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c RESPONSE OF ENTERGY GULF STATES, INC. 

TO TIEC’S SECOND REQUEST FOR INFORMATION 
I 

-3 ’: 

Now comes, Entergy Gulf States, Inc. (“Entergy Gulf States” or “the Company”$nd 4 
. I  I 

P-2 
files its Response to Texas Industrial Energy Consumers’ (“TIEC”) Second RequesPsfor 

Information. The responses to such requests are attached hereto and are numbered as in the 

request. An additional copy is available for inspection at the Company’s office in Austin, Texas. 

Entergy Gulf States believes the foregoing responses are correct and complete as of the 

time of the responses, but the Company will supplement, correct or complete the responses if it 

becomes aware that the responses are no longer true and complete, and the circumstances are 

such that failure to amend the answer is in substance misleading. The parties may treat these 

responses as if they were filed under oath. 

Respectfully submitted, 

L. Richard Westerburg, Jr. 
L. Richard Westerburg, Jr. 
Steve Neinast 
Entergy Services, Inc. 
919 Congress Avenue, Suite 701 
Austin, Texas 78701 
(512) 487-3957 telephone 
(512) 487-3958 facsimile 

Attachments: TIEC 2: 6,10,11,12,13,14,15,16,17,18,19,20,21,22,24,25,26 



CERTIFICATE OF SERVICE 

I certify that a copy of the foregoing Response of Entergy Gulf States, Inc. to TlEC’s 
First Request for Information has been sent by either hand delivery, facsimile, overnight 
delivery, or U.S. Mail to all parties on the attached service list on this the 27th day of November, 
2007. 

L. Richard Westerburg, Jr. 
L. Richard Westerburg, Jr. 
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ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C. Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-6 Part No.: Addendum: 

Question: 

The following questions relate to the direct testimony of Dr. Samuel C. Hadaway: 

On an electronic spreadsheet with all formula intact, please provide a copy of all 
analyses and workpapers used in support of Dr. Hadaway’s direct testimony and 
schedules in this proceeding. 

Response: 

Please see the attached CD containing spreadsheets. 

TTFC 2-6 SS414 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C. Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 

Question No.: TIEC 2-10 Part No.: Addendum: 

Question: 

The following questions relate to the direct testimony of Dr. Samuel C .  Hadawav: 

Referring to page 20 of Dr. Hadaway’s direct testimony, he states that “long-term 
growth rate estimates have been highly uncertain” since the mid- 1800s. Does 
Dr. Hadaway agree that the current long-term growth rate estimates are relatively high? 

Response: 

No. Dr. Hadaway’s testimony, page 20, references growth rate since the mid 1980’s. As 
shown in Dr. Hadaway’s Direct Testimony, Exhibit SCH-3, Value Line’s earnings 
growth rate estimates are currently over 75 basis points lower than they were five years 
ago in 2002, and the sustainable growth “b times r” growth rate based on Value Line’s 
projections is over 150 basis points lower. 

TH670 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C. Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 
Ending Sequence No. 

Question No. : TIEC 2- 1 1 Part No.: Addendum: 

Question: 

The following questions relate to the direct testimony of Dr. Samuel C. Hadawav: 

At page 28 of his direct testimony Dr. Hadaway states that the current three-to- 
five year analysts' projections are extremely low. Please provide copies of all reports, 
analyses and reference material in support of this testimony. 

Response: 

Dr. Hadaway cannot find the statement referenced in the data request on page 28 of his 
direct testimony. On page 32, Dr. Hadaway states that "Value Line's current three-to-five 
projections are lower than they have been in previous years." Please see further 
testimony, at page 4 1, lines 1 - 10, and Exhibit SCH-3 for Dr. Hadaway's support of this 
statement. 

34800 7 TH67 1 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C .  Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-12 Part No.: Addendum: 

Question: 

The following auestions relate to the duect testimony of Dr. Samuel C. Hadaway: 

Concerning page 32 of Dr. Hadaway’s testimony, he references utility growth 
expectations. Please explain if Dr. Hadaway believes that the utilities’ sustainable 
growth rates can exceed the growth rate of the U. S. economy as measured by the GDP 
over an indefinite period of time. 

Response: 

Dr. Hadaway does not believe, nor has he testified, that utilities’ sustainable growth rates 
can exceed the long-term growth rate in the economy as measured by nominal gross 
domestic product (GDP). None of his average growth rates exceed his 6.6 percent 
estimated long-term growth rate for GDP. 

8 TH672 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C. Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-1 3 Part No.: Addendum: 

Question: 

The following questions relate to the direct testimony of Dr. Samuel C. Hadaway: 

Referring to Exhibit SCH-5 of Dr. Hadaway’s direct testimony, please provide 
this exhibit using the methodology Dr. Hadaway has applied in previous regulatory 
proceedings. For example, he replaced the average of his sustainable growth rate (b x r), 
historical GDP growth rate of 6.60%, and the Zack’s growth rate projections with the 
analysts growth rate projections obtained from Zack’s, Thomson FinanciaVFirst Call, 
Reuters and SNL. 

Response: 

Dr. Hadaway has not performed the requested analysis nor prepared such an exhibit. 
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ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C. Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-14 Part No.: Addendum: 

Question: 

The following questions relate to the direct testimony of Dr. Samuel C. Hadawav: 

Referring to page 43 of his direct testimony, please state weather Dr. Hadaway 
has previously opposed the use of the Capital Asset Pricing Model (CAPM). Please 
explain the reasons for including this model in the calculation of the return on equity for 
EGSI. 

