

Q And the inpact of that is
what . ..?

A It brings with it a totally
di fferent approach to the gas supply portfolio
conposi tion.

Q What do you nean when you say a
"nore conpetitive gas supply gas environment", on
page 2 of your Response?

The specific phrase is "nore
conpetitive gas supply gas environnent"

A The fact that end-users have
consi derably nore choices in procurenment of their
gas: the spot nmarket, the long-term market, a
0169
TQM Panel No. 2
cr-ex (Yates)
variety of suppliers.

Q And why do you see that as
creating a risk that the gas supply contracts wil|
be | ess readily accepted?

A Because switchi ng back and forth
between firm and transportation contracts confers
ri sks that now the gas distributor has to assume
that were not there before, particularly the
notion that the utility mght be deemed to be the
supplier of last resort.

1o 118 2/14/00 12:41 PM



NEB/ONE-Hearing Transcript-Transoription daudience-RH-4-92-Valume 2 file/l/CY/drew/docsRHA92v02.htm

Q This is the gas distributor, not
the gas transm ssion conpany, you are talking
about ?

A. That is correct.

Q You tal k about bypass in your
answer to Question (C). Do you see that?

A Yes.

Q How do you define "bypass"?

A Shortcircuiting the traditiona
transm ssion and distribution route, going through
an alternative route.

Q And what are the alternative

routes that you refer to when you tal k about the
possibility of bypass of TQW?

A. Excuse nme, | did not hear you
0170
TOM Panel No. 2
cr-ex (Yates)

Q What are the alternative routes

that you have in mind when you talk, in this
Response, about the possibility of bypass of TQW

Your specific phrase is: "The
possibility of bypass of T@QMin favour of gas
inports through alternate connections exists”

A This was a generic statement. |
did not have any specific network or pipeline
route in mnd when | nade that statenent.

Q Are you aware of any specific
networ ks or pipeline routes that could bypass TQW

A I am not prepared to answer that
question. This is not nmy area of expertise, other
than that there is an econonic threat of bypass.

Q So your answer to the question
is that you are not aware of any specific routes
that could be used to bypass TQW?

A The answer is "I do not know'

Q The answer is you are not aware
of it, because you do not know anything about it.

Is that right?

A. That is correct.
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Q What do you nean when you say:
"The Quebec market will conmpete with other
mar kets, raising the possibility of a shrinking
0171
TOM Panel No.
cr-ex (Yates)
mar ket for TOMwith a lower utilization rate."?

A. I f Quebec end-users,
particularly large industrial gas users -- pulp
and paper, petrochem cals, netal -- have

alternative supplies through the United States, it
obvi ously has inplications for TQM

Q So you are not trying to express
some concern about a lack of gas supply causing a
shrinking demand for TQM services. You are still,
in this sentence, talking about the threat of
bypass, as you see it?

A That is correct. | amtalking
about the possibility of a shrinking market for
TOM with a lower utilization rate on TQM s
pi peline, as a result of alternatives fromthe
U.S. for Quebec end-users.

Q And what do you nean when you
say: "This woul d accentuate the pressures for
nmodi fyi ng the current ratenaking practice of
incorporating TQM s costs as part of TCPL's costs
of service."?

A To the extent that you have

these pressures on TQM s market, this would

clearly influence TQM s utilization rate, its

vol umes, and the practice of rolling in TQM s
0172
TOM Panel No.
cr-ex (Yates)

costs as part of TCPL's cost of service would cone

under nore intense scrutiny. | think Intervenors

woul d begin to question this practice.

Q Are you aware of any suggestion
of questioning that practice at the present tinme?

A Not at the present tine.

Q And is your concern about this
arising fromthe fact that the "ratemaking
practice", as you call it, was in fact questioned

sone five or six years ago?

A. Yes, that is one concern. But
econom c pressures bring to bear on the issue one
nore tinme because of the effect of recession and
restructuring on TQM's major client, Gaz

file///Cdrew/docs RHA92v02.htm
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Met ropol i tain.

Of course, in the last few years, in
an expansi onary econony, that concern was
relegated to the background. But given the new
i ndustrial concerns here in Quebec with Gaz
Metropolitain's market, that issue resurfaces
again, or could resurface again.

Q You are aware that the issue of
the toll methodol ogy of TOM was dealt with by this
Board in the RH 3-86 TransCanada Pi pelLi nes
Deci sion. Yes?
0173
TQOM Panel No. 2
cr-ex (Yates)

A If you are referring to the
Board's reaffirmation of the rolled-in pricing
met hodol ogy, yes, | amvery aware of that.

Q And you are aware that that was

a Decision of this Board in respect of TransCanada
Pi peLi nes in the RH 3-86 Decision?

A. Yes, sir, | am
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| Q Do you recall the terns in which
| -- firstly, let me ask you this: Do you recal

| what the proposal was?

|

| A Essentially the Board, after
| meki ng a pronouncenent ---

| Q I am sorry, going back one step
|
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Do you recall what the proposal was in respect of
the TM tol | et hodol ogy?

A. No, | do not.

Q If | were to suggest to you that
t he Canadi an Petrol eum Associ ati on proposed that
TQM be treated as a separate pipeline and that,
under that nethodol ogy, the TQM revenue
requi rement would be billed directly to shippers
on the TQM system does that jog your menory?

A. Yes, | recall that. It was a
whi | e ago.

Q Do you, then, recall the fact
0174
TQM Panel No. 2
cr-ex (Yates)
that the Board rejected that proposal?

A. Yes.

Q And do you recall the reasons

140 118 2/14/00 12:41 PM
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why the Board rejected that proposal ?

A No, not specifically.
MR. YATES: If I show you that
section of the Decision, | amsure you wll

remenber it, Dr. Morin.
--- (Docurment handed to w tness/Docunent renis au
t enpi n)

Q What | have asked M. Leclerc to
hand to you are stapl ed copies of certain pages of
the Decision of this Board in the RH-3-86
proceedi ng, being the cover and pages 54 through
57, which are the pages that deal with the TQM
Cost of Service issue.

Do you recall having read this now,
Dr. Morin?

A This was a long tinme ago. | did
not participate in this Hearing. But | have just
read the Decision; at |least the |ast page.

MR. YATES: It was a fun hearing
I can tell you.
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| THE W TNESS: Yes. | have heard the

| echoes and the reverberations of that hearing to

| 0175

| TQM Panel No. 2
| cr-ex (Yates)
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t his day.

Q What | wanted to address your
attention to is the actual "Decision" of the Board
on page 56.

But you do recall that the proposa
of the CPA, and actually the second proposal nade
by I PAC and Done, as it then was, keyed off the
fact that deregulation had occurred

Do you recall that?

A No, | do not. | was not
involved in that hearing at all

Q If you | ook on page 55,
Dr. Morin, you see in the left-hand colum there
is a statement about the three argunments which
were used to support the CPA, |PAC and Done
proposal s, one of which was that Quebec custoners
were only paying about 20 per cent of the cost of
the TQM system and the assertion was that that
was not fair because it resulted in a
cross-subsidy of sales off the TQM system
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Do you see that?
A Yes.

Q And the second argunent, a
little further down on the page, related to the
change of circunstances and the fact that direct
0176
TOM Panel No. 2
cr-ex (Yates)
sales were a reality in Quebec.

Do you see that?
A. Yes.

Q And then at the top of the next
colum, on the sanme page, you see that the
position was that the proposals would be nore
consistent with the new market-determ ned pricing
regi ne, since they would provide nore accurate
signhal s on the cost of transportation.

Do you see that?
A. Yes.

Q And it was because of those
assertions that | suggested to you that the
proposal was actually made post-deregul ati on and
in a tinme of deregul ated prices and markets.

Can you agree with that now, on the
basis of |ooking at this?

A Yes, | agree with that.

Q And the Board rejected each of
those arguments. Correct?

A Yes, they did, in the |last page.

Q And they say, on the | ast page,
that they were "primarily concerned with the fair
and equitable allocation of sunk costs".

Do you see that at the bottom of the
0177
TQM Panel No. 2
cr-ex (Yates)
|l eft colum of the "Decision"?

A. Yes, the |l ast sentence on the
left.

Q And they were al so concerned
with the different treatnment between TQM and the
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ot her pipelines that formpart of the TCPL system
specifically Great Lakes and Union.

That appears on the right colum?

A That is correct.

Q And then at the end they say,
and | quote:
"The Board recogni zes that the existing
Eastern Zone di nensi ons were
established in the Iight of past
econom ¢, political and investmnent
deci si ons made to achi eve objectives
which at the time were devel oped in the
public interest of the country. |In the
Board's view, the setting of Eastern
Zone tolls on the basis of allocating
the costs, principally enbedded costs,
equally to all users in the Eastern
Zone continues to be just and
reasonabl e and in the public interest.”
Have | read that correctly?
0178
TQOM Panel No. 2
cr-ex (Yates)
A Yes, you did.

Q That Deci si on suggests to ne,
Dr. Mrin, that the prospect of successful
pressure, shall | say, for changing the TCPL/ TQMU

toll methodology is pretty slim
Woul d you agree with that?

A I think in the short term |
woul d agree with you. But in the |onger term
regul atory forces typically succunb to econom c
forces, and the econom c environment in the 1990s
is drastically different than it was in the
m d- 1980s.

Q So your view is that,
notw t hst andi ng the manner in which the Board has
dealt with this issue in the past, you still see a
risk that they will change their mnds, or their
collective mnd, and change the TCPL/ TQM t ol
met hodol ogy?

A | see this as a longer-term
concern, not a short-term concern.

Q Is that also how you see the
generic investigation into incentive regulation?
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A | see this as a longer-term
concern. \Whenever the rules of the game threaten
to be changed, clearly it results in higher
0179
TQM Panel No. 2
cr-ex (Yates)
risks.

But do not interpret fromthat that |
do not concur with the idea of incentive
regulation. On the contrary, | ama very strong
proponent, and have been in the United States. 1In
fact, | do a national sem nar for the entire
i ndustry and regul ators on incentive regul ati on.

So, do not infer fromthat conmment
that | do not advocate the | oosening of the
regul atory process. | nerely viewthis as a
source of longer-termrisk.

Q We have established that this is
the third TQM case in which you have appeared.

A. That is correct.
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| Q And before you, the Rate of
| Return wi tness and Cost of Capital witness
| utilized by TMwas Dr. Sherwin. Am|l right?
|

| A Yes, that is correct.
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Q And Dr. Sherwin and Ms. M Shane
still do appear for TCPL, though not TQM
Correct?

A. That is correct.

Q Are you aware of the views of

Dr. Sherwin and Ms. McShane on the nmagnitude of

the appropriate risk prem unf

0180
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cr-ex (Yates)
A Very broadly. | know, from

havi ng worked with Ms. McShane, that they do

subscribe or use the risk prem um nethod, and |

think, fromvery, very broad know edge, that they

use a risk prem umof sone 4 to 5 per cent over

| ong-term Canadas.

But | cannot entertain you or discuss
the details or exhibits of their Testinony.

Q But you woul d accept, subject to

check, that the view of Dr. Sherwi n and
Ms. McShane was 4 1/2 per cent in the recent TCPL
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case?

A Over |l ong-term Canadas?

Q Ri sk prem um yes.

A Over | ong-term Canadas?

Q Yes.

A I will accept that, subject to
check.

Q I's your nunber that will be

conparable to that the 6 to 7 per cent range that
appears in your Evidence?
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| A If you assunme a market risk

| premiumof 6 to 7 per cent for an average risk

| investnent, and if you accept the idea that

| utilities are approximtely half as volatile -- in
| 0181
| TQM Panel No. 2
| cr-ex (Yates)
| ot her words, that they have a beta of .5,

| approxi mtely speaking -- if you take the 6 to 7
| per cent range and nmultiply by the relative

| volatility of utility stocks, which historically
| has been of the order of .5 to .6, you get a risk
| prem um of approximately 3 1/2 to 4 per cent,

| which | believe is simlar to the Sherwin "raw'

| risk premum what they refer to as the "bare

| bones" risk prem um

|

|
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Q | amsorry, Dr. Morin, | may not
have expressed myself correctly. | had understood
that the 4 1/2 per cent of Dr. Sherwi n and
Ms. McShane was the market risk premium which
conpared to your 6 to 7 per cent.

I's that an understanding that you
share or do not share?

A I do not share that view at
all. The market risk prem um based on historica
studi es, and based on prospective analysis of the
mar ket, is considerably higher; it is 6 to 7 per
cent.

Q I was not asking you to agree
with their market risk premium | was asking you
to sinply agree that yours is different from
theirs.
0182
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cr-ex (Yates)
I think we started with you saying it
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was between 4 and 5; | said 4 1/2.

I amjust trying to get you to tell
me whet her your understanding is that their 4 1/2
is conmparable to your 6 to 7?

MR. LECLERC: If I my, at this
point, M. Chairman: M colleague is asking
i nformati on about Dr. Sherwin's risk premumin
TransCanada' s Evidence, and the w tness has stated
that he has broad know edge of it.

If he has the Evidence, could he
submit it to the witness and see if that is his
under st andi ng.

We are arguing as to what a w tness
has said in another hearing. |If he has it, we
possi bly could go further on, and faster, if the
i nformati on were provided to the w tness.

MR. YATES: M. Chairman, we are
not argui ng about what a witness said in another
hearing. W established that several questions
ago, when | asked Dr. Morin if he had an
under st andi ng, and he said "between 4 and 5 per
cent".

My under st andi ng of that response was
that Dr. Mrin was aware that the market risk
0183
TOM Panel No.
cr-ex (Yates)
premi um of Dr. Sherwin and Ms. MShane was 4 1/2
per cent.

I am sinply asking himwhether his
understanding is that their 4 1/2 per cent is a
view that they hold that he, as |I think he has
already told nme, disagrees with because his is 6
to 7.

| just want to know what we are
conparing. W are not arguing as to whether
Dr. Sherwin and Ms. McShane are right, or not. W
are sinply trying to understand what the
difference in views is between Dr. Mrin and

Dr. Sherwi n.

MR. LECLERC: I[f Dr. Morin's
under st andi ng of what my friend has just said is
correct, | have no problem But | thought, from

his answer, that he was disputing that, sir.

THE W TNESS: Let's get to the
bottom ine. Again, this is broad know edge.
Dr. Sherwin is reconmrending rates of return in the
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13 to a 13 1/4 per cent range. Long-term Canada
Bonds are yielding 8.75. So right there you have
a risk premumof 4 1/2 per cent.

As a generic matter, | think current

Dr. Sherwin recommendations inply a risk prenm um
0184
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cr-ex (Yates)

of approximately 4 1/2 per cent over long-term

Canadas -- for utilities; not for the market as a

whol e.

If you are reconmmending a utility
risk premumof 4 1/2 per cent, it inplies that
the market risk premium for an average-risk
i nvestnent, will be considerably higher, of the
order of 6 to 7 per cent.

Does that hel p?

My testimony is totally different
than Dr. Sherwi n's.

MR. YATES:
Q Yes, | understand that.
Let me put it this way: |If

Dr. Sherwin's market risk premumis in fact 4 1/2
per cent, then you would disagree with it as being
too | ow and inconsistent with your market risk
premiumof 6 to 7 per cent?

A. If that is indeed his
recommendati on, his recommendati ons are not
consistent with that. |If he is using a risk

prenmium of 4 1/2 per cent, and utility stocks are
hal f as volatile, he should be recommendi ng an 11
per cent return.

Q I did not want to get into a
0185
TQM Panel No. 2
cr-ex (Yates)
di scussion of Dr. Sherwin's Evidence. | take

M. Leclerc's point on that.

I sinply wanted to nmake sure that
what | understood was this -- and | will just put
the question again: If Dr. Sherwin's nmarket risk
premiumis 4 1/2 per cent, then you would di sagree
with that, because yours is 6 to 7 per cent.
Correct?

A On the average stock, yes.

Q I want to get some of your
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long-termviews, Dr. Mrin. For that purpose, |
provided to you yesterday, through your counsel, a
copy of an article which was written by M. Peter
C. Newman and whi ch appeared in the Novenber 23rd
i ssue of Maclean's Magazine, entitled "The Lasting
Pain of a Sharp Recession".

Did you read that |ast night?
A No, | did not have a chance.

Q I amnot going to ask you to
confirm anything, but | do want sone of your views
on sone statements made by M. Newnan, as to
whet her you agree or disagree with him

Perhaps | can direct you to the
specific statenents and you can tell us what you
t hi nk.
0186
TOM Panel No.
cr-ex (Yates)
Can we proceed on that basis?

Q The article is entitled "The
Lasting Pain of a Sharp Recession".

Do you see that?

A Yes.

Q It begins with the rhetorica
question, and | quote: "So what, exactly, is
goi ng on here?"

Ri ght ?

A Yes.

Q And down at the bottom of the
first colum, it says, and | quote:
"And yet sonmething very different is
going on. And what's different is that
this is much |l ess of a business cycle
than a serious restructuring of the
Canadi an econony. "
I take it fromour earlier discussion
today that you would agree with that coment.

Woul d you?
A Yes, | agree that this is not a
typical recession. It has nore chronic or

restructuring consequences.

Q In the next colum, there is a
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statenent about the federal deficit; that it was
supposed to be $27 1/2 billion, but is "likely to
end up just under $35 billion, the second-worst
figure on record".

A. | see that.

Q I's that your understanding of
what we are told by the Press we are to hear from
M. Mazankowski today?

A I woul d not be surprised.

Q In the right-hand colum there
i s a paragraph which perhaps | should just read,
starting with "The best description...".

Do you see that?

Q It states, and | quote:

"The best description of what's gone

wrong was in a recent colum by David

Bl ake of the weekly European. 'As the

word economy has sunk deeper in the

mre,' he wote, '"its | eaders have

pursued three varieties of Marxism --

t hose associated with Harpo, G oucho

and Chico. 1In the first, Harpo, phase,

they were struck dunb. Mnisters and

i nternational organizations did not
0188
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cr-ex (Yates)

tal k about the recession, |ike people

wal ki ng around a dead body wi t hout

mentioning its presence. Wen that

failed they switched to denial, a phase

rem ni scent of Groucho's retort when

caught in an obvious lie: 'Wio are you

going to believe? M or your own

eyes?' Denial having failed, they now

noved on to the third, Chico, phase.

This involves greeting all criticism

with a resolute, 'Not nme, boss.' As

every piece of bad news feeds out, the

fashion nowis to say that the

governnent in question cannot be bl aned

because there is a worldw de problem"”

I take it that you would agree that
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there is a worl dwi de problen? O would you not?

A Yes, | would agree that there is
an econonm ¢ nal ai se worldwi de. But | do not
prescribe to the "gloom and doonf' views of certain
journalists. It neglects the will and resol ve of
both the American and the Canadi an people to
grapple with the problem to come to grips with
it, to do the necessary cost cutting, to be
conpetitive on the world market. And this is
0189
TQM Panel No. 2
cr-ex (Yates)
exactly what we have seen in the U S.

We have reached a point in the United
States where the cost-conpetitiveness of the U S
now rivals that of Japan in the early 1970s.

I think the same kind of passion will

take hold in Canada. | amnot a "gloom and doont
prophet of doom and "we have all these serious
probl ens and we have no way out". | think we wll

get out of them eventually.
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| A restructuring has a very healthy
| consequence, and that is that we becone nore
| conmpetitive and we are better able to conme to
| grips with the new information age and the new
| i nformation society.

I

| We are just going through this

| transition right now froman industrial econony to
| an i nformati on-based econony, in the sane way that
| we had the Industrial Revolution, going froman
| agricultural economy to an industrialized

| econony.
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So | think that this is very
pessimistic. |t assunes conpl ete stagnati on on
our part and on the part of governnents.

Q In fact, this econom c change is
referred to a little earlier in this article, at
0190
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cr-ex (Yates)
the bottom of the first colum, the start of the
second col umm, about the "shift away from
manuf acturing is as deep and permanent as the
turning away from predomi nantly agricultural to
i ndustrial econom es which took hold a century
ago". Right?