Response: 

Dr. Hadaway has opposed the use of the CAPM in some cases in which a witness 
utilizing the CAPM may have used unreasonable input assumptions and produced 
unreasonable estimates of the required rate of return. As Dr. Hadaway explains on pages 
4 and 5 of his present Direct Testimony, however, current market and utility industry 
conditions require additional model estimates beyond the traditional DCF approach, and 
the CAPM is an additional approach that is currently appropriate to consider, as the 
Texas PUC Staff routinely does. 

10 
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ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Samuel C. Hadaway 
Sponsoring Witness: Samuel C. Hadaway 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2- 15 Part No.: Addendum: 

Question: 

The following auestions relate to the direct testimony of Dr. Samuel C. Hadaway: 

Please explain Dr. Hadaway’s position on the use of geometric mean returns as 
opposed to arithmetic mean returns. 

Response: 

The geometric mean is sometimes called compound or compounded rate of return. It is 
the rate of return that equates a beginning and ending wealth amount assuming that each 
year’s return on investment is retained and reinvested. The arithmetic rate of return is the 
simple average or expected value calculated by adding up each of the years’ returns and 
dividing the sum by the number of years. For estimating the required rate of return, the 
issue is what investors expect or require for each year. Unless the returns are the same 
each year, the geometric mean is always smaller than the arithmetic mean. For this 
reason, economists who use the geometric mean exclusively always find a lower ROE 
estimate. Economists who use the arithmetic mean exclusively always find a higher 
ROE. The best academic research (see attached article by Professor Marshall Blume) 
indicates that the correct answer is somewhere in between. For this reason, in his CAPM 
analysis Dr. Hadaway uses the average of the geometric and arithmetic mean market risk 
premiums. This approach is consistent with the academic research and produces a 
middle ground estimate of ROE. 
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ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: NIA 
Beginning Sequence No. 
1 Sequence No. 

Question No.: TIEC 2- 16 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan (“JSP”) referred to in 
EGSI’s testimony and in Apvlication ofEnterm Gulf States, Inc., Enterm Gulf States 
Louisiana, LLC, and Enterm Texas, Inc., For Authorization to Imvlement Jurisdictional 
Sevaration Plan, Federal Energy Regulatory Commission C‘FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX’ refers to Entergy Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the Entergy Corn. affiliate or subsidiary that will serve 
EGSI’s customers in Texas won jurisdictional separation. 

Does EGSI contend that it is not required to seek Commission approval of the 
JSP? Please state EGSI’s contention and the legal and factual bases for that contention. 

i 
I Response: 

Yes, EGSI contends that it is not required to seek Commission approval for the JSP. 
EGSI reserves the right to fully brief this issue as appropriate at the later stages of this 
proceeding. Subject to this reservation, the legal and factual basis for EGSI’s contention 
are set forth in: 1) PURA $ 5  14.101(d)(3) and 39.452(e); 2) EGSI’s Comments filed May 
7,2007 in Project No. 34038: Rulemaking Proceeding to Amend PUC Substantive Rules 
Relating Not@cation of Transactions Affecting the Ownership of Electric Utilities; 3) 
PUC SUBST. R. 25.74(e); and 4) the Preamble to PUC SUBST. R. 25.74. 

SS41S 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2- 17 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan V‘JSP”) referred to in 
EGSI’s testimony and in Auulication of Enterm Gulf States, Inc., Enterm Gulf States 
Louisiana. LLC, and Enterm Texas. Inc., For Authorization to Implement Jurisdictional 
Separation Plan, Federal Energv Regulatory Commission r‘FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterm Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the Enterrry Con>. affiliate or subsidiary that will serve 
EGSI’s customers in Texas upon jurisdictional separation. 

Does EGSI contend that the Commission lacks authority to review and approve 
the JSP prior to its closing? Please state EGSI’s contention and the legal and factual 
bases for that contention. 

Response: 

Yes, EGSI contends that the Commission lacks authority to review and approve the JSP 
prior to its closing. EGSI reserves the right to fully brief this issue as appropriate at the 
later stages of this proceeding. Subject to this reservation, the legal and factual basis for 
EGSI’s contention are set forth in: 1) PURA $ 5  14.101(d)(3) and 39.452(e); 2) EGSI’s 
Comments filed May 7,2007 in Project No. 34038: Rulemaking Proceeding to Amend 
PUC Substantive Rules Relating NotlJication of Transactions Afeecting the Ownership of 
Electric Utilities; 3 )  PUC SUBST. R. 25.74(e); and 4) the Preamble to PUC SUBST. R. 
25.74. 

SS416 



ENTERGY GULF STATES, II?C. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2- 18 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan C‘JSP”) referred to in 
EGSI’s testimony and in Application of Enterm Gulf States, Inc.. Enterw Gulf States 
Louisiana, LLC. and Enterav Texas, Inc.. For Authorization to Implement Jurisdictional 
Separation Plan, Federal Enerw Remlatorv Commission (“FER”’) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Entergv Texas. Inc. as described in FERC 
Docket No. EC07-66-000 or the Entergv Corn. affiliate or subsidiary that will serve 
EGSI’s customers in Texas upon iurisdictional separation. 

Does EGSI contend that the Commission lacks authority to review the JSP after 
its closing? Please state EGSI’s contention and the legal and factual bases for that 
contention. 

Response : 

Yes, EGSI contends that the Commission lacks authority to review the JSP after its 
closing. EGSI reserves the right to fully brief this issue as appropriate at the later stages 
of this proceeding. Subject to this reservation, the legal and factual basis for EGSI’s 
contention are set forth in: 1) PURA $6 14.101(d)(3) and 39.452(e); 2) EGSI’s 
Comments filed May 7,2007 in Project No. 34038: Rulemaking Proceeding to Amend 
PUC Substantive Rules Relating Notljkation of Transactions Aflecting the Ownership of 
Electric Utilities; 3) PUC SUBST. R. 25.74(e); and 4) the Preamble to PUC SUBST. R. 
25.74. 
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ENTERGY GULF STATES, PIC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Coun-A 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Question No. : TIEC 2- 19 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan (,‘JSP”) referred to in 
EGSI’s testimonv and in Avplication ofEnterpv Gulf States, Inc.. Enteray Gulf States 
Louisiana, LLC, and Enteray Texas, Inc., For Authorization to Imvlement Jurisdictional 
Sevaration Plan, Federal Energy Renulatory Commission (“FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterm Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the EnterPv Corp. affiliate or subsidiarv that will serve 
EGSI’s customers in Texas upon iurisdictional separation. 

Does EGSI contend that, if the Commission finds that the JSP is not in the public 
interest, the Commission has authority to take the effect of the transaction into 
consideration in ratemaking proceedings and disallow the effects of the transaction if it 
will unreasonably affect rates or service? Please state EGSI’s contention and the legal 
and factual bases for that contention. 

Response: 

This RFI is phrased in terms of the provisions of PURA 9 14.10 1, which EGSI contends 
is not applicable to the JSP. EGSI reserves the right to fully brief this issue as 
appropriate at the later stages of this proceeding. Subject to this reservation, the legal 
and factual basis for EGSI’s contention are set forth in: 1) PURA §§ 14.101(d)(3) and 
39.452(e); 2) EGSI’s Comments filed May 7,2007 in Project No. 34038: Rulemaking 
Proceeding to Amend PUC Substantive Rules Relating NotiJication of Transactions 
ASfecting the Ownership of Electric Utilities; 3) PUC SUBST. R. 25.74(e); and 4) the 
Preamble to PUC SUBST. R. 25.74. 

SS418 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-20 Part No.: Addendum: 

Question: 

The following; RFIs relate to the Jurisdictional Separation Plan C‘JSP’’) referred to in 
EGSI’s testimonv and in Application ofEnterm Gulf States, Inc., Enterm Gulf States 
Louisiana, LLC, and Enterm Texas, Inc.. For Authorization to Imulement Jurisdictional 
Separation Plan, Federal Energv Regulatory Commission (“FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterm Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the EnterpV Corp. affiliate or subsidiarv that will serve 
EGSI’s customers in Texas upon jurisdictional separation. 

After jurisdictional separation, what corporate entity will own EGSI’s certificate 
of convenience and necessity (“CCN’)? 

~ ~. - 

Response: 

After the jurisdictional separation, Entergy Texas, Inc. will own EGSI’s CCN. 

SS4 19 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-21 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan C‘JSP’’) referred to in 
EGSI’s testimony and in Auulication of Enterm Gulf States, Inc., Enterm Gulf States 
Louisiana, LLC, and Enterm Texas, Inc., For Authorization to Implement Jurisdictional 
Separation Plan. Federal Energy Regulatory Commission C‘FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterm Texas. Inc. as described in FERC 
Docket No. EC07-66-000 or the Enterm Corp. affiliate or subsidiaw that will serve 
EGSI’s customers in Texas upon iurisdictional separation. 

Does EGSI contend that it is not required to seek Commission approval of the 
transfer of its CCN? Please state EGSI’s contention and the legal and factual bases €or 
that contention. 

Response: 

Yes, EGSI contends that it is not required to seek Commission approval of the transfer of 
its CCN. EGSI reserves the right to fully brief this issue as appropriate at the later stages 
of this proceeding. Subject to this reservation, the legal and factual basis for EGSI’s 
contention are set forth in: 1) Texas Business Corporation Act, Article 5.06(A)(2); 2) 
PUR4 §39.452(e); 3) EGSI’s Comments filed May 7,2007 in Project No. 34038: 
Rulemaking Proceeding to Amend PUC Substantive Rules Relating NotiJication of 
Transactions Afecting the Ownership of Electric Utilities; 4) PUC SUBST. R. 25.74(e); 
and 5 )  the Preamble to PUC SUBST. R. 25.74. 
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ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-22 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan C‘JSP’’) referred to in 
EGSI’s testimony and in Application of Enterm Gulf States. Inc.. Entern Gulf States 
Louisiana. LLC, and Entergy Texas, Inc.. For Authorization to Implement Jurisdictional 
Sevaration Plan, Federal Energv Regulatory Commission C‘FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterpv Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the Enterm Corn. affiliate or subsidiary that will serve 
EGSI’s customers in Texas upon iurisdictional separation. 

How will EGS-TX be organized and capitalized? Identifl the amount of equity 
and capital that EGS-TX will have on its balance sheet upon jurisdictional separation. 

Response: 

EGS-TX will be organized as a corporation pursuant to the Texas Business Corporation 
Act. With respect to EGS-TX’s capital structure, the JSP has been structured such that 
EGS-LA LLC and EGS-TX each will emerge from the JSP with approximately the same 
capital structure as EGSI’s pre-JSP capital structure (with only minor differences related 
to the conversion of EGSI preference stock into EGS-LA LLC preferred membership 
interest). EGS-TX’s final capital structure will be reflected in its Annual Report on Form 
10-K to be filed with the SEC no later than February 29,2008. 