A. Yes. That is essentially what |
par aphr ased
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Q Do you agree that the prospects
for recovery -- to use the phrase in the third
colum -- "will be grievously hindered by the
astoundi ng | osses being suffered by Canada's
corporate elite", and you see there is reference
there to Stel co, Canadian Pacific, the Royal Bank,
Hudson's Bay, et cetera?

A The industrial pecking order

will definitely be altered. There will be a shift
or re-industrialization in Canada, much the same
way that we are seeing in the US. W wll see
perhaps a new industrial policy on the part of
this government which will target certain key
futuristic industries -- tel ecomrunications,

computers, service, to nane a few -- which wll
enabl e Canada's econony to get going again.

So | amnot as pessinistic as

0191
TOM Panel No.
cr-ex (Yates)

M. Newman on the prospects of the Canadi an

economny. | have been | ooking at a |ot of

|l ong-term forecasts in preparing for this

proceedi ng by WEFA, or DRI, or the Conference

Boar d.

Q | am sorry, "WEFA" is an acronym
for what...?

A Whart on Economi c Forecasting.

I do not see this sane pessimsmin
the long termfor Canada, as this article would

inply.

Q That is where | was trying to
end up, Dr. Morin: whether you would care to give
us your views on the statenent, which is really
the highlight of this article, that the 1990s wil |
be a decade of -- and his words are --

"snail -paced gromh". That is kind of catchy.
But I am nore concerned with the statement that

the 1990s will be a decade with the gross donestic
product noving fromplus to mnus 2 per cent in
gr owt h.

Do you have a | ong-term vi ew about
that that you would share with us in this context?

A Yes. If you like catch phrases,
I will give you one ---
0192
TQM Panel No.
cr-ex (Yates)
Q I do not like catch phrases. |
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just want to know whether you agree with the
prospect of growth in the 1990s being plus or
m nus 2 per cent.

A I will give you the catch phrase
anyway. | think the Canadi an econony will be
characterized by "piggedly piggedly" growth --
meani ng bunpi ng al ong between 2 1/2 to 3 per cent
growmh in real gross domestic product. Not nearly
as robust as we have seen in the past expansion
phase, but neverthel ess sone positive real
gr owt h.

We are not going to throw the towel
in, as M. Newran seens to inply.

Q I did not take that nessage from
him But | recognize that you are not as
pessim stic as he.

MR. YATES: | do not know,
M . Chai rman, whether you want to mark this as an
exhi bit because we have been tal king about it.

Certainly it is not being presented

to prove what it says. It was nmerely presented to
get Dr. Morin's view on the issues that it
di scusses.

I am happy to mark it as an exhibit,
0193
TOM Panel No.
cr-ex (Yates)
if you would Iike.

THE CHAI RMAN:  Go ahead.

THE CLERK: That will be Exhibit
No. C-1-8.
--- EXHBIT NO C1-8:
Macl ean' s Magazine article by
Peter C. Newman, entitled "The
Lasting Pain of a Sharp Recession".

MR. YATES: Il will obtain nore
copi es, M. Chairmn.

Q Could we turn for a nmonent to
your Update, Dr. Morin, which | believe was marked
as Exhibit B-25.

A I have it.

Q The title page says that it is
dat ed Novenber 1992.

| take it, though, that it was
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prepared in this formyesterday, in Decemnber.

Am | right? O does it pre-exist
that ?

A Yes, you are right. This was
actually prepared |ast night.

Q Can you |l ook at the second page
in, where we have RAM 2, page 1 of 17

A Yes.
0194
TQM Panel No. 2
cr-ex (Yates)
Q And this is the exhibit that
repl aces the RAM 2 which was in your Testinony.

Yes?

A That is correct. This is the
end result of the same identical filter which was
used in ny original Testinony to identify
conparabl e ri sk compani es.

Q And part of what you do in
RAM 2, page 1 of 1, is calculate or conpute
adj ust ed bet as.

Correct?
A. Yes, sir, that is correct.
Q I amtold that the adjusted

betas that appear in this table are conputed
utilizing the forrmula of 0.35 plus 0.65 beta,
which is the Val ueLi ne formul a?

A That is exactly right. This is
the same approach used by both Val uelLi ne, and
Merrill Lynch, and nost other commercial beta
servi ces.

Q Thank you.

And RAM 3, which is the next page, is
entitled "Average Return on Equity 1982-1991 and

Ri sk Measures". Yes?
A. Yes.
0195
TQOM Panel No. 2
cr-ex (Yates)
Q And you have an indication of

the ten-year nean return on equity for 12
utilities?
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A Yes, sir

Q And | am correct, am|l not, that
the present returns on equity for all, or
virtually all, of these utilities are sonewhat

| ess than the 10-year nean?

A I f you nean authorized or
current allowed rates of return, you are correct.
They vary, depending on the date of the |ast
award, anywhere from 12 1/4, 12 1/2, to 13 1/2,
roughly speaking, which would be | ower than the
ten-year average.

Q And just for a point of
reference, the present nunbers appear in
Dr. Waters' Table 16. You are aware of that?

A Yes, Dr. Waters does conpile
systematically the currently authorized rates of
return for Canadian utilities.

Q What do you consider to be the
rel evance of any of the val ues that appear on
RAM 3, page 1 of 2, in light of the current awards
t hat have been nade by the regulatory authorities?

A. None what soever. RAM 3, page 1,

0196
TOM Panel No.
cr-ex (Yates)

is simply a representation of utilities that come

out of the sanple which, in a sense, proves or

corroborates the validity of the filtering process

because the utilities emerge fromthe filter

The key piece of information on that
exhibit is the next-to-last columm |abelled
"Adj usted Beta", which shows that the average
risk of utilities is of the order of 55, which
sinply means that utilities are 55 per cent as
ri sky as the narket.

This is really the only information
that | enphasize in ny Testinony.

The inportant page is the next one,
page 2 of 2, which conpiles the ROEs for
i ndustrials. You can see at the bottom of that
particular colum of nunbers | abelled "10-Year
Mean ROE" that the conparable industrials have
produced a rate of return of 12.78.

Goi ng back to your question on RAM 3,
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page 1 of 2, you cannot |ook to earned or allowed
rates of return for utilities. |[If the Board were
to do this, that would be circular in |ogic.

That is why, in conparabl e earnings,
you always rely on non-regul ated conpani es, or
el se you would fall into a logical trap. Returns
0197
TOM Panel No. 2
cr-ex (Yates)
woul d never change.

Q Can we go back to the first page
of Exhibit B-25. This is the sunmary table, the
"Summary of Results".

A. Yes.

Q | take it that the first page of
B-25 is intended by you to replace the "Sunmary of
Resul ts" that appears on page 49?

A That is correct.

Q As | understand it, going
through this, in fact every nunber which appeared
on page 49 has now been changed on Exhibit B-25

Correct?

A Yes. The rates of return have
decreased by 25 basis points, generally.

Q I ncreased or decreased?

A Decreased by 25 basis points.

Q Just going to the Conparable
Ear ni ngs nunber, you have a range there now of
12.78 to 13.58 per cent.

Ri ght ?

A. That is correct.

Q Where did the 13.58 nunber cone

fronf
A If you | ook at RAM 3, page 2 of
0198
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cr-ex (Yates)
2 -- still in B-25 here. So it is RAM 3, page 2,

the first columm of nunbers entitled "10-Year Mean
ROE", you see at the bottomthat the average is
12.78. To get the 13.58, a lot of analysts argue
-- and | subscribe to that view -- that financial
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institutions, or nutual funds style of conpanies,
or managenent conpanies are really not that
conparable to utilities. Uilities are very
capital -intensive, whereas financial institutions
are not.

So if you renove fromthe conputation
of the average the four financial institution/
mutual fund style of conpanies, such as Canada
Trust, CT Financial Services, Laurentian Bank, and
Nati onal Trustco, you obtain an average of 13.58.

Q I amsorry, Dr. Mbrin, which
ones were the conpanies that you renoved?

A. | believe it is Canada Trust,
whi ch is nunber 2; nunber 6, CT Financi al
Servi ces; nunmber 9, Laurentian Bank; and nunber
12, National Trustco.

MR. YATES: If I may just have a
monment, M. Chairnman
--- (A short pause/ Courte pause)
Q Dr. Morin, what sort of a
0199
TOM Panel No.
cr-ex (Yates)
corporation is United Corporations Ltd.?

A I do not know the corporate

profiles, in detail, of each of those conpanies.
Q What | was just seeking ---
A I will gladly renove that

conpany if you want.

Q I was just wondering whether you
woul d have renmoved it, or not, it having passed or
failed your filter with respect to financial
institutions or real estate conpanies.

A | believe it is a diversified
hol di ng conpany, involved in very disparate
activities.

Q So the 13.58, if | work through
the nunbers, would be the average of the conpanies
on RAM 3, page 2 of 2, elininating conpanies 2, 6,
9 and 127

A | believe that is correct. But
I will verify that during the break.

Q If you would, | would appreciate

Woul d you just |ook at page 35, for a
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monment, of your Testinony. You have an equation
on page 35 that is at line 20.

A Yes, | see it.
0200
TQM Panel No. 2
cr-ex (Yates)
Q That equation includes a

variable that is identified as "beta"?
A. That is correct.

Q Can you tell me whether that is
a raw beta value or the adjusted beta val ue?

A Al'l of the betas in ny
Testinony, as is typical in corporate practice as
wel |, are adjusted betas.

MR. YATES: Thank you, Dr. Morin.
Thank you, M. Chairman.

THE W TNESS: Thank you, M. Yates.
THE CHAI RMAN: Ms. Morel and, please.
MS. MORELAND: Thank you, sir.

MR. YATES: Before we proceed with
Ms. Moreland, | can advise that | have, through
the good offices of M. Fournier, succeeded in
getting additional copies of Exhibit C1-8 for
filing and for distribution to others.

THE CHAI RMAN: Ms. Morel and, please.

MS. MORELAND: Thank you,
M . Chai r man.

CROSS- EXAM NATI ON BY MS. MORELAND:
Q Dr. Morin, if I held M. Yates'

gun to your head, do | take it that you would

agree with nme that Conparabl e Earni ngs woul d not
0201
TOM Panel No. 2
cr-ex (Moreland)

be the test that you would select if you were

i solated to just using one test?

A Provided M. Yates did indeed
hold a gun to ny head and was not shooting bl anks,
I would definitely rank that one as ny | east
preferred test.
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Q And woul d you do so on the basis
that the Conparabl e Earnings Test does not
generate a market-based nunber?

A That is correct. It is not a
true neasure of opportunity costs, in the nmarket
sense.

Q In fact, is it fair to say that

t he Conparabl e Earnings test ignores capital
mar kets all together?

A Yes. That is al npbst an exact
quote from nmy book. That is one of the
di sadvant ages of the test, that it ignores capital
mar ket s.

Q So it is a historical nunber
that is achieved through the use of accounting
data, not narket data.

Is that fair?
A. That is correct.

Q Is it also true, Dr. Morin, that

0202
TQOM Panel No. 2
cr-ex (Morel and)

one cannot factor inflation in properly when doing

t he Conparabl e Earni ngs Test; that is another one

of the disadvantages in proceeding with a

conpar abl e earni ngs anal ysi s?

A That is correct. W have had
three Royal Conmissions in the Western World,
i ncludi ng Canada, the United States and Engl and,
trying to agree on sonme formof inflation
accounting, and we have been unsuccessful thus far
i n adjusting ROE or conparabl e earnings for
i nflation.

Q So not only do you have the
problem of it being accounting data, it is
accounting data that you cannot adjust for
inflation properly?

A It is very difficult to adjust
accounting data for inflation. It involves
repl acement cost estimates, it involves foreign
exchange | osses and gains. It is a very, very
compl ex area.

Q Is it true, Dr. Morin, that you

have characterized the Conparabl e Earni ngs Test
virtually as a dinosaur?
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A Yes. In the U S. context, one

rarely, if ever, sees Conparabl e Earnings enpl oyed
0203
TOM Panel No. 2
cr-ex (Moreland)

by wi tnesses, whether they are conpany wi tnesses,

or staff witnesses, or consumer wtnesses. It is

not sonething that you see very often

In Canada, you see it a lot nore, in
part because it is so much nore difficult to
i npl ement the other tests, such as DCF or CAPM

Q Do | take it fromthat |ast
response that you do not regard the Conparable
Earni ngs Test as being quite so prehistoric in the
Canadi an context as in the U S.?

A I think it is nmore useful in
Canada because the other technol ogies are nuch
more difficult to inplenent, and al so we have a
posity of sanples or observations with which to
conduct our DCF and the CAPM tests, which is not
the case in the United States. So it is nore
useful in Canada.

Q Do | understand that you are
telling me that it is nmore useful in Canada sinply
because there is a posity of other data that you
woul d ot herwi se have when you are undertaki ng your
anal yses in the United States?

A That is correct. The prine

exanpl e is when you are doing a DCF analysis in

the United States, you have the |uxury of having
0204
TOM Panel No. 2
cr-ex (Moreland)

anal ysts' growh forecasts, so the growh termis

much easier to come to grips with

Al so, you have an infinite supply of
conparable utilities to get your betas, if you
want to use the CAPM

So it is alittle bit easier, in
terms of sanple size, in the United States, but
not so in Canada.

Q But the criticisns that we have
been discussing with respect to the conceptua
validity of the Conparable Earnings Test, the
accounting data nodel, the inability to dea
properly with inflation, those conceptual problens
exi st both in Canada and the United States.
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Is that fair?
A Yes, that is fair enough.

Q So the conceptual validity of
t he Conparabl e Earnings Test cannot, and does not,
turn on what other tests are avail abl e or what
ot her data mi ght be available, or might not be
avai l abl e, so that you can undertake other tests?

A Yes. | think the final
criticismof Conparable Earnings is an econonic
one. It is not really a conceptual one.

You characterize it as a "conceptual”
0205
TQOM Panel No. 2
cr-ex (Moreland)
shortcoming. It is nmore of an econom ¢
short com ng.

It still nmakes sense to ne to be
concerned with fairness, and this Board
historically and traditionally is very concerned,
as it should be, with fairness. It is a thene of
a lot of their Decisions.

One can still argue that Conparable
Earnings is a test of fairness; that even though
it does not jibe or does not fit very well wth
the very narrow econoni c viewpoi nt of narket
opportunity costs, it still remains a "fairness”
test. |If the Board deens it to be fair to give
TOM the sane rate of return as was achi eved by
conparabl e risk conpanies, so be it.

Fi nance professors and econom sts do
not have a nonopoly on fairness. W let the Board
define fairness.

Q But having just told nme that the
Conpar abl e Earnings Test is useful in the context
of the fairness standard, you are not disagreeing
that in the United States it is not used?

A We do not need it as much
because the inplenentation of the other tests are
so much nore powerful
0206
TOM Panel No. 2
cr-ex (Moreland)
Q So the Conparabl e Earni ngs Test
is nore useful in Canada because of the [ ack of
other data that you can use to do an assessnent of
cost of capital?

A. | think that is a fair
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stat enent .

Q But in an absol ute sense, the
test is no nore useful in Canada than it is in the
Uni ted States. Fair?

A It is relevant evidence, which
focuses on fairness, not on econonmic validity.

Q Dr. Morin, your concern with the
shortcom ngs of the Conparabl e Earnings Test has
caused you to place less weight on it in this
proceeding than in the past.

Is that fair?

A No. | have al ways used
Conpar abl e Earni ngs as one of eight or nine or
seven tests, the others being market-oriented.

So | would not say |I have shifted
weight. But clearly if it is one out of seven or
eight tests, it has the wei ght of one-eighth.
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A | agree with you
Q I would like to talk to you for
a nonent about your DCF tests. | would like you

to go to page 40 of your Evidence, if you coul d.

A. | have it.

Q And to summarize a bit, without
repeating too nmuch of what M. Yates went through
with you yesterday, you do three DCF anal yses.

Correct?

A. Yes, | do.

Q The first is for industrials?
A Yes.
Q And we can find the results of

that at RAM 11, in the Amended RAM 11 that you
filed this norning?

A That is correct.

Q Secondly, you do a DCF anal ysis
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of conparable energy utilities. Right?

A That is correct.

Q And that is found at RAM 9?

Q RAM 9, that is correct.

Q And that has not been updated?
A No, because | do not use it in

any event.

Q And lastly you do a conparable
0208
TQM Panel No. 2
cr-ex (Moreland)
tel ephone utilities DCF. Correct?

A Correct. That is RAM 10.

Q And that has been amended by
Exhi bit No. B-25 this norning?

A Yes, that is correct.

Q In respect of the conparable

energy utility DCF test that you do, | think you
told M. Yates, yesterday, that, to use his word,
you "pre-truncated" these results. Right?

A I did not place any wei ght on
DCF results ranging from12.6 to 18 per cent. |
did not think this was reliable.

Q In fact, you said that those
results were "unreasonably high and unreliable,"”
at page 46.

A Yes. | believe 18 per cent is

out side reasonable linits of probability.

Q So we are left then with two DCF
anal yses, the results of which you used and the
results of which we find at what has been twi ce
amended and is now your Sunmmary Tabl e at page 49.

Is that fair?
A. That is correct.

Q In respect to the DCF analysis
that you do for the telco's, you have a di scussion
0209
TQM Panel No. 2
cr-ex (Moreland)
of that in the text of your Evidence starting at
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page 46. Right?
A Yes, | do.

Q And what you have undertaken
here, Dr. Mrin, is a DCF analysis for a group of
tel ephone utilities. How many conpanies are in
t hat sanpl e?

A. Fi ve.

Q And what are the average returns
on equity that you generate as a result of doing
t hat anal ysi s?

A They range from 12. 33 per cent
to 13.2 per cent, for a mdpoint of 12.75.

Q What | would |ike you to do,
Dr. Morin, is to go to RAM 10, please.

Do you have that?
A Yes, | do.

Q I am | ooking at page 1 of 2
Coul d you also get in front of you your exhibit
filed this norning, Exhibit B-25 which updates
RAM 10, page 1 of 2. That is four pages in from
the back of that exhibit.

A. I have it.

Q If I ook at your Amended

Exhi bit B-25, | see that the fair return average
0210
TQM Panel No. 2
cr-ex (Moreland)

that you have generated is 13.17 in respect to

di vi dends, when you are using dividends per share

as the growth factor.

Is that fair?
A That is correct.
Q And if | look at your origina

RAM 10, page 1 of 2, that fair return nunber is
13.81. Correct?

A That is correct.

Q What | aminterested in
Dr. Morin, specifically is for you to | ook at
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Colum (7) which is entitled "Historical 15-Year
DPS Growt h", on these two exhibits.

A. Yes, | have it.

Q And | would like you to put them
side by side, if you would, and confirmfor ne
that what this depicts is the 15-year growh rate
for dividends per share for this sanple of five
telco's. Right?

A Correct.

Q If I look at the original -- and
maybe | can back up for a ninute.

That is a 15-year growth rate ending
in the year 1991.

Is that right?
0211
TOM Panel No. 2
cr-ex (Moreland)
A That is correct.
Q If I ook at the original
RAM 10, page 1 of 2, | see the historical growth
rate for the first conpany of 3.90 per cent.
Correct?

A And it has gone to 3.81, in your
Updat e.

A. Correct.

Q Per haps we could just run
t hrough these.

For the second one, Island Tel ephone,
you are now showi ng 8.38 per cent. Correct?

A Correct.

Q Wher eas previously you were
showi ng 8. 707

A Correct.

Q Quebec Tel ephone, 5.39 per cent,
versus 5.50. Correct?

A Correct.

Q Maritime Tel, 5.92, versus 6. 10.
Correct?
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A. Yes.
Q New Tel ; 5.75 versus 5.70.

A Correct.

Q I amsorry, 5.90. Is that
0212
TOM Panel No. 2
cr-ex (Moreland)
right, 5.907?
A That is correct.
Q What | aminterested in

understanding, Dr. Mrin, is how your growth rates
have changed as between the filing of your
original RAM 10 and the updated RAM 10.

You are still using a 15-year period
for growth ending in 1991. Can you explain how
you have generated different growh rates?

A Yes. In the updated, we sinmply
conmputed what we call the OLS, or "Ordinary Least
Squares", or what some people call the "Log
Li near" growth rates using the raw dividend data
fromthe Financial Post database instead of
relying on their conputation of growth rates.

Q Just so | amclear: |In the
original RAM 10 you had in fact cal cul ated those
grom h rates fromthe raw data?

A No. In the original, | sinply
extracted the growth conputati ons nade by the
Fi nanci al Post database, whereas in the updated
exhibits, we sinply |ooked at the raw data and did
the work ourselves to see if it was the sane, or
correct.

Q Can you tell me what accounts

0213
TOM Panel No. 2
cr-ex (Moreland)

for the difference? Do you have any idea what

m ght account for the difference as between what

FRI reports and what you have cal cul ated, based on

use of the raw data?

A. Yes. | believe in the FR
dat abase, they conpute growh rates based on
| ogarithms of dividends per share to the base ten
whereas the nore appropriate way of doing it is to
use natural |ogarithms, which assumes conti nuous
conmpoundi ng i nstead of annual conpoundi ng.
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Q Dr. Mrin, why did you nake the
change as between your original Exhibit RAM 10 and
the Update? Why did you sinply use the FR
results for the original and calculate fromthe
raw data when you went ---

A Over the last couple of years |
have noticed a few puzzling discrepancies in the
Fi nanci al Post database, | sinply wanted to
corroborate or replicate their data by doing the
wor k nysel f.

Q Let's go over, Dr. Morin, to

Exhi bit RAM 10, page 2 of 2, both in your origina

and the Update. If we were to go through this

exhibit -- which is "DCF-Conparabl e Canadi an

Tel ephone Uilities", showing the growmh rates
0214
TQM Panel No. 2
cr-ex (Moreland)

based on earnings per share. |If we were to go

t hrough the sane exercise, we would cone up with

different gromh rates in respect of your Update

than were originally filed

WIIl you agree with that, by | ooking
at the nunbers?

A Yes. There is one little
difference, too. |In the original, we used FRI's
published growth rates, whereas in the Update we
did the work ourselves with the raw data. The

only difference is in the case of Bruncor. |In the
original Testinobny, you see a negative growth
rate.

Q You have gone froma minus 1.30

to a positive 3.81.

A Yes. In this case we sinply
decided to use the historical growh rate in
di vi dends because it is inplausible that a conpany
woul d grow negatively forever under the auspices
of the DCF nodel. Where you see the minus 1.3 per
cent, in the Update we sinply used the sane growth
rate as dividends, because it does not nake sense

that earnings will grow negatively forever and
dividends will grow positively forever.
Q Dr. Morin, have you ever in

0215
TQM Panel No. 2
cr-ex (Moreland)
previous testinony actually calculated the growth
rates yourself, rather than sinply relying on the
FRI data?

A Hi storically | have depended on
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the FRI data, but | have noticed in the |ast year
a lack of -- well, let's call it lack of effort on
the part of FRI, or a few puzzling holes in the
data in 1991, which led nme to do the raw work
mysel f, and also in response to cross-exam nation
fromsone of your predecessors.

Q That is a kind way of saying |
am not a nenber of the "long in the tooth gang"?

A My esteened col | eague,
Dr. Waters, has raised one or two issues in
tal king to nme about these things, and | therefore
decided to do the work nyself.

Q Could we go for a monment,
Dr. Morin, to your Exhibit RAM11. Again, | would
Iike you to have before you your original RAM 11,
as well as the updated RAM 11, which are the | ast
two pages in the Update which was filed as Exhibit
B- 25.

| amcorrect, Dr. Mrin, that what

what we see in the updated RAM11 is a different

sanpl e than the original. Correct? It is a
0216
TQOM Panel No. 2
cr-ex (Morel and)

di fferent conposition of conpanies that made it

through the same filter process?

A That is exactly correct.

Q What | would like to do is again
have you | ook at the colum entitled "Historica
15 Years". | amat RAM 11, page 1 of 2, and this
i s dividends per share?

A Correct.
Q What we have done, Dr. Morin, is
sel ected those conpanies in your updated exhi bit

whi ch were al so nenbers of the original sanple.

The first of those would be Corby
Distilleries, No. 3. Is that fair?

A Yes.

Q And what you show in your Update
is an historical 15-year dividend per share growth

of 14.42 per cent. Correct? | amlooking at the
updat ed RAM 11, page 1 of 2, Colum (7) --
apol ogi ze.

A. | see 8.7 per cent.
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Q That is correct. We will cone
back to this.

Let's go to No. 5, CT Financial
Services. That survived?

A Yes, that is correct.
0217
TOM Panel No. 2
cr-ex (Moreland)
Q What you are show ng on your
amended Exhibit is a growth rate of 15.14 per
cent.
A That is correct.

Q And in the original Exhibit
RAM 11, the growth rate shown is 12.10.

A That is correct.

Q Let's go down to the next
conpany, which is Dover Industries. That has
survived?

A. Yes.

Q Originally it had a growh rate
of 11.037

A. Yes.

Q And an updated growth rate of
12. 207

A. That is the reverse. It was
12.20; and with nore recent data, it is 11.03.

Q Thank you.

The next conpany i s Hawker - Si ddel ey,
whi ch shows, now, 5.86 per cent. Correct?

A. Ver sus 6.
Q Versus 6. |If we go down to No.

11, which is National Trustco: you were show ng
8.6. Correct?

0218
TQM Panel No. 2
A Correct. cr-ex (Moreland)

Q And you are now at 8. 307

A. That is correct.
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Q The next conpany is Oshawa
G oup. You were showi ng 14.10, which is now
12.91. Correct?

A Yes.

Q And for Scott Paper Ltd., you
were showing 11.9, you are now at 11.257?

A Correct.

Q And for UAP, which is conpany
No. 15, you were showing 5; you are now at 4.88?

A Correct.

Q And No. 16, finally, United
Cor porations, you were showi ng 10.7, and that has
been recal culated to 8.98. Correct?

A Yes. And what is happening
here, so that we do not get lost in the shuffle,
when you include 1991 results -- remenber the
original was prepared in May 1992. Wen you
i ncorporate 1991 earnings and dividend results --
because this was a recession year, a |lot of the
conpani es either maintained their dividends or
even |lowered them and, therefore, that depresses
the growth rates a little.

0219
TOM Panel No. 2
That is why you see, in the Update, cr-ex (Moreland)
in general, lower growth rates than you saw in the
original, coupled with the fact that if you
measure growth rates using natural |ogs instead of
base-ten logs, you will get a slightly |ower
conpoundi ng effect.

Q I understand the second hal f of
your answer, Dr. Morin -- that you have cal cul at ed
the growth rates based on the raw data in a
di fferent way than FRI has done. Correct?

A That is right.

Q That accounts for these changes
in the growh rates.

So that | amclear on the first part
of your answer, you have not changed your 15-year
period. It is still the 15-year period endi ng
1991. Correct?

A Yes. But in the case of
conpani es that did not have reported data for 1991
as of May 1992 -- and there are a |ot of those --
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what FRI basically did was omt that particul ar
observation in conputing the 15-year growth rate.
They just left it as "N A" or "Not Avail abl e".

A | ot of conpanies have fiscal years
that end in the niddle of 1992. So this is not

0220
TOM Panel No. 2
t hat unusual . cr-ex (Morel and)

MS. MORELAND: May | have just a
monment, M. Chairman, please.
--- (A short pause/ Courte pause)

Q Dr. Morin, on the point that you
have made with respect to what FRI does if it does
not have all of the 1991 results, when you were
asked by CAPP to indicate over what tinme period
your growth rates were being calcul ated, as
recall your Response to CAPP 10.1, the answer was
"15 years ending 1991", wi thout qualification

Correct?
A. That is correct.

Q Why was that response not
qualified to indicate at that point what you have
just told us on the record; that is, that the FR
data m ght not include all of the 1991 results to
the extent they were not avail abl e?

A Well, they labelled it as
"15-year growth rates", but upon further
scrutiny, and prodding on ny part, they said:
"Well, for those conpanies that we did not have
reported data on for 1991, we sinply onitted them
fromthe conputation, instead of putting in a
zero." That was their reply.
0221
TOM Panel No. 2
cr-ex (Moreland)
Q Dr. Morin, when did you do that
proddi ng of FRI?

A During the fall.

Q Prior to or after the filing of
the Informati on Response to the CAPP?

A I just do not recall. | would
say in the last five or six weeks. | just do not
recall the exact nonent. Sone of ny staff
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undert ook that work, too.

Q Dr. Morin, we have just gone
t hrough RAM 11, page 1, which is "Dividends Per
Share". Correct? That is the exercise that we
just went through with the "before" and "after"

nunbers?

A That is correct. And RAM2 is
"Earni ngs Per Share".

Q Bef ore we go on to "Earnings Per
Share"” -- which we will -- can you tell me whether
or not the dividends for 1991 woul d have been
reported and conpl ete.

This is harkening back to our
di scussi on about the differences that you have
expl ai ned between the growth rates being driven
in part, by the unavailability of 1991 data.

| presume that the 1991 divi dends

0222

TOM Panel No. 2
cr-ex (Moreland)
were all in at the time of the filing of your

Evi dence.

Fi nanci al Post database. |f you manually conpile
the dividends from dividend publications or

di vi dend news, then, yes, they woul d have been
avail abl e. But | think what FRI and the

Fi nanci al Post does is they update the entire

dat abase as all the data cones out of annua
reports.

Q So, the 1991 dividends from
which FRI was calculating its growth rates in the
fall of 1992. Correct? That is the timefrane.
You are | ooking at 1991 dividends for the purposes
of FRI cal culating dividend growh rates. Fair?

A Yes.

Q That is in June of 19927

A That is correct.

Q And you are suggesting to ne
that perhaps those dividends were all in but FR
sinply had not gotten around to conpiling them
all.

A Yes, because the annual reports
were not all in yet. A lot of conpanies have a
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fiscal year-end that is in the mddle of 1992.
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0223
TQM Panel No. 2
cr-ex (Moreland)
My experience has been, in the |ast
15 years, that it is not until md-sumer, July or
August, that the data is in, in a conprehensive
fashion, for all Canadi an conpani es.

Q Your point to ne, Dr. Morin, is
that the dividends are not necessarily reported on
a cal endar-year basis but are reported on a
fiscal-year basis. |Is that what you are saying?

A. That is correct. That is what
FRI does.

Q Finally, can we go over to
RAM 11, page 2 of 2, to conplete the
"before-and-after” analysis. Again, what | am
interested in is the historical 15-year grow h.
And this is for earnings per share, rather than
di vi dends per share.

A Yes.

Q Let's go through the sanme
anal ysis that we undertook in respect to dividends
per share. | will just run through the nunbers
with you, and you can stop ne if you disagree with
any of them

No. 3, Corby Distilleries: before,
12.5; after, 11.807?

A No, | do not agree with that.
0224
TQM Panel No. 2
cr-ex (Morel and)
Corby was not in the original sanple.

Q | amsorry. Was it CHUM then,
that was in the original sanple?

A. Yes, that is correct.

Q And that is now show ng 8. 79,
and was showi ng 12.507?

A It is now showi ng 11.8, versus
12. 5.

Q I amsorry, | had the nunbers
ri ght before, the Company wrong. Let's get the
record clear.

You are now showi ng, for CHUM an
earni ngs per share of 11.8. Correct?
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A Yes.

Q And you were showi ng an earni ngs
per share of 12.5?

A Correct.

Q The next one is CT Financial
Services: before, 13.6; after 12.02. Correct?

A Yes.

Q The next, Dover Industries: 11.8
then; 10.42 now. The next, Hawker-Siddel ey, you
were showi ng negative .01; you are now show ng
positive 1.78; no. 12, Oshawa G oup: you were
showi ng 19.10; you are now show ng 14. 63.
0225
TQM Panel No. 2
cr-ex (Moreland)
Next, Scott Paper: you were show ng
9.6; you are now showing 9.17. Next, UAP: you
were showi ng 9.5; you are now showing 7.8. And
lastly, United Corporations: you were show ng
10. 14; you are now show ng 8. 79.

Are all of those right, Dr. Mrin?
A Yes, ma'am they are.

Q And again you will explain those
di fferences by suggesting to nme that what you have
done is you have gone back and cal cul ated the new
growth rates fromthe raw data, whereas you j ust
used the FRI data for the purposes of your
original exhibits. Correct?

A That, and the availability of
1991 final reported earnings for sone of the
conpani es that was not available in Muy.

Q Agai n, when you gave the CAPP
the Response to the Information Request asking you
for the growth rates over the 15-year period, you
gave the CAPP the growth rates which we see in the
original exhibit, without a qualification that
sone of those earnings mght not have been
avail abl e.

A That is correct. | had not
perforned that investigation.
0226
TQOM Panel No. 2
cr-ex (Moreland)
MS. MORELAND: You will happy to know
that that is the end of the "before-and-after"
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anal ysi s.

THE W TNESS: | thought you would be
very pleased that the DCF nunbers turned out to be
consi derably | ower under the revised nunbers.

Q Let's go back, Dr. Morin, to
tal k about your Telco analysis for a nonment. Each
of the conpanies that we find in your Telco
sanmpl e, which we find at RAM 10, as anmended, is a
regul ated utility. Correct?

A. That is true.

Q And regulated utilities' returns
are set by regulators. Correct?

A Correct.

Q So by definition, would you not
agree with nme, Dr. Mourin, that the results of your
Conpar abl e Canadian Utilities DCF must be affected
by the decisions that regulators make with respect
to allowed return to those conpani es?

|
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| A I would agree with the notion

| that investor expectations in ternms of growth and

| di vidend potential is clearly influenced by the

| rates of returns that are allowed by regul ators.

|

| Q Woul d you take the next step

| 0227

| TOM Panel No. 2
| cr-ex (Morel and)
| with nme, Dr. Morin, and agree that the DCF

| anal ysis that you used in respect of your

| tel ephone utilities -- and, for that matter, your

| energy utilities -- which uses historical growth

| rates, suffer fromcircularity, to the extent that

| the returns all owed these conpanies are returns

| whi ch are set by regul ators?

|
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A Yes. | discuss that in the
techni cal appendi x on DCF:. that one of the
di sadvant ages or shortcomnings of the technique is
that there is a circular logic involved in the
DCF, in that the grow h expectations of investors
are driven, in part, by what they think the
regul ators are going to do. But then the
regul ators say: "Ah-hah, investors take what we do
into account, so we are going to fool them"

So there is kind of a "gam ng"
circular logic that goes on that casts a bit of a
shadow on the DCF analysis. That is one of the
short com ngs.

Q The circularity of logic is one
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of the shortconi ngs of undertaking a DCF anal ysis
for regulated utilities?

A That is right. That is why you
want to do DCF on other sanples that are not
0228
TOM Panel No. 2
cr-ex (Moreland)
regul ated; and this is why you want to do ot her
tests, as well.

Q To the extent, Dr. Morin, that
your DCF analysis, which is based on regul ated
utilities, suffers fromthis circularity problem
woul d you agree with me that this Board should
give it little weight?

A It should give the sanme kind of
wei ght that it has given everything else. | think
DCF analysis is relevant. It should be aware of
its shortcomngs. But DCF is deeply rooted in
regulatory tradition, rightly or wongly. It is a
wel | -accepted test. It is alnpst a universa
test. And | think the Board should give it its
due wei ght, keeping in mnd the circularity
pr obl em
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| Al of the nodels have shortcom ngs
| and advantages, and the DCF is no exception.

|

| Q So you are saying that the Board
| shoul d have regard to it because it is relevant,

| but the Board should also keep in nmnd this flaw
| in respect of a DCF anal ysis undertaken with

I
|
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

utilities, and that is the circularity of
reasoni ng?

A. It should be aware that that is

0229

TOM Panel No. 2
cr-ex (Moreland)
one of the limtations of DCF.

Q When you say that the Board
should take it into account..

I understand the caveat that you have
given me, Dr. Morin. But | think ny question was:
If the Board is going to take it into account,
should it not give it very little weight as a
result of the circularity problem in a
utility-based DCF?

A No. It should give all the
tests equal weight. All the nodels have
limtations of their owmn. They are all
simplifications of reality; they are al
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abstractions of social phenomena. |nherently,
they have these linitations.

I

I

I

| Q So being a CAPM and E- CAPM f an,
| as | think you told M. Yates yesterday, you are

| suggesting that the Board should give a

| utility-based DCF anal ysis -- which has,

| admittedly, a circularity problem associated with

| it -- the same weight as you woul d suggest the

| Board give to the CAPM and E- CAPM?

I

A Perhaps in the back of their
m nds they should say: "Well, the CAPMresults are
perhaps slightly nore reliable."
0230
TQM Panel No. 2
cr-ex (Moreland)
It is not as if the CAPMis inmmune to
problens of its own. All the nodels have
limtations. That is why | use an array, an
arsenal of techniques, to try to gauge investor
expect ations.

We do not know, enpirically, to what
theory or what nodels investors subscribe. Absent
any evidence on what investors actually subscribe
to and what they do to sel ect stock and nake
i nvest nent deci sions, use all the rel evant
evi dence available to you.

Q The point | aminterested in,
Dr. Morin, is your views about what weight, what
relative weight, the Board ought to give this
test, measured against the other tests that you
perform And | think you told me the Board shoul d
give it equal weight, notw thstanding the
circularity problem because all of the other
tests have got problenms of their own.

Is that fair?

A I think the best way to answer

that question is to ook at my Summary in Exhibit

B-25. The DCF results represent two net hodol ogi es

out of seven. | think that is representative of

the weight that I would accord the DCF, and the
0231
TOM Panel No. 2
cr-ex (Moreland)

Board should follow suit.

Q Let's back up, then. You show
two out of seven. So you are saying that the DCF
Test here should get two-sevenths of the weight
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that the Board will accord each of these tests?

A That is what | do in ny
t esti nony.

Q I woul d assunme you are doing
that in your testinony, because you are
recomrendi ng that the Board ought to do the sane,
or the Board ought to be persuaded of your way of
wei ghting these tests.

A I am reconmendi ng that the Board
l ook at this Summary and think: "This is good. W
believe this. It is using an array of
techniques. It is nethodologically sound. It is
not dogmatic or doctrinaire. It seenms to indicate
results of 12.75 to 13.25. Let's award 13.0."

That is what this says. This is ny
recommendat i on.

Q | appreciate that, Dr. Morin.
Per haps we can go back. Looking at your Summary
results, you will agree with me that the DCF

industrials test that you undertake does not
suffer fromthe circularity probl em we have been
0232
TQOM Panel No. 2
cr-ex (Morel and)
di scussi ng because you do not use utilities as
your sanple. Correct?

A It does not suffer fromthe
circularity problem but it does suffer from
another problemthat is pretty severe.

Q For the tine being, we are
tal king about the circularity issue in respect to
a utility-based DCF. Right?

A. It does not suffer from
circularity.

Q So the DCF Telco test suffers
fromcircularity. W have agreed upon that.

When we are weighting this, the Board
shoul d have regard to the fact that this analysis,
the DCF Telco's, has this particular weakness.

Fair?

A No, not really. The Board
shoul d have in mind that weakness, but should al so
have in mnd another weakness, in that a DCF nodel
does not fit industrial stocks very well. The
whol e worl d of constant growth in earnings,
constant growth in dividends, constant growth in
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valuation -- which is the guts of the DCF nodel --

is an assunption that is much nore applicable to

utilities than it is to industrials.
0233
TOM Panel No. 2
cr-ex (Moreland)

Sonmetines it is very difficult to

take a constant growth nodel and transpose it to

i ndustrials, which are characterized by anyt hing

but constant grow h.

This is the trade-off. Yes, it has
the circularity problemif applied to utilities,
but the nodel fits the shoe better.