SS42 1 



ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: N/A 
Beginning Sequence No. 
Ending Sequence No. 

Addendum: Question No.: TIEC 2-24 Part No.: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan C‘JSP’’) referred to in 
EGSI’s testimonv and in Apulication of Enteray Gulf States. Inc.. Entergv Gulf States 
Louisiana, LLC, and Enteray Texas, Inc.. For Authorization to Implement Jurisdictional 
Seuaration Plan, Federal Enerm Regulatory Commission V‘FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterm Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the Enterm Corp. affiliate or subsidiary that will serve 
EGSI’s customers in Texas upon jurisdictional seDaration. 

If EGS-TX is capitalized with debt, identify the amount of debt, the cost of the 
debt, and whether such debt will be capitalized with EGS-TX’s assets. 

Response: 

EGS-TX will assume its share of EGSI current long-term debt ( the Assumed Debt”) 
consisting of First Mortgage Bonds and Pollution Control Bonds (the “Outstanding 
Debt”), such amounts to be paid on the date and manner provided by the Outstanding 
Debt. The Assumed Debt will constitute the initial component of EGS-TX’s capital 
structure and EGS-TX will have 3 years to complete the refinancing of the Assumed 
Debt. The cost of this refinancing will depend upon market conditions at the time the 
new debt is issued. The specific amount of EGS-TX’s debt capitalization will be 
determined no later than February 29,2008 at which time the Company must file its 
Annual Report of Form 10-K with the SEC. 
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ENTERGY GULF STATES, INC. 
PUBLIC UTILITY COMMISSION OF TEXAS 

Docket No. 34800 - 2007 Texas Rate Case 

Response of: Entergy Gulf States, Inc. 
to the Second Set of Data Requests 
of Requesting Party: TIEC 

Prepared By: Counsel 
Sponsoring Witness: NIL - 
Beginning Sequence No. 
Ending Sequence No. 

Question No.: TIEC 2-25 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan C‘JSP’’) referred to in 
EGSI’s testimony and in Application of Enterm Gulf States, Inc., Enterm Gulf States 
Louisiana. LLC, and Enterm Texas, Inc.. For Authorization to Implement Jurisdictional 
Separation Plan, Federal Energy Rewlatory Commission (“FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX7 refers to Enterm Texas. Inc. as described in FERC 
Docket No. EC07-66-000 or the Enterm Corp. affiliate or subsidiarv that will serve 
EGSI’s customers in Texas upon iurisdictional separation. 

At what step of the JSP does EGS-TX’s stock transfer from EGSI to Entergy 
Corp.? 

Response: 

The JSP consists of five steps or their functional equivalent. These five steps are 
generally described in EGSI’s September 24,2007 letter filed in FERC Docket No. 
ES07-26-000 (p. 4). In the first step, EGSI will be divided into EGS-TX and Entergy 
Gulf States Louisiana, Inc. (“EGS-LA Inc.”), and EGS-TX will be allocated all of EGSI’s 
Texas-related assets and liabilities. In consideration thereof, EGS-TX will issue 
approximately 46,525,000 shares of common stock to Entergy Corporation, the result of 
which EGS-TX will be a wholly-owned subsidiary of Entergy Corporation. 

TTEC 2-25 SS423 



Unbiased Estimators of Long-Run Expected 

Rates of Return 
MARSHALL E. BLUME* 

This article documnts the blases in using sample arithmetic or 
geometric, means of one-period returns to assess langrun expected 
rates at return. The formulas developed are applicable to other corn- 
pound growth processes. For Wpes of distributions of one-period re- 
turns likely to be encountered for bonds and stocks, numerical values 
for these biases are given. Four unbiased estimators of tongrun 
expected rates of return are developed and their mlatiue efficiency 
examined. 

1. INTRODUCTION 

In B variety of financial decisions, an individual or 
firm must assess the long-run expected rates of return of 
some i n v e h e n t  vehicle. As one example, a professor 
whose institution i n v s b  in TIAA/CREF on his behalf 
would certainly try to awss the magnitude of his retire- 
ment fund in  determining hi3 current schedde of saving. 
As another example, an actuary in calculating premiums 
€or a life insurance policy would need to make some 
assumption about long-run expected rates of return. Such 
persons as these would typically base their assessments of 
future expected rate of rehurn upon paat experience. 

Assume, for instance, that  this past experience consists 
of T monthly relatives, defined as the ratio of the value at 
the end of the month to the value at the end of the pro 
Vious month. Now, assume tht one wishes to determine 
the expected increase in value of this assett if it were to be 
held N months, where thh increase is meodiured by the 
ratio of the terminal value to the initial value--a so- 
called N-period relative. If it can be assumed that the 
relatives in each single period approximate identically 
distribubd independent normal varhtes, the expected 
N-pwiod relative is given by the population expected one- 
period da t ive  to the Nth power. 
In practice, one docs not know the population statistic 

and therefore must make an estimate. Some might be 
tempted to estimate the expected N-period relative by 
raising the arithmetic average of the T one-period rela- 
tives to the Nth power. As long as N exceeds one, t.his 
procedure will yield an upward biased estimste. Others 
would take the geomctric mean of the T observations and 
raise this number to the Nth power to derive an estimate 
of the expected N-period relative. This cstimah is down- 
ward biased if N is less than T. 
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The srticle develops formulas for the magnitude of 
these bias- which, when evaluated a t  reasonable values 
for the stack market, show thst the biases are sometimes 
substantial, More generally, these formulas can be used 
to caIculate their magnitude for any compound process. 