For industrials, there are no
circularity problens. But the nmobdel using the
assunmption of constant growh is nore questionable
for industrials. This is the trade-off.

Q Per haps we can close off on this
wei ghting issue this way, Dr. Morin. | take it
you will agree with ne that the last tinme you gave

evidence in respect to TMin RH 2-90, you
undertook two utility-based DCF tests, the same as
this tine, telco's and energy utilities?

A. Yes, | did that. I renmenber
t hat.

Q Do you recall last tinme whether
or not you pre-truncated or discarded your energy
utility DCF, as you have done this tinme?

A. I did include them |l ast tine.

Q So you had two DCF utility-based
anal yses last tinme. Right?
0234
TOM Panel No. 2
cr-ex (Moreland)
A Three. Last tine | had energy,
telco's and industrials. | did not discard the
energy results last tine.

Q Per haps | mi sspoke mysel f. |
was aski ng whether you had two utility-based DCF
anal yses last tinme, that being the telco's and the
energy utilities.

A My mi stake; not yours. Yes,
did that. Two utility sanples.

Q If I ook at page 15 of the
Board's Reasons for Decision in RH2-90 -- perhaps
I can just read this into the record.
“"Further, the Board placed little
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reliance on the utility related results
relied upon by TQM s witness given the
probl ens inherent in assessing the
reasonabl eness and the reliability of
data derived from such relatively small
sanples as well as its concern with
possible circularity of reasoning

i nvol ved. "

Do you have that before you,

Dr. Morin?

A No, | do not. But | recall the

| anguage and | did heed the Board's advice and did

0235

TQOM Panel No. 2
cr-ex (Moreland)
not include the energy DCF results this tinme in

this formal Sunmary. They did not form part of ny

recommendat i on.

Q I thought you did not include
the energy DCF results because they were
unr easonabl y hi gh

A. That is correct.
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| Q I do not think you said anything
| about their being circular and you were therefore
| excl udi ng them
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| A. They were unreliably high; they
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wer e unreasonably high. That is why | did not
i ncl ude them

Q Just so that | amclear, they
have not been excluded from your recomendation
based on concerns about circularity. Your concern
is with the result being unreasonabl e.

A. That is fair.

Q If we can go back for a nmonent,
the Board at least, last tine around, in RH 2-90,
expressed sone concern about the weight it ought
to give to a utility-based DCF test.

Correct?
A. Yes, it did.

Q Can we go on for a nonent,
0236
TQM Panel No. 2
cr-ex (Moreland)
Dr. Morin, to talk about your general DCF nodel --
and we have already gotten into a little of this
in respect of the changed growth rate numbers.
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You do use 15-year growth rates for
bot h earni ngs per share and di vi dends per share.

Correct?
A Yes.

Q And that is a 15-year period
ending in 1991. Correct?

A Correct.

Q And the reason that you tell us
that you use a 15-year period is that a | onger
historical period is nore representative of
|l ong-termgrowth rates required by the DCF nodel .

That is at page 43, line 24 of your
Evi dence.

A That is correct. The guts of
the DCF nodel, or the growth conponent, is that it
is a perpetual infinite gromh nodel. The very
foundati on of the DCF npdel requires a |long-term
growm h rate.

Q And you say, in the mddle

par agraph at page 43 of your Evidence, that you

have to nmake three decisions when you are

conputing historical gromh rates, and the second
0237
TQM Panel No. 2
cr-ex (Morel and)

of those decisions, which | find on line 16, is

"over what past period"

So that is the issue of whether or
not you select a 15-year growth rate period.

Is that correct?

A That is correct.

Q And in RH2-90, the last TQM
case, you did, as | think you just told nme, the
same three DCF tests that you have done this tine,
industrials, telco's and energy utilities?

A Yes, | did

Q And in RH-2-90 you relied on a
ten-year growmh rate for the purposes of working

your DCF nodel .

Is that right?
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A That is right. Two or three
years ago | enployed 10-year growh rates, and
approximtely a year ago | switched to 15-year
growth rates because they were nore representative
of long-termtrends.

Q The last time around at TQM you
said that you used ten years at that tinme because,
and | quote: "The ten year historical average
better captures the normalized long-termtrend of
growm h which is what is required on the DCF
0238
TOM Panel No. 2
cr-ex (Moreland)
nodel . "
That is fromyour previous
appearance. | think that is the essence of the
answer that you just gave me in respect to 15-year
growth rates.

A It is the same answer, except
that it is even nore true today than it was then.

Q How do you know that, Dr. Morin?

A If you include the earnings
experience and the dividend experience of the |ast
coupl e of years for tel ephone utilities, these
growth rates have been depressed by start-up
operations into cellular, into diversified
activities, up-front investnents and marketing
cellular properties, and the like. This has
retarded or diluted the short-term earnings before
these investnents cone to fruition, and produced
growth rates that were artificially |ow

Therefore, to better capture the
Il ong-termnature of the DCF nodel, | decided to
switch to 15-year growth rates

Besi des, using 10-year growth rates
produced results, or equity costs, that were
roughly the sanme as bonds yields, which is not a
reasonabl e result anyway.
0239
TOM Panel No. 2
cr-ex (Moreland)
Q So you are sayi ng you have gone
to 15 years for two reasons: the first is that
were you to use ten years, you woul d get
unreasonably |l ow results. Correct?

A Yes. In some cases the equity
costs were |less than the bond yields, which is not
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a circunstance that was very credible to ne.

Q The essence of your answer is
"yes"; one of the reasons that you noved to a
15-year growth rate is the unreasonabl eness of the
result that that generated?

A Yes, plus what | just narrated a
m nute ago about the dilution frominvestnents
into cellular and to other related activities.

Q That bei ng your second reason?
A That is correct.
Q Essentially, you are saying

there have been atypically | ow earnings over the
| ast several years because of these start-up
i ssues?

A That is fair enough.
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| Q Do you recall, Dr. Mrin, in

| RH- 2- 88, which was the second-to-last TQM Case

| the tinme before last, the Board stated that there

| was some nerit to the position which was advanced

| 0240
| TQM Panel No. 2
| cr-ex (Morel and)
| at that hearing that investors future growh rate
| expectations would likely be closer to growth
| rates experienced in the nost recent five-year
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peri od.

Do you recall that?

A | recall that. But if you were
to pursue that philosophy -- to take an extrene

exanpl e, Bruncor has experienced negative growth
rates in the last five years. This would produce
a negative rate of return, or one that is close to
the risk-free rate. So that would not be
unreasonabl e, at least in today's context, because
of what has happened in the tel ephone environment
in the last three or four years.

Q Your comments in respect of
these atypical issues in the tel ephone
environment, do they extend beyond the tel ephone
mlieu, to industrials, to other menbers of the
corporate sector?

A Not to the sane extent. The
t el ephone conpani es have been trying to catch up
to the information revolution by making these
|l arge investments into cellular investnents, and
ot her unregul ated activities. By virtue of making

56 of 118 2/14/00 12:41 PM



NEB/ONE-Hearing Transcript-Transoription daudience-RH-4-92-Valume 2 file/l/CY/drew/docsRHA92v02.htm

these start-up investnments and incurring start-up
0241
TOM Panel No. 2
cr-ex (Moreland)
costs and capital investnments up front, this has
diluted or retarded near-term earnings and growth.

Therefore, if you use that for DCF
you are really getting a downward-bi ased esti mte
of the long-termgrowh potential of these
conpani es. The reason they are making these
investnents is to partake in the productivity
gains in the cellular, the digital age and the FAX
machi ne usage and the like

So if you are |ooking at near-term
earnings growth, you are mssing the long-term
growm h potential of these conmpanies, which is what
the DCF nodel requires

Q But when you are | ooking at the
near-term you are tal king about the tel ephone
i ndustry.

Is that fair?

A In my analysis, | have used a
t el ephone group for DCF. So, yes.

Q Does the sanme rationale in
respect of the unreliability, or the atypically
|l ow performance in the recent past, apply
simlarly to your industrial group, for instance?

A It applies, but not to the sane

extent. If you were to |ook at short-termgrowth
0242
TQM Panel No. 2
cr-ex (Morel and)

rates of any conpany, they have been artificially

depressed by restructuring efforts -- and, of

course the devastating inpact of the recession --

and these growmh rates are downward-bi ased proxies

for the long-term growh prospects of these

conpani es in general

Q Woul d you expect, Dr. Mrin to
the extent that one has experienced atypically | ow
performance, that it would all tend to average
out; that is to say, if you look at a period ---

A Yes, | would agree with that.
That is why you use a long-termgrowth rate, to
try to smooth out the cyclical aberrations.

Q When one | ooks at your sanple,

your industrial sanple, for instance -- let's |ook
at your telephone sanple. You are telling us we
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shoul d | ook at |long-termgrowmh rates because of
atypically |low performance in the recent past.

Correct?

A That is correct; and the
start-up investnents that you and | discussed
earlier.

Q If one | ooks over a longer term

-- for instance, even taking the 10-year term
that you used in your |ast appearance before this
0243
TQM Panel No. 2
cr-ex (Morel and)
Board in TQM -- woul d you not expect that those
results would tend to be snpothed out over the
term the lowresults?

A Even the 10-year growth rates
are unduly affected by the last three or four
years' earnings experience and the dilution that
spoke of a nmonment ago. | would be a |lot nore
confortable with the 15-year growth rates as
representative of the new potential in the
t el ecomuni cations field.

Q In respect to your
tel ecommuni cati ons sanpl e, where are the bad
results emanating? Are they emanating fromthe
regul at ed conmponents of the utilities.

Where do they cone from is the
questi on.

A I have been very careful in ny
sanpl e to censor the sanple so that it would
excl ude conpanies with very high diversification
content. BCE, or Bell Canada, is not in the
sanpl e, nor is BC Tel, because those conpanies
have ventured into unregul ated arenas.

The tel ephone sanple that | have

retai ned consists of conpanies that are fairly

honmbgeneous. You woul d not characterize them as
0244
TQM Panel No. 2
cr-ex (Morel and)

diversified. They are driven, primarily, by their

regul ated activities.

Q Bruncor is one of your telco
conpanies, is it not?

A Yes. That is the marginal one
where | show the results both with and wi thout
Bruncor.
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Q And did Bruncor not experience
sone significant |losses in both real estate and in
chancel | or finances?

A Yes. They ventured into
|l easing real estate activities, which were not
very successful, which is one reason why | show
both sets of results, with and w thout Bruncor.

Q Still with your tel ephone
exanple, Dr. Morin: Does the CRTC, which
regul ates these utilities, not reflect -- let ne

back up.

Does the CRTC not allow these
utilities to earn a return on their operations?

A Let's back up one step here.
Quebec Tel ephone is not regul ated by the CRTC

MS. MORELAND: Fair enough

THE W TNESS: To answer your
question, the CRTC focuses on the regul ated
0245
TQM Panel No. 2
cr-ex (Morel and)
conponents of their activities.

Q Yes. In respect, for instance
to the capital investnments that a Telco woul d nmake
-- for instance, in the cellular world -- does

the CRTC not allow that utility to earn a return
on the capital being enployed to pronpte that new
t echnol ogy?

A That is correct, that woul d not
be part of the rate base deternination of the
CRTC. But investnments that they nake in
noder ni zati on of networks and digitization of
networks, that is definitely fair ganme for
inclusion in rate base.

Q When you tell ne that it is not
fair gane for inclusion in rate base, are you
suggesting to ne that cellul ar operations are not
part of the regulated utility?

| asked you whet her or not the CRTC
is allowing these utilities to earn a return on
the capital enployed, and you are saying to ne

no" ---
A I am not sure | understand your
questi on.

The CRTC does not regulate the
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unregul ated activities: real estate |easing and
0246
TOM Panel No. 2
cr-ex (Morel and)
the like. That is not part of the rate base.

Q Let's back up and be very
general. W understand that real estate and
| easing are not part of the regul ated operations
of these utilities?

A That is correct.

Q Therefore, those corporations,
to the extent they take a bath on those sorts of
endeavours, do so, and therefore you get a
"Bruncor" kind of experience: poor results based,
in part at |east, on m sadventures in the
unregul ated world. Fair?

A | agree with that statenent.

Q To the extent that a
t el ecomuni cati ons conpany is, as you say,
engagi ng in new technol ogi es, for instance --
start-up costs involved in new technologies -- is
the capital enployed to pronote those new
t echnol ogi es not sonething upon which the
utilities will earn a return?

A. Yes, it is

Q Thank you. |If we can go back

for a nmoment to RH-2-90, which was last tine, you

said then, Dr. Morin, that you were m ndful of

what the Board had said in the previous TQM
0247
TQM Panel No. 2
cr-ex (Morel and)

Deci si on about the five-year recent experience

being a fairly good expectation as to investors

future -- let me back up

You said at that tine you were
m ndf ul of what the Board told you about the
rel evance of the near termor five-year growth
rates as a proxy for investors' future
expect ations.

Do you renenber that?
A Not exactly. But | definitely
did not agree with the five-year historical

hori zon.

If you were to do that today, because
of flat earnings and flat dividends, you would get
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estimates of equity costs which would be equal to
the dividend yield, alnmost, which is not a very
credi bl e circunstance to ne.

So that woul d not be applicable
t oday.

Q What you told the Board | ast
time was that you disagreed with what the Board
had told you about five-year growth rates in the
previ ous Deci sion?

A | disagreed then, and ny
di sagreenents are even nore profound today.
0248
TQM Panel No. 2
cr-ex (Morel and)
Q Consequently, your growth rates
have increased by five years. Correct?

A Yes, that is correct -- because
the results produced would be totally untenable.

Q What you told the Board | ast
time is that you thought ten years was nore
representative of growth expectations, which
think you have just told ne.

A. Yes. A lot better than five, at
that tine.

Q And that the growh rates of
utilities over the previous five years were very
anem ¢ and very | ow?

A I recall that |anguage, yes.

Q Essentially, what you are
telling us today is the sanme thing

Is that fair?

A Yes. The anenia continues, so
to speak. 15-year growth rates |I think is a fair
representation of |onger-term prospects,
particularly of the tel econmunications industry.

Q What about for the industrial
i ndustry?

A | believe that would be correct,
because it captures |onger cycles.
0249
TQOM Panel No. 2
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cr-ex (Moreland)
If you want to put a picture in your
m nd, picture the earnings of a conpany as the
letter "S" resting on its side and you want to
draw a line through the letter "S" to even out the
cyclical highs and cyclical |ows.

That is what is required,
fundanental ly, by the DCF nodel. It is the
| ong-term normal i zed earnings growh potential of
the Conpany; and | think going back 15 years does
a better job of that.

O course, if | had ny way, | would
much rather have anal ysts' |ong-term forecasts,
whi ch we do have in the United States. This is
what | use in the U S. In Canada we do not have
that |uxury, and so you have to rely on historical
growth rates.

Q Wuld it be fair, Dr. Mrin, to
say that the rationale that you are giving this
Board today for the use of the 15-year growth rate
is identical to the rationale you gave the Board
in the last TQV case for using a ten-year growth
rate?

A. Yes, | think that is a fair
st at ement .

Q In fact, having heard what this
0250
TQM Panel No. 2
cr-ex (Morel and)
Board had to say about the rel evance of five and
ei ght-year growth rates, last tinme you chose to
keep your ten-year growh rates. Correct?

A Correct.

Q And this year you have given us
an additional five years, and you are now up to 15
years.

A Yes. But don't forget since the

|l ast rate case we have had a maj or recession/
restructuring experience, which has depressed
earni ngs and dividend gromh to conpanies in
general. So it is even nore relevant today to
take a longer-termview. That is what the DCF
nmodel requires: a long-termgrowh rate.

Q And you go back and you incl ude
five previous years, five years previous to the
years that you used for your growh rates in the
RH 2-90 Case?
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A Yes, but two years |ater,
because the last rate case was two years ago.

Q Dr. Morin, | would like to
discuss with you a Table that was provided to you
t hrough your counsel two days ago. The first one
I would like to discuss with you is the Table
entitled "Conparison of Gowh Rates for 0251
TQM Panel No. 2
cr-ex (Mrel and)

Dr. Morin's Sanples".
Do you have that?
A. Yes.

MS. MORELAND: Perhaps this should be
entered as the next exhibit.

THE CLERK: That will be Exhibit
No. C-11-3.
--- EXHIBIT NO. C 11-3:
Two- page docunent entitl ed:
"Conparison of Gowmh Rates for
Dr. Morin's Sanples".

MS. MORELAND:

Q Dr. Morin, |ooking at page 1 of
2 of Exhibit C11-3, | would like to go through
what all of this is with you. The first page -- |
will wait until the Board Menbers have it in front
of them
--- (A short pause/ Courte pause)

Q Looki ng at page 1 of 2 of
Exhi bit C 11-3, what we have here, Dr. Mrin, are
three sets of sanples, the first being your

lowrisk industrial sanple -- and this was your
original sanple, Dr. Morin, as unanended. All
right?
A. Correct. 0252
TOM Panel No. 2
cr-ex (Moreland)
Q The second is your conparable

energy utility sanple, and the third is your
conparabl e tel ephone utilities sanple. Correct?

A Correct.

Q What we have at the top of page
1 of 1, is "Earnings Per Share"; and those
earni ngs per share were provided in response to
CAPP | nformati on Request 10.3. That is the raw
data that you provided in response to that
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request.
Is that correct?
A Yes.

Q What you see on the extrene
ri ght-hand side of the page is a heading
"Log-Linear Gowmh Rates".

Do you see that?
A. Yes.

Q And it is showing 1977 to 1991,
which is the 15-year period that you utilized for
growth rates. Correct?

A. Correct.

Q Colum (a) is shown as
"Dr. Morin", with a series of growh rates shown
under that colum. Correct?

A That is correct. 0253
TOM Panel No. 2
cr-ex (Moreland)

one finds in your original Testinony, RAM9, 10
and 11.

I's that right?

A That is correct.

Q Am 1 correct, Dr. Mrin, that
those growth rates are sinply growth rates that
you are reporting?

Are these FRI growth rates?

A Yes, the colum labelled (a) are
gromh rates extracted directly fromFRI. Colum
(b) is what you conputed.

Q Colum (b) is entitled "CAPP" --
it should be entitled "CAPP/ APMC' -- being growth
rates which have been conputed fromthe raw data
that we find in the body of this exhibit.

Correct?

A Yes. | presune they were

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
|
I
|
I
|
| Q Those were the growth rates that
|
I
I
I
|
I
|
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
| cal cul ated using OLS.
I
I

Q Yes. Dr. Morin, you have had
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this exhibit since you arrived yesterday. Have

you undertaken the exercise of recal culating these

ear ni ngs per share your way since you have now

undertaken that actual cal culation yourself? Have

you recal cul ated these earnings per share to cone 0254
TQM Panel No. 2
cr-ex (Mreland)

up with your own growth rates, as opposed to the
reported FRI growth rates?

A Yes. In the updated information
that we discussed, you and I, half hour ago, |
think this would reconcile the two sets of results
to a very large extent. Were you see
di screpancies that are significant -- for exanple,
Gendi s, or Labatt, or OCshawa Group -- a |lot of
t hese conmpani es do not survive the screen, if you
i nclude current data.

I think we are a lot closer in our
growth rates now with the new filter. Again, the
problem stenms fromthe colum entitled "1991".
When did | this in May 1992, a lot of the 1991
results, particularly for earnings, had not yet
been reported for these conpani es, which expl ains
a large part of the discrepancies between the two
col ums.

But | think the updated growth rates
that | supplied to you in Exhibit B-25 will
all eviate any concern in that regard.

For the Tel ephone utilities, which is
shown on the | ower panel, we are in tota
agreenment, to within .001 agreenent, on these
gromh rates. So that one is okay. 0255
TOM Panel No. 2
cr-ex (Moreland)

The conmparabl e energy growth rates,

which is shown on the niddle panel, | do not rely
on those results in any event. So that is
academ c.

Q Have you recal cul ated them just

out of interest, to see if they match, in respect
of the conparable energy utilities?

A No, | did not have tine to do
that. This is a pretty extensive statistica
exercise to conpute all of these log-linear growth
rates for all these conpanies.

Subj ect to check, we will accept the
validity of your conputations, particularly if
they were performed by Dr. Waters.
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MS. MORELAND: | can assure you | did
not performthem Dr. Morin.

M. Chairman, | do not know when you
wanted to take your break this norning.

THE CHAI RMAN:  About this tinme.

MS. MORELAND: | am happy to break or
to proceed at this point, as you wi sh.

THE CHAI RMAN: How | ong do you have
remai ni ng?

MS. MORELAND: | suspect,
M. Chairnman, that | have probably half an hour to 0256
TQM Panel No. 2
cr-ex (Moreland)

45 m nutes renmi ni ng.

THE CHAI RMAN:  We will break now,
t hen.
--- A Short Recess/ Pause 0257
TOM Panel No. 2
cr-ex (Moreland)

--- Upon resuming/A la reprise de |'audience
THE CHAI RMAN: Ms. Morel and, please.

M5. MORELAND: Thank you,

M . Chai r man.

CROSS- EXAM NATI ON BY MsS. MORELAND ( Conti nued):
Q Dr. Morin, still at Exhibit

C-11-3, and going over to page 2 of 2, can we

confirmthat that page is sinply a conparison of

the growh rates for your sanpl es based on

di vi dends per share as opposed to earnings per

share.

Is that correct?

A That is correct.

Q And that has been calculated in
the same fashion as we discussed in respect of
page 1 of 2 for the earnings per share.

Correct?

A Yes. Page 2 is the anal ogue of
page 1, using dividends per share.
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Q Thank you. | would lIike to have
you | ook at a second docunent, Dr. Mbrin, which
you received a couple a days ago through your
counsel .

That docurment, Dr. Morin, is entitled
"Conparison of Gowh Rates for Dr. Mrin's
0258
TQM Panel No. 2
cr-ex (Mreland)
Sanpl es, 15-Year and Sel ected 10- Year Peri ods".

Do you see that? Do you have that in
front of you?

A. Yes, | do.

MS. MORELAND: Before we discuss
this, perhaps we can have it marked as an exhibit,
pl ease.

THE CLERK: That will be Exhibit
No. C-11-4.
--- EXHBIT NO C 11-4:
Two- page APMC- produced docunent
headed: "Conparison of G owth Rates
for Dr. Morin's 15-Year and Sel ected
10- Year Peri ods".

MS. MORELAND:

Q By way of explanation of Exhi bit
C-11-4, again we see your original sanples for
low-risk industrials, conparable energy utilities,
and conparabl e tel ephone utilities.

Correct?
A Yes.
Q And if we go to the extrene

right of the page, we see |log-linear growh
rates. Correct?

A Yes.
0259
TQM Panel No. 2
cr-ex (Moreland)
Q And what has been repeated
there, in the 1977 to 1991 colums is identical to
what we have just been discussing in respect to
Exhibit C11-3. Right?

A. That is correct.

Q So the only new i nformati on on
C-11-4 are the three extrene right colums.
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Correct?

A That is correct.

Q And what has been cal cul at ed
there, Dr. Mirin, are 10-year growh rates for
three periods: 1980 to 1989. Correct?

A Yes.

Q 1981 to 1990. Correct?

>

Correct.
Q And 1982 to 1991. Correct?
A Correct.

Q WIIl you agree with ne,
Dr. Morin, that had you undertaken a 10-year
growth rate analysis, you would have undertaken a
1982 to 1991 analysis, 1991 being the npbst recent
year ?

A Yes. If | had perfornmed a

10-year analysis, | would have utilized the data

shown in the last colum, which is |abelled
0260
TOM Panel No. 2
cr-ex (Moreland)

"1982-1991". And if you look at the average

gromh rate for lowrisk industrials, you will see

t he nunmber 6.01 per cent.

Q As opposed to...?

A As opposed to somet hi ng between
9 and 10 per cent. |If you were then to add this
to the dividend yield of industrials, which is of
the order of 3 per cent, you would get a cost of
equity of 9, which is less than these conpani es
borrow ng rates.

To ne, that is a glow ng testament as
to why perhaps 10-year growh rates should not be
relied upon.

That is why | did not do that, and
that is why Dr. Waters does not do it either

Q | appreciate your explanation,
but what | would like to do is just mechanically
go through these various results.

You have indicated that had you used
the 1982 to 1991 period, you would have had an
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what you originally
A

Q

sanpl e, your update

A

Q
average growh rate
for that sanple?

A

Q
bet ween the 1982 to

hi gher at 8.93.

A

Q
for 1982 to 1991 is

A.

Q

nunbers, Dr. Morin.

rate you show using

A

Q

sanple at all?

A

Q

your origi nal

A
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average for your industrial

Tel ephone Utilities,
of .56 versus a 15-year growth rate of 4.18 for
anal ysi s.

sanpl e of 6.01 versus
cal cul ated as 10. 247

That is correct.

And if we | ook at your new
on Exhibit B-25 ---

0261
TOM Panel No. 2
cr-ex (Moreland)
Yes.
-- am | correct that the new

that you are showing is 8.93

Yes, you are quite correct.

If one were to make a conpari son
1991 nunber of 6.01 with your

new sanpl e, your new sanple's growh rate is still
Correct?

That is correct. That is the

proxy for |ong-term grow h.

And just going down to

"Conparabl e Energy Utilities", the gromh rate

m nus 0.10 ---
Whi ch again is excellent reason

why you shoul d not use 10-year growth rates.

| appreciate the caveat that you

have given ne. | just want to get through these

-- versus 4.63, which is the growth

your 15-year period. Correct?
Yes.

And you have not changed t hat

No, Ma'am | have not.
0262
TQM Panel No. 2
cr-ex (Moreland)
And finally, in the Conparable

we see a 10-year growth rate

Correct?

That is correct.
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Q And if you are to take into
account the growh rate that you have shown us in
your Update, B-25, will you agree with me that
that nunber becones 5. 08.

This is on your new Exhibit RAM 10.
A That is correct.

Q If you can flip over to page 2
of 2 of Exhibit C11-4, this is the sanme anal ysis
done in respect to dividends per share growth
rates. Correct?

A Yes. Page 2 is the anal ogue of
page 1, using dividends.

Q If we can go through the same
averages, what woul d have been the growth rate, if
you had used 1982 to 1991, is 8.70. Correct?

A. That woul d have been the case,
yes.

Q On your old exanple, you arrived
at a gromh rate of 9.91. Correct?
0263
TOM Panel No. 2
cr-ex (Moreland)
A Correct.

Q And under the new exhibit
RAM 11, you have a 9.39 growh rate. Correct?

A That is correct.

Q When you go to the Conparable
Energy Uilities sanple, a 10-year period would
have given you a 6.08 growth rate. Correct?

A That is correct.

Q The sanple is unchanged, and so
the 15-year growth rate that you have shown us is
9.53. Correct?

A Correct.

Q And finally, on the Conparable
Tel ephone Utilities, a 10-year growh rate period
woul d have given you 3.74. Correct?

A That is correct.

Q Versus 6.02, originally.
Correct?
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A. That is correct.

Q And 5.85, according to your new
Schedul e RAM 107

A That is correct. Now you can
certainly appreciate why | did not use 10-year
growth rates.

Q Dr. Morin, what period for
0264
TQM Panel No. 2
cr-ex (Morel and)
growth do you use in your U S. testinony? Do you
use a 15-year growth rate?

A No. 1In the case of all of ny
t el ephone conpany testinony, | use five-year, for
the sinple reason that these conpani es energed
following the divestiture of AT&T.

VWhen | use historical data, | tend to
go back to 1984, because that is when these
conpani es began operati on.

More typically in the US., | put a
| ot nore wei ght on anal ysts' forecasts of
I ong-term growt h.

I am not tal king about earnings per
share forecast for next year; | amtalking about
long-termgrowth forecasts, because they are
avail able from many anal ysts.

When | use historical growh rates,
for the reasons that | have just given, it is
typically five years for tel ephone utilities.

Q What about for non-tel ephone
utilities where you do not have a date for the
spi nof f ?

A When | use historical growth
rates, it is 5 and 10.

Q I would like to nove to a
0265
TOM Panel No. 2
cr-ex (Moreland)
di scussi on of another conponent of your DCF nodel,
and that is the quarterly npodel concept.

THE W TNESS: | thought you would
never ask.

MS. MORELAND: Maybe | ought not to
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Q You enploy a quarterly version
of the DCF nodel. Correct?

A. Yes.
Q Why do you do that?

A Because in the real world,
di vidends are paid quarterly. 1 do not see the
poi nt of using an annual DCF nodel, when dividends
are in fact paid quarterly.

Q So you say that a quarterly
nodel recognizes the concept of quarterly
di vi dends.

Is that fair?

A That is correct. To put it in
|l ayman's terms, when you | ook at the d obe and
Mail or you look at the stock prices quoted on the
Toronto Stock Exchange, these stock prices
correspond to a stream of quarterly dividends to
the investor.

So, how can | take a price based on a
quarterly dividend stream and insert that price
0266
TQOM Panel No. 2
cr-ex (Moreland)
into an annual DCF nopdel which assunes divi dends
are paid annual ly?

There is an inconsistency there.

The version of DCF that | use
recogni zes the fact that dividends are indeed paid
quarterly, by npbst conpani es.

Q Is the effect of using the
quarterly nodel versus an annual nodel an upward
adj ustment to your DCF estimtes?

A It turns out that the annual DCF
understates the true return by approximtely 20 to
30 basis points.

It depends on the nmgnitude of the
di vidend yield conponent. The |arger the dividend
yield conmponent of return, the larger will be the
adjustment. And, of course, conversely.

Q So the answer is "yes", it
results in an upward adjustnent -- and what you
are telling me is 25 to 30 basis points, but that
i s dependant on the size of the dividend yield?
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A. I would like to characterize it
in reverse: the annual nodel results in an
under st at enent .

Q Fair enough. | think the
concept is on the record.
0267
TQM Panel No. 2
cr-ex (Mreland)
Does the quarterly nodel take any
account of the fact that the return, for instance,
for TM i s based on an average annual rate base?

A No, it does not. The investor
is looking at a stream of cashfl ows, which, for
himor her, is dividends that are paid quarterly.
That is the only basis that the investor has to
make a judgment on the price.

Q Woul d you use a quarterly nodel
Dr. Morin, and nake this adjustnent that you neke,
even if TQOM was operated on the basis of an
historic Test Year? Wuld that nake a difference?

A Yes, | would. But then that
rai ses the whole spectre of "regulatory risk". |
would think that a utility ---
(Referring to nusic being played in
adj oi ning neeting roon): The sound of nusic al ways
conpl enents the discussion of the quarterly tinmng
nmodel. It is so entertaining a topic that we have
background nusic. | amglad it is not the funera
mar ch of Haydn.
--- (Laughter/Rires)
To go back to your question: If a
jurisdiction -- like Manitoba, for exanple -- was
using a historical Test Year, | would account for
0268
TQM Panel No. 2
cr-ex (Moreland)
that through the risk increnent, the "regul atory
ri sk" discussion. But of course the historica
Test Year is an even nore convincing reason for
using the quarterly DCF nodel.

Q So if | understand your answer,
you are telling ne that you would use a quarterly
DCF nodel, regardl ess of whether or not the
utility was regul ated on an historic basis or, for
that matter, on an average annual rate base?

A Yes. Al of that is reflected
t hrough the earning power of the utility, and
therefore its dividend power, which are the flows
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received by the investor in any event. So all of
that is reflected in the earning potential and the
di vi dend- payi ng potential of the utility, which is
what stock prices are based on. So it all works
out.

Q Dr. Morin, I would like to read
for you an excerpt that | am sure you are famliar
with., This is an excerpt fromthe CRTC s AGI
Decision 92-9. This is in respect to the
quarterly DCF nodel.

Before we start, you appeared in that
case, did you not, Dr. Morin?

A Yes.
0269
TQM Panel No. 2
cr-ex (Moreland)
Q And you appeared on behal f of

whont

A AGT.

Q And you were recommendi ng a
quarterly DCF nodel in that case, or utilizing
one?

A I have always utilized a

quarterly nodel

Q The CRTC had this to say about
the quarterly nodel, at page 70 of that Deci sion
"The Comni ssion has stated in previous
Deci sions that the use of a quarterly
conmpoundi ng nodel with the rate base
used by the Commission..."
Parenthetically, what is that rate
base, Dr. Mborin?

A Forward test year.

Q "...would result in a significant
overstatenment of the investors'
required gromh rate. As denonstrated
in CRTC Exhibit 9 and AGI Exhibit 83
the use of a quarterly DCF npdel and an

average annual rate base will overstate
the cost of common equity for the
Conpany.

0270
TQOM Panel No. 2
cr-ex (Moreland)
The Conmmi ssion considers the use of the
quarterly DCF nmodel with an average
annual rate base inappropriate. The
Commi ssion notes that this issue has
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been addressed on nunerous occasions in
past proceedings. |In future, the
Commri ssion will expect expert w tnesses
using a quarterly DCF nodel to make an
appropriate adjustnment to their results
to reflect the use of an average annual
rate base.”

Are you famliar with that excerpt,

Dr. Morin?

A Yes. And in the follow ng case
before the CRTC, which was Newfoundl and Tel ephone,
a lot of the material in the testinony attenpted
to provide the necessary foundation for the rate
base/rate of return match-up, so to speak. And we
made sonme progress in that particular proceedi ng.

If | recall, to paraphrase the
Conmmi ssion's Order in that case, they said
sonething like: WlIlIl, we have nmade sone

theoretical conceptual progress here. W think it
is theoretically correct to use a quarterly nodel
but we are still not quite convinced about the
0271
TQOM Panel No. 2
cr-ex (Morel and)
rate base construct being natched with the rate of
return.

I plan to put the final nail in the
coffin in the next CRTC rate case and try to
provi de even nore information to convinve them
that dividends are paid quarterly and that you
have to take that into account.

Q Let's go to the Newfoundl and
Tel ephone case.

First of all, when did you give
evidence in that case, Dr. Murin? Do you

remenber ?

A I think it was January 1992 or
early February. | do not recall

Q Were you cross-exam ned in June
of 19927

A Did you ask me when | prepared
the Evidence, or when | testified?

Q When did you testify?

A. I think it was m d-sunmer, or
early sunmer.

Q Woul d you agree with nme, subject
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to your checking, that you were cross-exam ned on
this issue on June 19th of 19927

A Yes, | renenber that.
0272
TQM Panel No. 2
cr-ex (Mreland)
Q And do you renenber, in the
context of that proceeding you were read, by
Conmi ssi on Counsel, the sane quote fromthe AGT
Decision that | just read you.

Is that correct?

A Yes. That quote follows ne
ever ywhere.

Q This is no exception. You were
asked in that case:
“I'n Iight of the Conmi ssion's statement
in this Decision," -- (that being AGT)
-- "why have you not adjusted your DCF
results for this hearing to take into
account that position of the
Conmmi ssion? | realize, when you
originally filed your evidence it
predated it, but the Decision predated
your Update. So it is in light of that
Update | am al so asking the question."
Do you recall what your response
was, Dr. Morin?

A Not quite -- but | can inmagine
what it was.

Q I will read to you an excerpt of
that, which is found at page 861 of the transcript
0273
TQM Panel No. 2
cr-ex (Moreland)
of June 19th, where you stated
"Obvi ously, when | prepared this | did
not have the hindsight of the AGT

Decision. If | have the opportunity of
appearing before this Board in the
future, I will definitely heed to this

advi ce and provide you with a nore

form dable rationale as to why the rate

base construct enpl oyed by the

Commi ssion should be matched with the

rate of return construct that is

matched with it to be consistent."

Does that accurately sum up what you

told the CRTC about the use of the quarterly DCF
nodel ?

A. Yes, it does.
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Q Do you renmenber what the CRTC
said about that in its Reasons for Decision in the
NewTel case?

A. No, | do not.

Q At the risk of being |abourious,
I will refresh your nenory. At page 53 of that
Decision -- and that is CRTC Decision 92-15 -- the
Commi ssi on says, the bottom col um:
"The Commi ssion recogni zes that npst of

0274
TQOM Panel No. 2
the evidence in this proceeding was cr-ex (Morel and)

prepared prior to the issuing of
Deci sion 92-9..."
Which is AGT. Correct?

A Yes.

Q It goes on to state:
"...However, the Conmi ssion w shes to
reiterate that it considers the use of
the quarterly DCF nodel with an average
annual rate base to be inappropriate
and that expert witnesses using this
approach in future proceedings will be
expected to make an appropriate
adjustnent to their results to reflect
the use of an average annual rate
base. "

Do you recall that, Dr. Morin?

A Yes.

Q So when you say you are going to
"put the nail in the coffin" the next time around
at the CRTC, are you suggesting that the | anguage
of this Decision is telling you that the CRTC is
bei ng persuaded that a quarterly DCF nodel is
acceptable to it?

A It will be in the next case,
0275
TOM Panel No. 2
because I will show themthat in a forward rate cr-ex (Morel and)

base, or a forward rate base construct that they
enpl oy, as in the case of this Board, they assume
accunul ation of earnings at a different rate --
nanely, at the annual rate -- than the quarterly
timng nodel would suggest.

So, there is a msmatch between the
rate of return, which is a quarterly phenonmenon
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versus the rate base construct, which assunes
accumul ation of earnings or buildup of equity at
an annual rate. There is a total m smatch there.

I plan to show them in a sinple
nunerical exanple, how to reconcile that

m smat ch.

Q Do you see any inconsistency
with your position -- that is, that you wll
persuade the CRTC of your way of seeing things ---

A I will try.

Q But do you see an inconsistency,
Dr. Morin, in suggesting that the CRTC is prepared
to be persuaded on the quarterly nodel, in |ight

of the fact that it has said that it "expects
expert witnesses to make an appropriate adjustnment
to their results to reflect the use of an average
annual rate base"?
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| 0276
| TQM Panel No. 2
| If there are two noving parts to cr-ex (Morel and)
| this, the average annual rate base and the

| quarterly DCF nodel, are they not saying to you

| that you are expected to make the adjustnent to

| your DCF nodel ?

I

| A Yes. | will do that next tinme,
| if that is their wish. But ny job here, and in

| those cases, is to figure out investor return

| requi rements. And this is what | have done.

|

| Q Dr. Morin, TQMutilizes an

| average annual rate base. Does it not?

I

| A Yes, it does.

I

| Q Are you aware, Dr. Morin, of any
| ot her expert financial w tnesses who appear before
| this Board and who use the quarterly conpoundi ng

| nmodel that you use?

I

| A | am not aware of any before

| this Board, but I am aware of a nultitude of

| Wi t nesses that use quarterly timng in the United

| St at es.

I

| Q Are you aware of any who use it
| in Canada?

I

| A No. There are not too many of
| us around. | amsure Dr. Sherwi n does not use it,
| for exanple. | know Dr. Waters does not use it,

I

| 0277
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| TQM Panel No. 2
| ei t her. cr-ex (Moreland)

Q Dr. Waters discusses this
concept, does he not, Dr. Mrin, in Appendix VII
to his Evidence?

A. Yes, he does.

Q Movi ng, briefly, to what is
al rost the last topic: Dr. Mirin, you enmploy a
flotation all owance, do you not, in your analysis?

A Yes. | always have.

Q And what is that? Wat is the
magni t ude of that?

A Again, it depends on the
magni tude of the dividend yield conponent of the
DCF nodel. As a rough order of magnitude, it is
30 basis points.

Q Woul d you agree with ne,
Dr. Mrrin, that the entirety of what this Board,
or any regulator, allows as a return on equity to
a regulated utility is earnable by that utility;
that the utility has the opportunity to earn al
of it?

A Yes, | agree with that.

Q So the 30 basis point adjustnent
that you nmake for flotation allowance is,
consequently, part of the return on equity; it is
0278
TOM Panel No. 2
cr-ex (Moreland)
a conponent of that nunber and is earnable by TQM

Is that fair?