An unbissed &timate of the expected N-period relative 
for N < T will therefore be between the ar&hmetic 
mean rsiSed to  the Nth power and the geometric mean 
raked to the Nth power.' Finally, this article wil l  propose 
and e v d d e  V&W u n b i d  estimstors of the -ted 
N-period relative €or data like those found in the bond 
and stock Snsrkete. 

2. THE BIAS 1N THE ARITHMETIC MEAN 
Let R1 represent a oneperiod relative or one plus the 

in&mt rate. Further, wume  that R ,  is an independent, 
normally distributed random variate with positive p and 
nonzero a(Ril)--.sbtionary over time. It j, convenient to 
define a new random variable et as 

Rr = P + f;. (2.11 
The rmdarn variable E! is thus independently and nor- 
mdly distributed with mean zero and a ptandard devia- 
tion the same 89 Re. 

The expected ET-period relative, denoted by ~ ( W N ) ,  is 
given by 

E(Ww) = S(UL &), 

= Em:** (P + f t )J  (2.2) 

B(WN) = pN. (2.3) 

Because of independence, (2.2) becomes 

-- 
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Equation (2.3) shows that  the population expected N- 
period relative is the population expeckd one-period 
relat'ive raised to the Nth power. 

From a sample of T observations, Rc,  t = 1, . . ., T, 
an unbised estimate of t'he expected one-period return is 

where A denotes the arithmetic mean of onoperiod 
relatives. Raising (2.4) to the Nth power in the spirit 
of (2.3) and letting 

la = tcL 4/T, (2.5) 

It fallows directly from (2.6) that the estimator A N  is 
mymptotically unbiwd and consistent. Since fa is an 
averege of normally distributed and independent random 
variables2 h is itself a normal variate. As ?" approaches 
infinity for fixed values of N, the v h c e  of h will ap- 
proach zero and therefore the probability limit of A" 
is p. 

Although A N  is asymptotically unbimed and con- 
sistent, it is upward biased for finite T and N greater 
than one. Applying expected value operators to (2.6) 
yields 

& ( A N )  = B [ ( M  + A)#] .  . (2.7) 

3ensen's inequality shows that the term on the right is 
equal to or greater t h n  pn;, so that the arithmetic 
estimate is upward biased. 

To meaSUrc the magnitude of the bias, &(AN) was 
evaluated* for values of p from 1.00 to 1.01 and o(R) 
from 0.03 to 0.15. The ~ a l u e s  assigned to N and T 
ranged up t o  100. These ranges are roughly the ranges onc 
might encounter in empirjcal work with monthly relatives 
for bonds and common stocks, A cornpasison of the 
estimated expected N-period relatives with the corre- 
sponding population ShatiStjC discloses that the biases are 
in m n y  cases substantial. For instance, for E(R)  = 1.01 
and o(R)  = 0.15, the expeated &period relative esti- 
mated from 130 observations is 1.8416 compared to the 
population statistic of 1.4888. 

3, THE BIAS IN THE GEOMETRIC MEAN 

From a sample o€ T observations, the sample geometric 
mean is calculated as 

where G denotes geometric niean and where it is now 
assumed that every R, exceeds zero. An estimate of the 

expected N-period relative is given by 

If every E, must exceed zero, Rc cannot be normally 
dist.ributed as was assumed in Secfion 2. Nonetheless, for 
monthly reIatives of stocks or bonds in which p will be 
somewhat greater than 1.0 and u(&) around 0.15 or iess, 
the distribution of R,  may closely approximate il normal 
distribution? 

The estimate of the expected N-periorl relative given 
by the geometric mean in (3.2) iS downward b i d  when 
N is less than T. The demonstdon of this bias follows 
from first substituting (2.1) into (3.81, which gives (3.3) : 

Defining Y as [nr1, (i( + et )  J - pT md taking expected 
values, (3.3) becomes 

Since p 4- el must be ~gsuMed p d t i v e  for the use of the 
geometric mean, since a p&tive variable raised to the 
NIT power is B concave function for N less than T, and 
since E(Y) equals aero, the follodg inequality holds 
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values of N, T, E ( R ) ,  and o(R) as for the arithmeCs man .  
These biases are sometimes substantial. For instance, for 
E(R)  = 1.01 and q(R)  = 0.15, the expected 40-period 
relative estimated from 80 observzttions is  1.1880 com- 
pared to the population statistic of 1.4888. It mag be 
recalled that the corresponding estimate provided by the 
arithmetic mean was 1.8416. 

The analytical and the numerical results of this section 
and the previous one show that estimators of the cxpected 
N-period relative derived either from arithmctic means 
or geometric means of T observations may be substan- 
tidiy biased for distributions of relatives for common 
stocks and bonds. Mare specifically, for N less than 7‘ 
and N greater than one-a case of importance for empirl- 
cal work, the arithmetic estimate of E{R/N) will be up- 
ward biased while the geometric es thate  will be down- 
mrd biased. Thus, an unbiased estimate of E ( W N )  will 
be between the arithmetic and geometric estimates. The 
remajnder of thirs article explores methods uf obtaining 
unbiased estimates of E ( WN). 