A Yes. It is conpensation for the
costs incurred in the floating of securities and
procuring the funds used by TQM It is like the
closing costs on a hone nortgage.

Q When you say it is conpensation
for costs that are incurred, you nean costs that
m ght be incurred. Right?

A No. | nean both costs that were
incurred in the past and costs that will be
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incurred in the future

This Board, and npst Boards in North
America, as a routine matter, conpensate utilities
for flotation costs associated with past -- past
-- bond issues. It becones part of the
conputation of the cost of debt.

In the same way for common stock, we
have to deal with a flotation cost associated with
past issues of equity or the buildup of the equity
on the bal ance sheet.

So there is a perfect anal ogy between
bonds and stocks here.

Q Thank you, Dr. Morin.

Finally, I would like to follow up on

0279

TQOM Panel No. 2
cr-ex (Moreland)
a discussion that you were having with M. Yates

this nmorning on the Enpirical CAPM estimate.
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I

| I would like you to | ook at page 35
| of your Evidence, if you could, please, and as
| wel |l have in front of you the revised Exhibit

| RAM 3, page 2 of 2, and that is in Exhibit B-25
|

| A Can you give nme the exhibit
| nunmber one nore tine, please.
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Q Your revised Exhibit B-25, and |
am | ooki ng at RAM 3, page 2 of 2, which is about
four pages in.

A. I have that.

Q M. Yates was asking you about
the equation that we find on |ine 20 of page 35,
and you confirned that the definition of "beta"” in
that equati on was the adjusted beta.

Correct?
A. Yes.
Q If | understand the beta

adj ust ment process that is undertaken by
Val ueLi ne, and which you use ---

That is correct? You use the
Val uelLi ne adj ust nent ?

A Yes, mn'am And the Merrill

Lynch. It is the sane thing.
0280
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TOM Panel No. 2
cr-ex (Moreland)
Q The Val uelLi ne adjustnment results

in adjusted beta val ues which are always hi gher
than the raw beta val ues when the raw beta val ues
are less than 1.0.

Is that correct?

A That is correct.

Q And we can see that if we | ook
at Exhibit RAM3, all of your adjusted betas are
hi gher than the raw betas. Right?

A That is correct, for utilities
-- or, excuse ne, for low beta utilities.

Q For all of the conpanies in this
sample. |Is that correct?

A Yes.

Q And in fact in all sanmples. |Is
that correct?

A Yes, it is correct.

your adjusted beta val ues being higher than the
raw beta values. Right?

A. Yes, that is correct.

Q So, Dr. Morin, all other things
bei ng equal, your use of adjusted betas, rather
than the raw betas, results in higher estimtes of
the cost of capital
0281
TOM Panel No. 2
cr-ex (Moreland)
Is that right?

A Yes. If you use a higher beta
figure, you are going to have a higher cost of
equity.

Q If we can go back to your

equation at page 35 of your Evidence, am | correct
in stating that the weighting that we see of .25
in the second termthere ---

Do you see that?

A Yes.

Q -- and a weighting of .75, which
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| Q So what you have here is all of
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| we see in the third term results in a higher cost
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of capital estimate than if a weighting of 1.0
were given to the third ternf

A That is exactly correct.

Q So, if the nunmber .75 were
changed to 1.0, .25 would becone zero?

A. That is correct. And this would
col l apse to the ordinary CAPM

Q Sois it fair for me to say,
Dr. Morin, that the two weighting schenes that you
have used -- that is, the adjustment fromthe raw

beta to the adjusted beta that we see on RAM 3, as
well as the weighting of this equation that we see
at page 35 -- result in higher cost of capita
0282
TQOM Panel No. 2
cr-ex (Morel and)
i nvest nent s?

A For conpanies with betas | ess
than 1.0, you are right.

MS. MORELAND: Thank you
Thank you very nmuch, M. Chairman.
Thank you, Dr. Morin.

THE CHAI RMAN: Thank you
Ms. Morel and.

Madane Chanpagne...?

Me CHAMPAGNE: Merci, nonsieur le
Pr esi dent.

Bonj our, nonsieur Mrin. J'ai
guel ques questions pour vous ce matin.

Comre | a preuve a ete soum se en
angl ais, |es questions que j'ai pour vous sont en
angl ai s aussi .

LE TEMO N: C est a votre choi x.

MS. CHAMPAGNE: Thank you.

EXAM NATI ON BY MS. CHAMPAGNE:

Q Wth respect to |ong-term Canada
Bond yields, Dr. Murin, what is the termto
maturity that you use for the |ong-term Canada

file///Cdrew/docsRHA92v02.htm
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bonds of 8.75 per cent which you referred to
yest erday?

A Because common stocks have a
0283
TQM Panel No. 2
( Chanpagne)
maturity which is infinite, | have used the
| ongest -t erm Canada Bond possi bl e; nanely, 30
years.
Q Touchi ng on the nore genera
topic of the econom c outlook, Dr. Mrin, in your
Direct Testinony, at page 8, you state, and |
guot e:
“I'n 1990, | recomrended a rate of
return range of 14.25%to 14.50% for
both 1991 and 1992. In the current
environnment, | amrecomending a
substantially | ower range of 13.25%to
13.50% for both 1993 and 1994,
principally because of the significant
decrease in long-terminterest rates
since my previous testinony."
As | understand it, you have now
revi sed your recomendation to 13.0 to 13.25 per
cent.
opi nion, has the recession of the past severa
years had any |l ong-terminpact on the econony,
particularly with respect to the rate of
inflation, and nore generally with respect to
i nvest or expectations?
0284
TOM Panel No. 2
( Chanpagne)

A Yes, it has. The
hyper-inflation that we witnessed in the 1970s and
early 1980s is behind us. Current inflation
nunbers are very, very low of the order of 1.5
per cent for 1992, a little bit higher predicted
for 1993 because of the recovery.

I nvestors, on the other hand, seemto
have a | ong-term expectation of inflation which is
of the order of 4 per cent.

The reason | say that is that in
Canada we have the luxury of having a government
i ndexed | ong-term bond, which is indexed to
inflation, and that particular bond is yielding
currently, something of the order of 4.75 per
cent, whereas nom nal |ong-term bonds, that are
not adjusted for inflation, are yielding sonething
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| My question, Dr. Mrin, is: In your
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| of the order of 8.75
I
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The difference between those two
nunbers is approximtely 4 per cent, which
suggests to ne that investors expect |ong-term
inflation to be in the vicinity of 4 per cent.

But the answer to your question is:

yes, there is a profound influence of the

recession -- not so nmuch the recession, but the

restructuring of the North Anmerican econony, in
0285
TOM Panel No. 2
( Chanpagne)

terms of investor expectations. But we should not

be pessim stic and think that because we have had

a decimating recession in the last two years, we

shoul d be very pessim stic about the future.

Let's not forget that there are sone very exciting

devel opnents that are occurring in the United

States, in ternms of cost conpetitiveness, and this

will spill over to Canada. Canada will be poised

for the recovery, for the global conpetition, for

the new worl d.

I nvest or expectations are not
nmorose. They are not dismally | ow, or anything
like that.

I am not sure that | am answering
your question. Is that okay?

Q Yes, thank you.

The next question on that topic is:
Does the 125 basis point reduction in your
reconmended return on equity for TQM fully refl ect
t he changes whi ch have occurred in the econony
over the past few years?

A Yes. Two years ago | was

recomrending 14 1/4 to 14 1/2. | amnow at 13 per

cent to 13 1/4, which is 225 basis points | ower

than two years ago, which is a very substanti al
0286
TOM Panel No. 2
( Chanpagne)

decrease, and it is because of the decrease in

interest rates and, in turn, because of the

decrease in inflation

Q Thank you.

Let ne nove on to general business
risk.

Dr. Morin, referring to Exhibit B-18
and your Response to NEB IR No. 2, Question No.
45 - --
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A. I have it.

Q -- and nore specifically the
Appendi x A that was filed along with that
Response, at page 2 of the CBRS credit
anal ysis ---

A Yes, | have it.

section entitled "Rating Comrent" it is stated
"Gas deliveries are estimated to
i ncrease approximately 15% ..in 1991,
and to continually increase to...116.5
Bcf by 1995."

the first page, in the same Appendi x, of the DBRS
bond rating analysis ---
A Yes, | have it.

Deliveries", where it is stated, and | quote:
"Whil e the volunme of gas deliveries has
no effect on TQM s earni ngs, the
overall gas delivery trend is inportant
to the long-termviability of the
pi peline. In 1991, the volune of gas
deliveries increased 10.3% partly due
to the addition of new delivery points
in the prior year. 1|In 1992, we expect
gas delivery volunmes to be slightly
hi gher than 1991's |evels."

My question, Dr. Morin, is: Wuld
you concur with the statement that "the overall
gas delivery trend is inmportant to the long-term
viability of the pipeline"?

A Yes, | agree with that
assessnent. The utilization of the pipeline is a
very inportant el enent.

Q Based on those two statenents
fromthe bond rating agencies, fromtheir overal
rating summari es, do you have any sense that these
agenci es perceive a strong risk of the demand for
TOM s services shrinking dramatically?

A. No. I concur with the bond

rating agencies' assessment of business risk, that
the denmand conmponent of business risk is certainly
not very high. That is a definite plus for TQM

Q Thank you. In your Direct

85 of 118

Q In the first paragraph under the

In addition to that, | direct you to

TOM Pane
( Chanpagne)
Q -- to the section entitled "Gas

TQM Panel
( Chanpagne)
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Testinony, Dr. Mrin, at page 18, you seemto
suggest that TQMis facing a somewhat uncertain
future.

A Yes. In the longer terml| am
very concerned, having term nated a rate case for
Gaz Metropolitain and being somewhat famliar with
what has happened with some of their very, very
large clients -- Sidbec, and sone of the very
| arge pul p and paper conpani es, and petrocheni cal
conpanies. They are in dire straits. They have
experienced severe difficulties. Sone are

bankrupt; sonme are closing plants. In fact, GM
is carrying some of those accounts, in ternms of
bad debt.

| ama little concerned about that in
the longer term to the extent that this is a
restructuring of the Quebec econonmy, as to what
will be the inpact, in the long term on TQM s
utilization of its pipeline.

In the short run, | would agree with
your prem se that we should not be concerned with
0289

file///Cdrew/docsRHA92v02.htm

TOM Panel No. 2

( Chanpagne)
demand risks. But | am expressing sone concern
with the | onger-term picture.

Q Thank you. Dr. Mrin, do you
have a copy of the 1991 TQM Annual Report? Do you
happen to have a copy of it?

A I will get one very quickly.

MS. CHAMPAGNE: |If not, | have a copy
here.

MR. LECLERC: Did | hear 1981 or
19917

MS. CHAMPAGNE: 1991. If you wi sh, |
can give you my copy.

THE W TNESS: Okay.
--- (Docurment handed to w tness/Docunent renis au
t enpi n)

THE W TNESS: | have your yellow
stickers and your highlights. | wish all the
| awyers woul d be that cooperative. Thank you.

Q At page 8 of this Report, it is
stated that TQM s pi peline deliveries increased by
10. 3 per cent over the previous year, that
deliveries to Boisbriand increased by 8.9 per
cent, that deliveries to expansion markets outside
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Montreal saw a 12 per cent increase over 1990, and

that there is an even greater market for natura

0290

TQM Panel No. 2
( Chanpagne)

gas when cogeneration is devel oped in Quebec.

My question is: Wuld you agree that
the Conpany nmanagenent foresees a positive outl ook
for the Company?

A Yes. As | said earlier, demand
risk for TQMis not very high. And I would share
Managenment's optim smin that regard for the
future of the gas market for the next few years.

Q You seemto be depicting a
sonmewhat uncertain future, whereas the Conpany
Managenment foresees a positive outl ook.

How woul d you reconcile both views?

A Managenment have a tendency to be
optim stic in Annual Reports. | have never seen a
Managenent team adnmit to failure or abysmal
prospects of their conpanies. This, of course, is
not to suggest that it is.

risk over the longer term | agree with that

assessment for the next two years. | amjust

pointing out the fact that if utilization rates

begin to decrease because of the restructuring

goi ng on in Quebec, because of the situations of

some of these very large industrial custoners,

whi ch makes TQM a little bit vulnerable, this

0291

TOM Panel No. 2
( Chanpagne)
rai ses the whol e i ssue of whether ratenaking

met hodol ogy will in fact be retained.

But this is not a shorter-term
concern for next year. | amnore worried about
that for the |longer term

Q Thank you, Dr. Morin.

Moving along to the financial risk

aspect: In Exhibit B-18, your Response to NEB IR
No. 2, Question 44, paragraph (D) ---

A Yes, | have it.

Q -- you state, and | quote:

"TQM s rates are set on budgeted costs
two years prior to actual realization
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| of those costs. The larger the
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interest rate burden, the |arger the
magni ficati on of an unanti ci pated
devi ation fromforecast on TQM s
profitability. There is no guarantee
of paynment of interest to creditors.”

econom ¢ climte cannot be predicted with
certainty, would you agree that interest rates
coul d be higher or |ower than expected?

A I would agree with that
assessnment. That comment was nore applicable to

| onger-termrates. TQMis going to refinance in
1994 at an unknown rate.

For short-termlines of credit
purposes, the deferral accounts palliate some of
the risks that | was discussing in here.

Neverthel ess, we do not know at what interest rate
they will refinance two years fromnow. There is
sone forecasting risk or cost uncertainty, and a
very, very small error can be magnified or
translate into a very large error on the

bottom i ne because TQM has such a snall equity

ratio.

That is the point that | amraising
here.

Q Thank you, Dr. Morin.

In the short run -- that is, in the
next two years -- is there a real risk that TQV
will be unable to nake its interest paynments?

A. No, | do not believe that that
is the case.

Q I refer you now to your Direct
Testinony in respect of your application of the
CAPMtest. | amnot referring to anything

specifically; just nore in a general context.

of 6 to 7 per cent. These values for the

hi storical risk prem umwere cal cul ated using the
Hatch & White and the Canadi an Institute of
Actuaries studies. You have used a long-term

88 of 118

Dr. Morin, given that changes to the

You have used a market risk prem um
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Canada rate of 9 per cent -- which, as of
yest erday, has been revised to 8.75 per cent.

In arriving at your final value, you
inplicitly assumed that the return on the market
was in the range of 14.75 per cent, being revised
figures, to 15.75 per cent.

Do you agree with this?
A. Yes, | do. If the market risk

premumis in a range of 6 to 7 per cent, and if
you add to that the |ong-term Canada Bond yield,

you will get the expected rate of return for an
average risk investnent in the stock market, not
for a utility. Yes, | agree with that.

Q Thank you. |If we were to take

the historical return on the equity range of 11.26
per cent to 12.54 per cent, taken fromthe Hatch &
White study and the Canadian Institute of
Actuaries study, respectively, and then using the
| ong-term Canada rate of 8.75 per cent, we would
arrive at a range of 2.01 per cent to 3.29 per

cent for the market risk prenm um

Do you agree with this cal cul ation,
Dr. Morin?

A Yes, | agree with the
calculation. But that is not the historical risk
preni um

The Hatch & Wiite Study shows the
risk premium and | believe | quoted that in ny
Testi nony.

On page 31, lines 11, 12, 13 and 14,
I show that in the Hatch & White Study stocks
out perforned bonds by 7.86 per cent.

In the Canadi an Actuarial study, on
line 16, stocks outperformed bonds by 5.93, or
close to 6 per cent.

This was part of ny basis for
assunming a 6 to 7 per cent risk premium from
those studies.

Q Thank you. Dr. Mrin, you have
used the Capital Asset Pricing Mddel to determ ne
a return on equity for TM In the equation for
t he nodel appearing at line 6 -- now | am
directing you specifically to an itemw thin your
Direct Testinmony: Page 29 of your Direct

TOM Pane
( Chanpagne)
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Testi nony, appearing at line 6.
A | have it.

Q Three variables are used in the
equation on the right-hand side. These variables
are the risk-free rate, the beta, and the market
ri sk premum

Is this correct?
A That is exactly right.

Q On the first page of your
revised RAM3 table ---

A | have it.

Q -- you show the range of betas
for 12 utilities?

A. Yes.

Q Is this the source of your

adj usted beta of 0.55 for TQW?

A That is exactly correct. |
used the average beta of Canadian utilities as a
proxy for TQM s beta, which | state is
conservative because TQM has a | ot nore financial
risk than all these utilities. But this is the
basis for the 0.55, that is correct.

That neans, in layman's ternms, that
TOM i s about half as risky as the narket.

Q The range of adjusted betas for
the 12 utilities appearing in your revised RAM 3
tabl e goes from0.39 to 0.67.

Is that correct?
A. Yes, it is.

Q G ven that TQMis not a
publicly-traded conpany, would you agree that it
cannot be said, with certainty, that its beta
shoul d be the average for the group of 12
utilities appearing on the first page of the
revi sed RAM 3?

A. It can be said, with a relative
amobunt of confidence, that TQMs beta is at | east
as | arge as the average.

have
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In the Testinony -- and | am not
going to get into all the technical details. |If
you |l ook at the whole section starting on page 37
and page 38, what | do is | say: WlIl, TQM has
much more financial risk than any of the other
utilities. And | made an adjustnment for that.

And it cones out that if TOM was a
publicly-traded stock, because of its very, very
thin equity base of 25 per cent, it would
presumably have a hi gher beta.

So | was very, very conservative in
assunm ng the .55

Anot her way of putting it: If | take
that .55 and | purge or renove the effect of

file///Cdrew/docsRHA92v02.htm
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financial risk, | get a pure business risk beta of
about . 2.
Then if | reintroduce TQM s fi nanci al
risk -- which is very high -- the inplied beta
would be in the order of .75 or .8. But for
conservatism | used .55.
Q Thank you.
Dr. Morin, you have not revised
Exhi bit RAM 14 of your Direct Testinony. If we
| ook at your original version, it shows the actua
betas and equity ratios for 13 Canadian utilities.
Is that correct?
A Yes, it does.
Q If we focus on the four
utilities appearing on this list having an equity
ratio of less than 30 per cent -- nanely, BCE
Enterprises, Canadian Uilities, Union Energy, and
West coast Energy -- we note that for two of these
conpanies the total risk levered beta is above the
average of 0.55, and for the other two the total
risk levered beta is bel ow the average of 0.55
Is that correct?
A Yes. | will take it "subject to
check".
Q As a result of this, is it
0298
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consequently possible to identify any relationship
between the equity ratio and a firm s beta?

A Probably not with a sanple of
four. | think that is sinply too thin to make any
ki nd of general statenent about betas and equity
ratio.

Q Thank you.

In the context of ECAPM Dr. Morin,
in your Direct Testinmony on page 35 -- and | think
you people sort of skirted around this. W had a
nore specific question.

You have given an alternative nodel
to the CAPM nodel -- namely, the ECAPM -- and the
| atter nodel relaxes sonme of the restrictive
assunmpti ons of the CAPM nodel

In your ECAPM nodel, how did you
arrive at the constant values of 0.25 and 0. 75,
and what do these constant val ues represent?

A On page 35 of the Testinony,
line 20, your question is why the weights of .25
and .757

M5. CHAMPAGNE: Yes.

THE W TNESS: The answer is that we
| et the markets speak for themselves. W sinply
| ooked at the past relationship within risk and

return and plotted it on a graph and fitted the
line. Then this particular equation was al nost a
perfect approximation to the observed rel ationship
between ri sk and return.

So this provides a quick and dirty
approxi mati on, which saves you from having to
estimate returns on all kinds of stocks and their
risks. This is a very, very, very good
approxi mati on of the observed risk return exchange
on capital markets.

Q Thank you. Now ---

A Can | go back to your earlier
question about equity betas and exhi bit RAM 14.
want to make sure that | understood it properly.

If we | ook at BCE, Canadian
Utilities, Union Energy, and Westcoast Energy,
whi ch have |l ow equity ratios, and you | ook at

TOM Panel
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their betas, which are .64, .52, .51 and .69,
have an average which is roughly .6, which is
hi gher than the .55

So it would seemto suggest that
utilities with lower equity ratios -- nore
financial risk -- have higher betas, which makes
intuitive sense.