Before proceeding, it may be worthwhile to record an 
expricit comparison for the cme in which N equJs one 
since a large number of empirical studies of stock market 
returns are based upon this w&.~ The arithmetic mean 
pro4des an unbiased and consistent estimate of the 
expechd oneperiod relative, while t.hc geometric mean 
provides B biased and inconsistent estimate. Further, a 
formula to be d e v t h p d  in Section 4 can be used to  show 
that the geometric mean has a larger sample variance 
than the arithmetic mean.? I t  therefore appears that if 
one can mume  that the relatives, Re, are discributed by 
independent , stationary, normal distributions, the ariutC 
metic mean provides a superior estimate of the expected 
one-period relative compared to that provided by the 
geometric mean. 

4. UNBlASED ESTIMATES 

Thk section proposes four different methods of ob- 
taining unbiased estimates of the expected N-period 
relative for N less than T.8 Section 5 uses Monte Cwlo 
techniques to obtain an insight into the distributional 
properties of these unbiased estimators as well fls the 

Nohg  that e and $1. P Z I, rue mdcpardcnt and the Iomub for the ith moment 
abwt tbaman for a normal distribution. ow can calnrlste tala deai*ed n u m b  te 
any degree of accuracy by tedious hut stra#ght?mrd numerical cnlculationS for 
any spmfic valuss ol tbe wmmelen 

* A repmentative ample of such arrids, includm ‘3 4,7 ,  and 103. Each ol these 
artielea wntairr bibliogmphies which point to a large number of 0th- articier. 

* Thi statement about atiieieacy is lased on a lm&y JRebraic calculation tor 
which 1u1 outline loiknw: mmove the expected value opamtam Irom the last qua- 
tion in Fmtnok 6 and Et N wual 10 one nmpping from the expnesbn of t%= 
wuation all t e r m 4  of degree gmater chon two and all lema involving crw producte 
01 e and $1, t # 1. one obtains 

Sub- B(G) given by the expwion in Footnote 10 Imm the &we, aqusrina, 
and taking expected values. one ohtnins 

Sinm&s first terni on the rlpht ia Lhe variance lor the srithrnetlc mean. the @met- 
ric men should have n somewhat lsruer variance that the arithmclic rncsn. 

8 The terhnqrrar are Mgned for N wester than one, although the first three 
reduce to the ui tbmtic  mean when IS eqenix one. 

generally biased estjmatm provided by the arithmetic 
geometric means discussed previously. 

The first type of estimator will be dubbed the “simple 
unbiased” estimator. This estimator is appropriate where 
the number of observations in the ssmple, I’, is an int0gr-I 
multiple of the number of periods, N, for which the 
expected relative is calculated. TO cdculate this estimate, 
multiply the first N relatives together, the wcond N 
reiatives, and so on unt.il the 5’’ oneperiod relatives are 
exhausted. Then, average these products or N-period 
relatives, TIM in number, to obtain an unbiased estimate 
of the expected N-period relative. The reader shouid note 
that this procedure makes no wsumptions about the 
independence of the distributions of the one-period 
relatives. 

The second type of estimator, discussed in f6J, >Fill 
be called the “overlapped unbhsed” estimator, This 
estimator proceeds by calculating N-perjod rdatjvs, 
T - N i- 1 in number, by multiplying the first through 
the Nth one-period relatives together, the econd 
through the ( N  + 1)st one-period relatives together, and 
so on. These averlrtpped relatives am then averaged to  
obtain an unbiased estimate. Intuitively, some investi- 
gators might anticipate that this estimator would be 
more efficient than the previous one in that it incorporatc?s 
somehow more information. Nonethelesa, it iS easy ta 
construct a counter exampk which shows that it may be 
leas efficient.@ Indeed, the Monte Carlo simulations in 
Section 6 will  show far data iikely to be observed in the 
stock market that the “overlapped unbiascd” estimafor 
is probably less efficicnt than the “simple unbiased” 
estimator. 
The third type of estimator will be termed a “weighted 

unbissed” estimator because it is calculated as B weighted 
average of the biased estimators provided by the axi$h- 
metic and geometric means. Formulas developed earlier 
in the paper implylo that an approximately unbiased 
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Sample Disfributions O J  fsfimators of E(WX) for T =. 80 

u = 1.00, o(R) = 0.03 p 1.01. o(R) 0.15 

Frac t i ler f ract i 1 e8 

Standard Standard 

0.95 Average Error 0.05 0.50 0.95 Average Error 0.05 0.50 w E S ~  imators 

1.0031) 
1.0905 
O.‘JQn 3 

1.0095 
1.0004 
1.0004 
I .  0004 

1*0000 
1.0014 
0.5970 
1.0011 
1 .0069 
I.COO9 
1.COJB 
1.0009 

1 .On09  
1.0041 
J.C95? 
1.0622 
1.001* 
1.0019 
1.0020 
1 e 0573 

1-0300 
1.0127 
9.9949 
1.0023 
1.1043 
1.0039 

1 .OB40 

I . o a ~  

1 . 0 ~ 3  

3.0193 
0.0191 
3.0193 
0.0192 
L O 1 9 1  

0.0192 
0 . 0 1 9 2  

0.3345 
0,0343 
0.0346 
3.0317 
0.0’445 
0.0345 
3.c344 

0-  0672 
9.0667 
0.0b73 
0-0736 
0.0671 
0.0670 
0.0671 

0.1347 
3.1324 
3.1142 
0.1567 
3.1336 

3,1335 
Q.1335 

0.9734 
0 . 9 7 1 2  
0.Y733 
0.9722 
0.9733 
0.9743 
0.9732 

0.947+ 
0.9432 
3.9465 
2.9433 
0.9470 
0.9470 
9.9409 

0.8976 

0.89% 
J.8863 
3.8910 
9-8961 
0.b957 

~ ~ 9 6  

0.4057 
0.7915 
0.7964 
0.7691 
3.1994 
1.7997 
0.79813 

1. JOOB 
0.99d6 
1 3008 
1.0001 
1 a0007 
1 .0007 
1.0007 

1.0016 
0.9973 
1.9009 
1.0012 
1.0013 
1.5013 
1.0011 

1.0033 
0.994S 
1 0009 
1.0010 
1.0015 
1.6015 
I .OC1Z 

1 - 3366 
0.9892 
3.3997 
0.9929 
0.9992 
3,9994 
0.9980 

1.0275 
1.0250 
1.3277 
1.0292 
1.JZI4 
1 ,0274 
1.0274 

1.0558 
1.0507 
I .OS68 
1.0584 
1 e0542 
1.0552 
1.0553 

L.ll’t7 
1.1040 
1.1156 
l . 1 2 f 9  
1.11Zf 
1.1121 
1.1124 

1.2125 

1.2305 
1.2720 
1.2306 
1.2337 
1.2319 

i . z i 8 n  

1,0513 
1.0564 
Q.9991 
1.0545 
2,0541 
1.0535 
3-Q-332 
1.6532 

1.1046 
1.1237 
1.0054 
1.1134 
L.1115 
1,1102 
1.19’34 
1.109b 

1*220z 
1.. 2966 
1.0307 
1.2411 
1.233? 
1.224R 
1.3713 
1.2119 

1.4883 
1.8661 
1.2070 
1.5147 
1.528t  
3.5403 
1.5093 
1.50711 

0.0871 
0 .0847 
9. on93 
0.0898 
0.0969 
3.0865 
3.rJ868 

3.1844 
0.1699 
3.1929 
7.i96Z 
7.1827 
J.1821 
3.1821 

3.4303 
0.3553 
0,4508 

0.4119 
0,4087 
0.4085 

o,+aot 

1.3247 
0.4818 
1 * 2097 
1.4104 
1,1045 
1 0699 
1 * Ob98 

0-9181 
0.8118 
0.914Y 
0.90VC 
0.9163 
0.9159 
0.4153 

0.8433 
0.7427 
1,8257 
0.8132 
0.8331 
0.8335 
0.8324 

0.7106 
5.5516 
0.6344 
O.bI36 
0 . 0 7 U l  
5- 67+7 
Oib747 

0.5053 
0-35c7 

0.2cttDBa3 
0.1115 
0.405c 

o - y z e  

3.4v7a 

1.0553 
0.9983 
1.0523 
1.0524 
1.0528 
1,0526 
1.0521 

1.1137 
0.9Mb 
f .  1043 
I .  to20 
141023 
1.lOIS 
1a997 

1 I 2402 
0.9933 
1.1813 
l . l S l 9  
1.1805 
la17f)b 
1.1775 

1.5382 
0.9866 
L.Z2SS 
1.1~7Z 
1.2691 
1.2664 
1.2122 

1 I 2605 
1 I424  

1-2078 
1 .1970  
1.1961 
1.1968 

I .  203n 

1.4411 
1.3OJO 
1.4591 
1.440l 
1.4227 
1 .4tlo 
1.4231 

2 a0769 
1 .7030  
2.0488 
2,0897 
1,9732 
1.9664 
I.971d 

4.3135 
2.9001 
3,b189 
3.8228 
3.5893 
3.5213 
3.4836 

estimator of E’(WN) is given by the weighted average 

The coefficients of A and of (;S in (4.1) sum to one and 
can be used to  form a weighted average of the estimates 
of p provided by the arithmetic and geometric means.” 
These weights which are functions of T and N make 
intuitive sense. When N equals one, all the weight is 
given ta the arithmetic mean. When N equals T, all the 
weight is given to the geometric mean. AS N drops from T, 
more and more weight is given to the arithmetic mean and 
lets to the geometric mean. Since the arithmetic mean is 
consistent while the geometric mem is not, the weighting 
is semi&. 

The fourth type of estimator adjusts A” with sn a p  
pmpriate adjustment factor. Tbis estimator Will be 
termed the “adjusted unbiased” estimator. For monthly 
d&a from the bond or stock markets, p is likely to be in 
the intcntd from 1.00 to 1.01 while a ( R )  may range as 
high as 0.15. For these ranges of P and u(R) and for - 
-me of thew emtations for [Ns’(c)] / [ZT& and substituting the reauithg 
expr*pioninto the olher, one ohtaina by solving for pN the b i n  for the apremion 
in &e wt, AIChough thi$ developmenl involve8 aubatrtutining approximations into 
appro,ximtians--a trracheroua procedure. the ah lute  birr in the uei&tad astjms- 
tor for 1 < 8 < T wiJl always be lem than the absolute maximum d the biawa i s  
AN er ER. 

*I This hhmque h not the asme ai) employed tn C83. 

N 5 80, T ,< 100, and M 5 T, the following regrix&on 
which doea not include p as an independent wkble fits 
the bias calcula~ons extremely well :Iz 

I P I 

+ 1.0441 In l\f - 0.9989 In !f, Et = 0.9990. (4.2) 

The values of [&(A N)]*/ivl impiicitly defined by (4.2), 
differ in absolute values from their true vdues by 1.1 
percent on average and by 4.2 percent at! most.’g Using 
the aample estimate to mwupe o(R), (4.2) knplies for 
any particular N and 1” a, value of the ratio of & ( A N )  to 
pN. Dividing this ratio into AN should yield an approxi- 
mately unbiased estimator of ~ ( W N , . ) .  Section 5 will 
examine tbe degree of approximation introduced by using 
a sample value of a(&) instead of the population vdue. 