Q That is fine. Thank you
0300
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Dr. Morin.

Dealing with risk prem unms now
Dr. Morin, you have used U.S. gas utilities to
performa risk premumanalysis, as it was
di scussed in your Direct Testinony at pages 25 to
28, as well as shown in Exhibit RAM6 of your
Direct Testinony.

A. That is correct.

Q On page 26 of that Testinony,
you state that the U S. gas utilities are a
conparable risk to TQM

Have you applied the four risk
measures you used for your Conparabl e Earnings
Test to the Moody's Gas Utilities Index to see if
they are genuinely of conparable risk?

A The only two checks that | have
perforned are the beta risk neasure -- and the
average beta for Mody's Gas Utilities Index is
approxi mately .60. | have used .55 for TQM And
two minutes ago we argued that this was
conservative. So they are in the sane ball park

And nunber 2, the average bond rating
for the typical gas utility in the United States
is Single-A. TQMis B-Plus-Plus, which would
correspondence to Triple-B in the United States.
0301
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So, if anything, one can argue that
Moody's, at best, is about the sane risk as TQMV
and possibly less risky -- again, because of the
tremendously | ow equity ratio of TQM

Q Can you say with certainty that
the conpanies in Mody's Gas Utilities Index are a
conparable risk to TQW

A In my field, you can never say
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anything with certainty. You can say things with
hi gh probabilities.

I think it is highly probabl e that
TOM and Mbody's gas utilities risk profiles are
conpar abl e.

Q Dr. Morin, what is the current
relationship between interest rates and risk
premiuns? |Is it a positive or a negative, and has
it ever changed?

A The question is: Wat is the
rel ati onshi p between the nmagni tude of the risk
premium and interest rates?

Conventional wi sdomis that the
relationship is negative, and the fol klore behind
that is when interest rates are going up and up
and up, bondhol ders becone very concerned with
interest rate risk, with capital |oss, and

increase their rate of return faster than stock
hol ders increase their return requirenents. So
the risk prem um between the two shrinks.

Conversely, when interest rates
descend, bond hol ders are not concerned with
interest rate risk, with capital |oss, because
interest rates are com ng down, and therefore the
ri sk premi um w dens between bonds and st ocks.

That is the conventional w sdom --
whi ch makes intuitive sense

If you look at it enpirically, with
the Hatch & White studies or any of the other
hi storical studies, it is very, very difficult to
observe that relationship.

| tend to subscribe to the view that

the risk premumis essentially, to use a phrase
fromny field, "a random wal k", neaning it is a
stochastic process -- nmeaning the best estimate of
that risk premumis the nean. |It's sort of |ike
pl ayi ng dice or tossing a coin: you expect 50 per
cent heads/50 per cent tails. On average, if you
toss the risk premiumdice, so to speak, you will
get an average risk prem um of between 6 or 7 per
cent.

TOM Pane
( Chanpagne)
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That is the best that | can do on
0303
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t hat one.

Q Thank you.

Then, you don't think, Dr. Morin,
that risk prem uns have cycles?

A | think they do, but | have a
hard tinme |ocating themenpirically. | think
there is a cyclical behaviour of risk prem uns.
In recession, they expand; and in very boom ng
expandi ng economi es, they shrink. But
enpirically, it is very hard to denpnstrate that.

Q Is it nore appropriate to match
current interest rates with current risk prem umns,
rather than with risk prem uns over a very |ong
period of tinme?

A Il think it is nore appropriate
to utilize risk prem uns over very long tine
peri ods, because they exhibit no trend; they
exhibit no what we call "serial correlation" in
finance, which neans tinme dependent behavi our.

So the best estimate, according to a
| ot of experts and acadenmics, is to use the nean,
the average, over long tine periods.

One nore conment: |f you begin to

try to use risk prem uns over sub-periods, like

recessi on periods and expansi on periods, you have
0304
TOM Panel No. 2
( Chanpagne)

no assurance whatsoever that these realized

returns were what investors expected at the tine.

It is only over long, long time periods that

expectations of investors and realizations

converge, or else they would never invest any

nmoney.

Over shorter periods, it could very
wel | be that investor expectations were not
realized

So that is a second reason for going
back over long, long time periods if you are going
to do a Risk Prem um Study.

Q Thank you, Dr. Morin.

You have used, Dr. Morin, the years
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1980 to 1991 inclusive for your Ri sk Prem um
analysis, as calculated in Exhibit RAM5 of your
Direct Testinony.

Coul d you explain, or elaborate, why
you chose this tinme period for your Canadi an
Tel ephone Utility Risk Prem um Anal ysi s?

A. A good question. After having
just said that one should utilize |long, |long, |ong
time periods to assess risk prem uns, going back
to Adam and Eve if we could, you are asking ne:
"Well, why is it that in RAM5 | amonly going
0305
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back to 19807?"

There are two reasons for that:
Nunmber 1, this whole analysis of RAM5 is not a
study of realized risk premuns; it is a study of
prospective expectational risk prem uns, using the
DCF nodel. It does not go back and exam ne
realized rates of returns. 1t |ooks at what
investors did in fact expect going back to the
future every year to 1980.

That is the first answer. The second
question is: "Wiy did | start the clock in
19807?"

The answer to that question is that,
in 1980, | need a 10-year growh rate, going back
to 1970.

If you | ook at the m ddl e panel there
| abelled "Historical Gowh Rates", these are
10-year historical growh rates.

In 1980, therefore, | have to go back
to 1970. And there is no data before that. So
the second answer to your question is: Limtations
of avail abl e data.

But the first answer | gave you is by
far the nost inportant one: these are prospective
rates of return, and there is no need to go back
0306
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to 1920.

Q Thank you.

Dr. Morin, would you agree that the
ri sk prem um has decreased substantially over the
time period in question relating to your study of
Canadi an tel ephone utilities?
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A. Yes, it has. | think that is
because the DCF estimates were downward-bi ased in
1991 and 1990 by the use of 10-year historical
growth rates.

I amnot sure if the reason for that
is because the risk prem um has shrunk, or because
the DCF provi des downwar d- bi ased answers of equity
costs in 1991, 1990.

| think the |atter scenario is nore
pl ausi bl e.

So | have used the average over the
whol e period, which is about 3.2 per cent.

Q Thank you.

Subj ect to verification, Dr. Morin,
woul d you agree that Exhibit RAM5 of your Direct
Testinony denonstrates that for the period 1986 to
1991 the risk premiumfor the tel ephone utilities
i ncluded in your sanple has been, on average, 2.08
per cent, while for the years 1982-1985, it was

4.28 per cent?
A | agree with that.

Q In your Direct Testinony,
Dr. Morin, at page 24, you calculate a risk
prem um for Canadi an tel ephone utilities using the
hi storical spread between a utility's share price
and A-rated utilities bonds.

Dr. Waters suggests, in his Direct
Evi dence, that this would not be an appropriate
way to calculate the risk prem um

Dr. Morin, nmy question is: Could you
pl ease comment on this apparent difference of
opi ni on between yourself and Dr. Waters on the
nost appropriate nethod whereby the risk prenm um
for TOM shoul d be cal cul at ed?

A I hate to do this to you. Can
you read ne just the first two sentences of your
question, about what Dr. Waters does.

Q Dr. Waters suggests, in his
Di rect Evidence, that this would not be an
appropriate way to calculate the risk prem um --
the way you proceed. | would ask you to el aborate
on what is the nost appropriate nethod to do
this.
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A Qoviously, | think this is
0308
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appropriate, or else | would not have inserted it
into the testinony.

I think -- and | am specul ati ng here
-- what maybe Dr. Waters is concerned with is the
choice of period. He may be arguing that this
period is perhaps not representative of the
current situation, or sone argunment to that
ef fect.

When you are dealing with historical
returns, realized returns, on stocks and bonds,
t hi nk you shoul d go back, as we discussed earlier
to very, very long time periods, to ensure that
expectations match realizations. But when you are
doi ng a study using expectational or prospective
risk premums, it is okay to look at a shorter
peri od, because you are already dealing with
expectations. So you do not have the probl em of
ensuring that expectations match realizations.

So | believe it is correct to take
1980 to 1981, because data was not avail able
before that, to do a "prospective analysis" of the
ri sk prem um

I really do not know what the
objection is to that. Mybe you can help nme out
on that.
0309
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Q I should perhaps read a little
more of this, to assist you.

Dr. Waters' reasoning is that the
return on equity for individual conpanies, in
narrowm y defined industry groups, can deviate,
often for long periods of time, fromthe val ues
whi ch woul d be consistent with their perceived
risks.

A That helps me a lot. | do agree
with Dr. Waters that if you are using realized
rates of return for specific conpanies and
i ndustries, you are incurring a risk that these
returns were not what investors expected.

But in this particular study -- |
reenphasi ze the point -- | amalready dealing with
i nvestor expectations, because | amusing the DCF
model to estimate the cost of equity. That is a

2/14/00 12:41 PM
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prospective/ expected return conputation.

So | amnot vulnerable to the
criticismthat historical returns do not match
expectations. | amalready dealing with
expectations with that nethod.

Q Thank you.

Dr. Morin, using the Hatch & Wite
and the Canadian Institute of Actuaries studies,

What he is basically saying is that
when you are | ooking at the "Canada Long Bonds"
colum, he is saying that bond hol ders
expectations were not fulfilled; that they got
burned; that that is not what they expected.

I

I

I

I

I

I

I

I

I

I

I

| 0310
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| you arrived at a market risk premumof 6 to 7 per

| cent for your CAPM and ECAPM tests.

I

| Dr. Waters, using the same studies,

| came up with 4 to 4.5 per cent for his market risk

| preni um

I

| My question is: How woul d you account

| for the difference of 200 to 250 basis points

| bet ween yourself and Dr. Waters?

I

| A. I will try and put that in one

| nut shel |

|

| The best way to do that is to go to

| Exhi bit RAM 7, page 1. At the very bottom of page

| 1, one notes that stocks have outperfornmed bonds

| by 7.86 per cent. |If you go to page 3 ---

| Actually, it starts on page 2. From

| 1924 until 1990, stocks have outperforned bonds by

| al nrost 6 per cent -- 5.93.

|

| I think your question is: How can we

| both be | ooking at this data and conme up with

| di fferent concl usions?

I

| Q Yes.

I

| A. Answer: Dr. Waters mani pul ates,

| in a sense -- and | amsaying this in a nice

| sense, not in the negative sense -- the data, in

| trying to neasure expectations.

| 0311
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I

I

I

I

I

I
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So he adds to the "Canada Long Bond"
colum a prem um for surprises, for m staken
expectations that were not fulfilled.

So if | go back to the bottom of page
3 and | look at the average return on bonds of
5.33, philosophically what Dr. Waters is doing is
addi ng sonething to that 5 per cent to recognize
the fact that bond hol ders' expectations were not
realized; that they were burned

So he gets a nmuch smaller risk
prem um

My contention is that stock hol ders
are equally guilty of mstaken expectations.

I do not think it is correct, with
all due respect to Dr. Waters, that share hol ders
have perfect foresight, that they are al ways
correct in their expectations and bond hol ders are
al ways the fools; that they always have m staken
or unfulfilled expectations.

| amsaying that if there is a

0312
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correction for surprise or unanticipated events,
think that is equally applicable to stocks as it
is to bonds.

That is the fundanental phil osophica
di sagreenent that | think we have, in that he
makes an adj ustment for these unfulfilled
expectations of bond hol ders.

My argunent is: Do the sane thing
for share holders. They don't have perfect
foresight, either.

Q Thank you.

Dr. Morin, | would now like to refer
you again to page 1 of Exhibit RAM7 within your
Direct Testinony.

Coul d you pl ease explain how the
val ues for each of the colums in the Hatch &
VWhite study were arrived at?

A Yes. If we go to RAM7, page 1
your question is: How do Hatch & Wite nmeasure
returns on equities?

The answer is: They take an i ndex,
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l'i ke the Toronto Stock Exchange 300 Index, and
they sinply catal ogue or tabulate the change in
the level of the index, plus the dividends paid in
that year, divided by the level of the index at

the begi nning of the year

Let's do a very sinple drill here:
The Index is 100 in 1950; it is 110 at the end of
1950. There is a change of 10 per cent. So Hatch
& White would say: That is a 10 per cent return
in that year -- and they would add the dividend
yield to that.

is for stocks. So it is just a routine market
return cal cul ati on based on an index, plus
di vi dends.

same kind of test: it is the change in the val ue
of the bond index, plus the coupon interest,
divided by the starting value of that index.

I hope you ask the sane previous
question to Dr. Waters, to make sure | did not
m srepresent his position.

Q Thank you, Dr. Morin.

Goi ng back to the question we were
just finishing on, can you el aborate, sonewhat, on
the third col um?

A The third colum is just the
di fference between Colum 1 and Colum 2.

Let's take nineteen -- no, it is

not .
I would have to check that; | would
have to check to see how they arrived at the
mar ket risk prem um
Q Coul d you please verify that?
A Yes, | will do that. | wll

take that as an undertaking

VWhite study, and I will just check it.

101 of 118

Does that answer the question? That

For | ong-term Canada bonds, it is the

I think | have the original Hatch &
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MS. CHAMPAGNE: Thank you.
--- UNDERTAKI NG (TQM Panel No. 2):
To advise as to how Colum 3 on RAM 7
page 1 of 3, was arrived at.

MS. CHAMPAGNE
Q I'n your Response to NEB IR No.
2, Question 49, paragraph (C), you state, and |
guot e:
"The results of mechani cal approaches
to estimating ROE are subject to
neasurement error, small sanple bias,
and turbul ence in capital nmarkets, and
| believe that estimating ROE for
rat emaki ng purposes nust take a | onger
termand a nore flexible view"

0315
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Subj ect to verification, Dr. Morin, ( Chanpagne)
woul d you agree that the average devi ati on above
and bel ow the m dpoint values of return on equity
for the tables shown on page 49 of your Direct
Testinony is 32 basis points?

I am speaki ng now of your origina

tabl e.

A | am going to have to ask you to
read that to ne one nore time -- except for the
guot e.

Q Yes. Subject to verification,

woul d you agree that the average deviation above
and bel ow the m dpoint values of return on equity
for the table, as shown in your Direct Testinony,
the original version, is 32 basis points?

Is that correct?
A Yes, that is correct. |If you
| ook at page 49 and | ook at the average results on

line 25, roughly they go from13 to 13.6.

So the average deviation fromthe
m ddl e woul d be about 30 basis points.

To me, that is a very attractive
feature of those results, to have that degree of
concordance or convergence in the results.

Q Thank you.

0316
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G ven that you feel that these tests (Chanpagne)
are subject to the problems that you describe in
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your Response to Question 49, paragraph (C), in
NEB IR No. 2, do you feel that an average
variation around the m dpoint of 32 basis points
for your return on equity tests reasonably
reflects the uncertainty associated with these
tests?

A Yes, | believe it does. The
range is reflective of neasurement error, the
conceptual infirmties of different techniques,
and the validity of the proxies, the surrogates,
that have been used in inplementing those nodel s.

I think 30 basis points is a
reasonabl e range. It really is.

One of ny old old professors once
told me that judgnent was only 50 basis points
thi ck, and beyond that you have got sone
problens. Here it is 30. That is quite
accept abl e.

MS. CHAMPACGNE: Thank you, Dr. Nbrin.
Those are all of ny questions.

Thank you, M. Chairman.

317
TOM Panel No.
(Board Panel)

EXAM NATI ON BY BOARD PANEL
MVE COTE- VERHAAF: Bonj our, nonsieur Mrin.

LE TEMO N: Bonj our, nadane.

MVE COTE- VERHAAF: Monsi eur Morin,
consi derez-vous que |le present cycle econom que se situe
entre |'annee 1982 et |'annee 1991, tout en considerant
aussi que la reprise est encore incertaine?

LE TEMON. La question est: Est-ce que je
considere |a periode 1982-1991 representative...?

MVE COTE- VERHAAF: Represente un cycle
econom que conpl et.

LE TEMON: CQui. Vous avez eu des creux et
des somets |la, et nous avons enfin un cycle conpl et depuis
1982 jusqu' a auj ourd' hui

MVE COTE- VERHAAF: Et |le cycle precedent
etait evidemment caracterise par un niveau d'inflation tres
superieur a celui que nous avons connu dans |le dernier

file///Cdrew/docs RHA92v02.htm

2/14/00 12:41 PM



NEB/ONE-Hearing Transcript-Transoription daudience-RH-4-92-Valume 2 file/l/CY/drew/docsRHA92v02.htm

cycl e.

LE TEMO N. Vous avez parfaitenent raison
Si on calcule le taux d' inflation de 1982 a aujourd hui, la
nmoyenne est environ de 4, 4 1/2 pur cent. Et si on exam ne
Il es anticipations des investisseurs en ce qui ternme -- je
pense que j'ai fait le calcul anterieurement -- c'est une
anticipation d environ 4 pour cent,
318
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egal enent. Donc, je suis tres confiant que |le taux noyen
dinflation des dix dernieres annees est representatif des
attentes des investisseurs pour |es dix prochaines annees.
C est presqu' a deux deci nal es pres.

Une deuxi ene reponse. Le taux de croi ssance
reel du produit interieur brut canadien depuis 1982 a
concorde tres bien avec les projections a plus long terne
du taux de croissance de |'econoni e canadi enne pour |es dix
prochai nes annees qui est entre 2,75 et 3 pour cent.

Donc, je suis tres satisfait de constater
qu'il y a une concordance entre |a periode des dix
derni eres annees et |es dix annees a venir.
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I
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| MVE COTE- VERHAAF: NMonsieur Mrin, quand vous
| enpl oyez des statistiques de 1977 a 1991 pour eval uer le
| taux de croi ssance historique des revenus par action, par
| exenpl e, est-ce que vous ne craignez pas que le fait qu' on
| ait connu un taux d'inflation beaucoup plus el eve dans le
| cycle precedent n'affecte vos resultats?

I
|
I
|
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

LE TEMO N:. Je synpathi se avec votre
argunment. Des |'instant ou je depasse 1981, 1982, ca
comrence a niinquieter parce qu'il y avait des taux
d inflation vertigineux a cette epoque-la qui ne sont pas
representatifs des taux d'inflation actuels.
0319
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Al ors, c'est une nmise en garde, si
vous voul ez, pour |a nmethode de DCF.

MVE COTE- VERHAAF: Je vous renercie.

MR. PRI DDLE: Dr. Morin, yesterday
you twice referred to the greater integration
whi ch is taking place of Canadian and United
States capital markets. | was just |ooking to
find the reference and could not. But do you
recall that.

THE W TNESS: Yes, M. Chairnman,
do.

MR. PRI DDLE: Dr. Morin, does that
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apply to equity markets, or really, principally,
to markets for |ong-term debt?

A It applies to both markets. In
the last two years, we have had two fairly
significant devel opnments which have resulted in
greater integration. The first devel opnent is
that the law with regards to perm ssible
investnment in U S. securities -- which to this
point were restricted to a 10 per cent hol di ng of
foreign securities -- has now been relaxed to 20
per cent. There is a transition phase. But
essentially Canadi an financial institutions have
nore liberty, nore flexibility in buying U S.
0320
TQM Panel No. 2
(Board Panel)
stocks than historically.

The second, and perhaps nore
i mportant devel opnent, is this idea of a
mul ti-jurisdictional prospectus, which nakes it
very, very easy, and feasible, for Canadian
i ssuers of common stock or debt to issue abroad in
the United States without having to conply with
the SEC registration statenents.
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| So that, too, results in a greater
| degree of latitude or flexibility of integration
| of the two markets.

I

| And the third devel opnent is that the
| statistics tell us that Canadi ans have funnell ed
|
I
|
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an increasing amount of funds into the U S. equity
mar ket s.