5. A MONTE CARLO ANALYSIS 

To emmine the empirical propfirties of these various 
estimators of the expected N-period relative, 80,000 
randomly distribukd unit normal variates were cal- 
culated using the procedure found in C14]. These variates, 

~ T h i e  r a g e  was fitted for 8 f R )  wual to i.O00,1.005. md 1.010, lor r ( R )  
mual to 0.030.O.DBo. 0.100, and 0,150 and for Al running from 10 M 80 .ad from 
10 LO 3 0 0  in inuanumts of 10. 

11 Inciunine li LII an explanstmy vari.bls i a s d  ths value of b to 0.QBQSl. 
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reexpressed so as to have appropriate values of B(R) and 
,,(&I, were partitioned sequentially into 1 ,OOO separate 
samples of 80 observations to correspond to a 7’ of 80. 

For each sample, AN, G‘, and the four unbiwd 
estimators just discussed were obtained for N equals 5, 
10, 20, and 40. The adjusted unbiased estimator w&s 
calculated using both the estimated and population 
values of u ( R ) .  Although in any application only the 
estimated value could be used, a comparison of the two 
estimates will indicate the magriit~ude of the error intro- 
duwd by using an estimate rather than the population 

The table gives descriptive statistics of the distribu- 
tions of the various estimates for two cases : (a) p = 1.00 
and u(R) = 0.03 and (b) p = 1.01 and o(R) = 0.15. A 
comparison of the arithmetic and geometric means of T 
one-period relatives raised to the Nth power to the popu- 
lation statistic, JP, show that the estimates are biased in 
the anticipated directions. The simple unbiased estimate, 
as weH as the overlapped estimate, are very close to the 
population statistic as would be expected. The averages 
for the three remaining estimators show that any errom 
introduced into the estimates becaw of the approxima- 
tions used in deriving the formulas do not create any 
substantial biases. Further, a compwkon of the two 
estimates provided by the adjusted unbiased estimator 
show that little error is introduced in using an estimate 
of s ( R )  instead of the population value in caleulsting 
the adjustment factor. 

The figures in the table additiodly suggest that the 
overlapped unbiased estimator is markedly less efficienL 
(say &s measured by the standard deviation or the 0.05 
and 0.95 fractiles) than the other unbiased estimators. 
In addition, the simple unbiased estimator appears 
somewhat less eacient than both the weighted unbitased 
estimator and the adjusted unbiased estimator, where the 
adjustment factor is estimated with the sample value of 
a@). Itinally, the reader may note that the sample 
distributions are skewed to the right with the skewness 
more pronounced for the case in which E @ )  = 1.010 
and o(R) = 0.150. 

5. CONCLUSIQN 
The theoretical and empirical results of this article 

suggest that one should proceed very cautiously in using 
arithmetic or geometric means of one-period relatives to 
assess the expected N-period relatives. More expiicitlyv, 
an estimate of the expected N-period reiative derived by 
raising either of t h s e  statistics to the Nth power would 
usually be biased. 

If one can assume that the oneperiod relatives are 
distributed by an independent normal process, the articlc 
shows, for data like those which might be encountered 
in the stock or bond markets, that an average of over- 

11 Simihrlp. estinultea d E ( W d  were obtained for N cclulrla 8, 10. and 20 nod T 
e y d  40 fmm the iimt hdf of each of h e  1,OOO ~ m p l e s .  For reasons d spsce. these 
am not prefmted. They. however. give aubtantinlly ths w e  conolusions. 

lapped data may be much less efficient than merely a 
simple average of nonoverlapped data. The article then 
goes on to suggest two nonlinear methods of -wing 
unbiased estimates which appear somewhat more effioient 
than a simple average of N-period relatives: ( 1 )  n 
weighted unbiased estimator and (2) an adjushd un- 
biased estimator. Althougb there is little difference in 
efficiency between the weighted unbiased estimator and 
the adjusted estimator, the weighted unbiased estimator 
is probably safer to use than the other. One could easily 
visualize types of departures from stationary independent 
normal distributions which might lead to absurd esti- 
mates from the adjusted unbiased estimator but not 
from the weighted unbiased estimator. Yet, if one cannot 
assume independence of successive one-period relatives 
or if there is even a slight chance that these relatives &re 
dependent, the simple average of N-period relatives would 
appear preferable t o  the nonlinear estimators which, even 
under ideal conditions, yield only a modest increase in 
efficiency. 
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Response: 

EGS-TX will become an electric utility under Texas law upon its creation. 
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Question No.: TIEC 2-26 Part No.: Addendum: 

Question: 

The following RFIs relate to the Jurisdictional Separation Plan C‘JSP”) referred to in 
EGSI’s testimony and in Auplication of Enteray Gulf States, Inc.. Enterm Gulf States 
Louisiana, LLC. and Enterm Texas, Inc., For Authorization to Imulement Jurisdictional 
Separation Plan, Federal Ene ra  Regulatory Commission (“FERC”) Docket No. EC07- 
66-000. Reference to “EGS-TX” refers to Enterm Texas, Inc. as described in FERC 
Docket No. EC07-66-000 or the Enterm Corn. affiliate or subsidiary that will serve 
EGSI’s customers in Texas upon iurisdictional separation. 

At what step of the JSP will EGS-TX become an electric utility under Texas law? 
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