That di scussion does appear, to
answer your exact question, in nmy Testinony, if
you are interested in reading it, starting on page
26 and going to 28, where | address the rel evance
of U S. conparisons, particularly the top of page
28.

MR. PRI DDLE: Dr. Morin, | have been
trying to relate that to return on equity for
TOM | presune that the fundanental argunment that
you woul d make is that these trends -- the
0321
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(Board Panel)
opportunity for Canadi an pension funds to have a
hi gher proportion of their holdings in the
Anerican market, and so on -- increase the
conpetition for equity funds in Canada

Is that right.
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THE W TNESS: That is correct. And
they also wi den the nenu of available outlets for
Canadi an investors in such a way that they do
invite conmparisons between a U.S. equity
i nvest nent versus a Canadi an equity investnent.

The portfolio choices have been w dened.

MR. PRI DDLE: That is the portfolio
choices for the investor.

It had been ny inpression that
Canadi an utilities are not widely held outside
Canada; that, for instance, TransCanada Pi pelLi nes
stock is not widely held in the United States.

THE W TNESS: That is correct.

MR. PRI DDLE: But you woul d argue

that that is not a factor for us not to have

regard to this increasing degree of integration

bet ween the Canadian and U.S. capital narkets

because it is a question, not of where the stock

in a particular utility which we may regulate is

hel d, but just the general anbience of greater
0322
TOM Panel No. 2
(Board Panel)

conpetition and greater conpetitive opportunities.

THE W TNESS: Yes. | think the
thrust of this discussion is that it is
appropriate to examine the data fromthe U S. when
determ ning the cost of capital, because investors
make such conpari sons.

So it is not objectionable to | ook at
a sanple of U S. gas conpanies or U S. pipelines
to gain sone insight, or additional insight, into
the determination of cost of capital

MR. PRI DDLE: Dr. Mrin, secondly, |
was going to go back, once again, to the "Sunmmary
of Results", originally on page 49, and that has
been replaced by the first table on Exhibit B-25
t hi s norni ng.

The cross-examners really have not
gotten very far in holding revolvers to your head
and using various other expedients to encourage
you to say nore about a weighting anong the seven
approaches.

So | amgoing to go away, | am
warni ng you, with the inpression that,
not wi t hst andi ng what you have sai d about
Conpar abl e Earnings, in your average they each
count, as Ms. Mdreland established, for 1/7th.
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0323
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You are saying to us, as Regul ators:

"Here is the evidence. You make what you will of

it. | amnot going to give you, as sone w tnesses

in other proceedi ngs have" -- (and you are very

famliar with that) -- "a weighting that we should

attribute, say, 50 per cent to Equity Risk

Premium 10 per cent to DCF, 40 per cent to

Conpar abl e Earni ngs"

You are not in that npde at all, as
understand it.

THE W TNESS: That is correct. In
my 15 years of experience, | have found -- and |

am putting nyself now in the seat of a regul ator
-- that regulators that have becone, let's say,
doctrinaire or dogmatic about DCF eventual |y paint
t hemsel ves into a corner

The New York Conm ssion, for exanple,
is strictly, strictly DCF, and one version al one
of DCF, and because of the inadequacies of the DCF
nmodel in our current environnent, they have really
pai nted thensel ves into a corner

So | am suggesting to regulators: Do

not be dogmatic. Don't paint yourself into a

corner. Look at all of the evidence. Make up

your own mind. But do not rule out any given
0324
TOM Panel No. 2
(Board Panel)

technol ogy", -- like, for exanple, the Ontario

Board, which has essentially ruled out DCF in

favour of Conparabl e Earnings.

| believe that is ill-advised --
per haps not today, but maybe a year or two or from
now, when the anomalies of the capital markets may
i nvalidate or cast a shadow on one test and
another test will come to the fore

I submit that you should | ook at al
the evidence. Unless you have sone very serious
concerns about the theoretical nerits of a given
nodel , | ook at everything, including Conparable
Ear ni ngs.

This Board is very fond of fairness,
and | think Conparable Earnings is consistent with
fairness as well. And it happens to give results
that are very consistent with the general tone of
those results on that page
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MR. PRI DDLE: Dr. Morin, when you

read "Reasons for Decision" that come from boards

such as ours, do you find yourself |ooking to see

whet her or not the Board says what weight it has

given to various nethods? O are you content just

to see that they say: "having regard to all of the

met hodol ogi es put before us, we think that the
0325
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(Board Panel)

appropriate rate of return on equity is such and

such".

THE W TNESS: If I were a regul ator
I woul d never divulge ny recipes. | would never
say: "We looked at the DCF. We ruled out the
quarterly timng. We think flotation cost is
okay", et cetera, et cetera. | would never go
into intricate details. And the reason for that
is that you becone a prisoner of that Order in the
future and you back yourself into a corner.

I do like -- and I am not saying that
because you are here. But | do like the tone of
the Board's Decisions. There is sufficient
evidence as to what they do not |ike, but yet they
do not paint thenselves into a corner and are not
dogmati ¢ about certain technol ogi es, unlike other
boards that are doctrinaire.

MR. PRI DDLE: Thank you, Dr. Morin.
I found that a very interesting response.

Dr. Morin, just a very mnor question
arising fromyesterday's transcript. At the top
of page 126, where you were telling us about
Prof essor Linke and his Arbitrage Pricing

Model - --
THE W TNESS: Yes, | recall that.
0326
TQM Panel No. 2
(Board Panel)
MR. PRI DDLE: -- you say: "What he
does is he develops a set of conpanies, like ny

RAM 11, whose portfolio properties nmimc that of
TOM for exanple.”

What | understand you to be saying
there is that he is not addressing TQM or anything
like that; rather you are telling us how he would
approach it.

The word "mimc" stuck in ny mnd
there. | have a lot of trouble envisaging your
RAM 11 conpani es as ones which "mnmc" TQMU
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Woul d you like to conment on the use
of the word.

It is unfair, | know, to ---
THE W TNESS: No. It is a good
question. It is not unfair.

RAM 11 presents a portfolio of
i ndustrial conpanies whose "risk" properties mmc
those of Canadian utilities, whose volatility
behavi our, whose beta, whose stability of RCE
enul ates those of Canadian utilities.

What Dr. Linke does is nuch nore

rigorous, in a sense. He looks at a utility --

for exanple, Indiana Gas. He exam nes the

hi storical behaviour of Indiana Gas's cashfl ows,
0327
TQM Panel No.
(Board Panel)

how it responds to inflation, howit responds to

stock market novement, how it responds to interest

rates, and he cones up with these response

coefficients, and then he devel ops a set of

conpani es whose response coefficients are exactly

the sanme as Indiana Gas's. It is in that sense

that | use the word "mimc".

M/ RAM 11l is a simlar attenpt, where
| develop a portfolio of stocks whose risk and
volatility profile mimcs that of the typical
Canadi an utility.

MR. PRI DDLE: Thank you

Dr. Morin, you made a coment -- and
again | cannot dig it up in the transcript; | have
not tried -- suggesting that these nodelling
approaches to investnment analysis -- such as the

Capital Asset Pricing Mddel, and so on -- are used
by practitioners in the investnment business.

Did | understand you correctly.

THE W TNESS: Yes, you did. That is
quite correct.

MR. PRI DDLE: But whenever | see --

and that is not often -- "research", in
quot ati ons, that cones from Canadi an brokerage
houses, | seldom see anything like this.

0328
TQOM Panel No.
(Board Panel)
Basically, you get price earnings ratios run out
and that sonme stockbroker has talked to the
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managenent and is inpressed with some technica
process that they have devel oped, or thinks
non-ferrous nmetal prices are going to rise very
rapidly in the recovery fromthe recession, and
the stock is a buy or a hold on that basis.

VWio is it who uses these? Is it the
sophi sticated investor froma pension fund?

THE W TNESS: A lot of very large
i nvest nent advi sory services -- ValuelLine conmes to
mnd -- supply beta estimates. Merrill Lynch has
a nonthly risk evaluator service or publication
that supplies you with just about all the G eek
letters in the financial al phabet, including
al phas, and betas, and gammas, and so on, and so
forth.

Well's Fargo uses a CAPM based
approach to investnment selection. And | could
continue to allude to a long list of investnent
advisory firns that utilize CAPM based or styled
types of approaches.

In Canada, it is not as widely used

because we do not have, as yet, a sophisticated

dat abase or estimtes of beta, for exanple, as
0329
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exists in the U S. But we are slowy getting

there. Sone of the universities now are begi nning

to publish -- the University of Toronto
particularly -- sone beta estinmates for Canadi an
st ocks.

I find that the pendulumis going to
swing in that direction.

But why not try novel approaches?
Why not use nore contenporary techni ques?

Regul ators sort of get tired of
hearing the same thing for 20 years, and they want
some new answers to address new contexts. | think
it is an interesting approach to | ook at portfolio
contenporary viewpoints on regulation. And one
nmore point: Val ueLine now has a Canadi an edition.

MR. PRI DDLE: Thank you, Dr. Morin.

Dr. Morin, you are commending this
approach -- nore sophistication, nore mathematics
-- not only fromyour standpoint as a
sel f-confessed academ ¢, but because you are
telling us that these sophisticated nmethods are
bei ng used by investors who matter.
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THE W TNESS: That is correct, yes;
that is exactly what | am sayi ng.

MR. PRI DDLE: Thank you, Dr. Morin.
0330
TOM Panel No. 2
(Board Panel)
THE W TNESS: Thank you

THE CHAIRMAN: | am going to have to
use a little tine here, so that we can keep
Dr. Waters pristine until tonorrow norning

I do not know if | have a question or
a comment, but | will start out by telling you

that I will abide by your advice and not divul ge
my recipe in arriving at a conclusion on rate of
return.

THE W TNESS: | gave you a nice

reci pe on B-25, the first page.

THE CHAI RMAN:  That is what | want to
comment on, generally -- and the comments | am
going to nake are not neant to di sparage financi al
anal ysts in any way. They probably derive from
the fact that I am kind of agnostic concerning al
of this.

But you did say sone refreshing
things a little earlier on, admtting or saying
that "all nodels have their limtations"; that
they "are all nore or less theoretical, a |ot
subj ective", and that they "should all be given
sonme wei ght".

That was in reference to your
comments on DCF, particularly DCF relating to
0331
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(Board Panel)
utilities.

Then you went on to say that because
you use nore -- that is, an array -- techniques
and that you are not doctrinaire, you should be
nmore credi ble and that we should take your 13 per
cent recomendati on.

My question is: Since you, on the
Applicant's side, arrive at an estimte based on
hundreds and hundreds of assunptions and on the
other side the Intervenors arrive at another
estimate, which is based on as many assunpti ons,
why should | believe anybody, apart fromthe fact
that -- that is why | amsaying | am an agnostic
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-- apart fromthe fact that there does not seen
to me to be a better method of doing things?

That is a question | have been asking
mysel f for a number of years now.

So | put it to you: Wiy should
bel i eve anybody? And why should | believe you
nmore than the other side?

THE W TNESS: You put me in an
enbarrassing position here. Let me see if | can
maeke a believer out of an agnostic.

I did nention that all nodels are

sinplifications of reality. There are a |ot of
0332
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assunptions and limtations. But one way to go

around this shortconming is to use a variety of

approaches, each one acting as a cross-check on

t he ot her.

If you get an outlyer in one of your
ei ght or nine or ten techniques, then there has
got to be sonething with your inplenentation, or
your proxies, or the nodel itself.

So | suggest that relying on a nenu
of technologies is nuch better than just one
model .  You are not as vul nerable.

I have heard a | ot of regulators and

conm ssioners that cone to ny seminars in

Washi ngt on and express simlar viewpoints; that

they are getting tired of hearing experts

di sagreei ng on geonetric versus arithnmetic mean

and that kind of thing. And | say to them

Per haps we can | oosen up the regul atory

framework. Instead of granting a single ROE to a

conpany like TQVW maybe we shoul d | oosen up a

little the framework and start thinking about

perhaps a range of ROE, as an incentive device No.

1; and No. 2, to address the problemyou are

suggesting, the idea of a range to ne is nuch nore

pl easant than a single-point estimte, because
0333
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there is no scientific, mechanical fool-proof

formul a.

Anot her way to do business is to
entertain the idea, perhaps, of a nore
generic-style of approach and perhaps stipulating
on certain issues. Instead of trying to determ ne
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what the experts di sagree on, ask them what they
do agree on.

Dr. Waters and | agree on a | ot
things: risk-free rate; some of the problens with
DCF.

There i s agreenent, too, between
schol ars, not just disagreenents.

Per haps a stipul ated-type of forum
could do that. The Board nmekes a list of all the
i ssues on rate of return, and says: "Were do we
stand on these issues?", and then resol ves the
bal ance.

That is very popular nowin the US

The | ast four cases | have done in

the last couple of weeks have all been

stipulated. | show up at the last mnute, and we

agree on rate of return. The two experts go in

the back room and talk to each other: what do we

agree on, and what do we disagree on, and we iron
0334
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(Board Panel)

it out.

That is another confort zone that you
coul d perhaps pursue.

| think you should believe me because
I use everything, and I am not playing the gane
of: Well, the Board is going to split the apple
in two anyway.

I have never played that ganme. |
call themas | see them Some of ny assunptions
are even conservative in here.

I hope that conmes across in ny
comments. | call themas | see them

If | had the pleasure of testifying
with M. Yates, ny testinmony would be identical

O course, | loose a |ot of jobs that
way in the US. -- but that is the way | fee
about it. | do not have an axe to grind, or
anything like that. | think these nodels are

correct.

You have to assess the judgnent on
the basis of the credibility of the wtness, and
enjoy a lot of credibility, particularly in the
U S., because of the work I do with conm ssions.
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Does that help a little bit?

THE CHAIRMAN: That helps a little

bit. Every little bit helps.

In spite of your, as you say, being

very objective -- and | believe you when you say
that -- and of using all of the instruments and
the means at your disposal that you know of, you
still arrive at a rate of return which is higher
than -- | won't conpare it to Dr. Waters at this
time -- higher than several of the decisions the

Board has taken in the past year

| am sure you are aware of the
Board's Decisions on other natural gas pipeline

conpani es and other pipeline conmpanies in the past

six months, mainly.

THE W TNESS: Yes, | am

THE CHAI RMAN: How do you reconcile

your objectivity and the effectiveness of your
approach and your objectivity with the actua
results of the Decisions of the Board in the past
si x nonths, which were obviously based on a
simlar type of evidence.

THE W TNESS: Yes. The Deci sions
have been closer to the 12 1/2, 12.25 | evel of
rates of return, because of the descent of
interest rates.

What | can say to that is that

per haps we should resist the tenptation of
reacting to short-term noverents. W are setting
rates today that are going to be in effect for a
two-year period. W should not blindly latch on
to today's capital markets and today's interest
rates. Gven the volatile nature of capita

mar kets, you have to have a cushion or a safety
mechani sm

My recomrendations tend to be nuch
nmore longer-termoriented than they are tinely or
responsive to today's interest rates, today's
prime rate. | take a nmuch longer-termview of

TQM Panel
(Board Panel)

TOM Panel
(Board Panel)
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regul ati on than nost people

So that is one way to reconcile the

t wo.

Ooviously, | think sonme of those
Decisions are low. | think some of the Decisions
are high. | do give you a range to work with.

And if you take the bottomof ny range, it is not
that far from some of your Decisions in the past.

THE CHAI RMAN:  Thank you very nuch
Vous avez des questions?

MR. LECLERC: | have two small,
questions, M. Chairnman.
0337
TQOM Panel No. 2
re-exam (Lecl erc)
RE- EXAM NATI ON BY MR. LECLERC
Q Dr. Morin, you will recall being
exam ned yesterday by M. Yates on the differences
bet ween arithnetic and geonetric averages?

A. Yes, | recall that.
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| Q And do you recall the two cases
| that were presented to you, the first case being
| that for a period of three years there was a
| return of 10 per cent for each of the years?
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A Yes. | recall that an investor
was facing Conpany A, investing a dollar, grow ng
to a $1.10 in the first year, $1.21 in the second
year, $1.33 in the third year, for a return of 10
per cent.

That was the first exanple.
Q And the second exanple...?

A I recall that an investor had a
choice in Conpany B, investing $1, and | believe
it was a 20 per cent loss in the first year, down
to 80 cents, and then |I believe it was a 55 or 60
per cent return ---

MR. LECLERC: 51 per cent.

A -- a 51 per cent return in the
second year, and then finally, in the third year
a return of 10 per cent, bringing you back to the
0338
TQOM Panel No. 2
re-exam (Lecl erc)
same $1. 33
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O course, the average here was about
13. 75.

Q If an investor were asked to
invest in either one of those conpanies today,
sir, and was told he was going to get 10 per cent
from both conpanies, would he be indifferent from
one to the other?

A No, clearly not. There would be
nobody in this room who woul d sel ect Conpany B for
a 10 per cent rate of return because the returns
are all over the place, whereas Conpany A has
very, very stable returns.

The investor in Conpany B will demand
a much higher rate of return because of the
gyrations, the fluctuations in year to year rates
of return.

This is a perfect exanple that shows

the inadequacy of relying on geometric means when

measuring the cost of capital or return

expectations of investors. Investors |ook at the

profile, the year to year profile of rates of

return, and clearly, in case B, they would demand

a much higher rate of return -- i.e. 13.75 in

Conpany B -- to be conpensated for the added
0339
TOM Panel No. 2
re-exam (Lecl erc)

risks.

Q This nmorning, Dr. Morin, in
response to a question by nmitre Chanmpagne dealing
with the difference between your market risk
estimate of 6 to 7 per cent and that of Dr. Waters
at 4 to 4 1/2 per cent, you advanced an
expl anation for the difference as being
Dr. Waters's adjustnment for the shortfall between
what bond hol ders realized, as opposed to what
they had expected.

Is that correct?

A That is correct.

Q Is it possible, sir, that the
di fference could al so be explained by the fact
that Dr. Waters may have used the geonetric

average, as opposed to the arithnetic average.

THE W TNESS: Yes. | think | did
forget the obvious.

The second reason for the discrepancy
is that he uses the geonetric nean -- and in ny
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view, that is not appropriate. | use the
arithmetic nean.

MR. LECLERC: Wth that, may the
wi t ness be excused, sir?

LE PRESI DENT: Le tenpin est excuse,

0340

TOM Panel No. 2
re-exam (Lecl erc)
et je vous renmercie de la clarte de vos

comentaires. Ce fut tres interessant.

On ajourne jusqu'a a demain matin a 8
heures et denie

Me LECLERC: Je crois que c'est une
excellente idee. Ayant parle a nes collegues, ils
m ont denmande, si on arrivait assez pres du tenps
d' aj ourner, de reporter |le tennignage de nonsieur
Waters a demain nmatin afin de pernettre a ce
dernier de leur parler durant la soiree, ce qu'il
ne pourrait pas faire si on comencait naintenant.

THE CHAI RMAN:  We will adjourn unti

8:30 in the norning, and we will sit all day
tomorrow, as | think we will probably need to ---
MR. YATES: | am sorry,

M. Leclerc was indicating to you about tonorrow
nor ni ng

MR. LECLERC: | was just telling
the Chairman that, after having spoken to
Ms. Morel and, given the fact that there is so
little time left, where | thought we were at
gquarter to one ---

THE CHAI RMAN:  We used up the tine.

MR. LECLERC: That's right.

0341
THE CHAI RMAN:  We will adjourn until

t onor r ow nor ni ng.

MR. YATES: That is fine

THE CHAIRMAN:  As | said, we are
prepared to sit all day tonorrow, with an hour's
break at noon, to ensure that we can finish on
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| M. Chairnman, i did not understand what
|
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| Fri day.

I

| MR. YATES: The goal is to finish
| the evidence tonorrow, | take it, and have
| argunment on Friday.
I

| THE CHAI RVMAN:  Surely.
I
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MR. YATES: Thank you.

--- (The Wtness Wthdrew Le tenpin est excuse)

I
|
| MR. LECLERC: Thank you.
|
| --- Adj our nnent / Adj our nenent
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