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1 I. INTRODUCTION

2 Q1. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3 A. My name is Richard A. Lynch. My business address is 10055 Grogan's

4 Mill Road, The Woodlands, Texas 77380.

5

6 Q2. ARE YOU THE RICHARD A. LYNCH WHO FILED DIRECT TESTIMONY

7 IN THIS CASE ON SEPTEMBER 25, 2013?

8 A. Yes, I am.

9

10 II. PURPOSE OF REBUTTAL TESTIMONY

11 Q3. WHAT IS THE PURPOSE OF THIS TESTIMONY?

12 A. I provide Rebuttal Testimony on behalf of ETI responding to Staff

13 testimony on the subject of weather normalization. Specifically, I address

14 Staff witness Abbott's recommendation that a 10-year period be used to

15 weather normalize sales (kWh), in contrast to the Company's use of a

16 20-year period.

17

18 Q4. WHAT IS THE SUBSTANCE OF MR. ABBOTT'S TESTIMONY

19 REGARDING WEATHER NORMALIZATION?

20 A. Mr. Abbott asserts that, although the Commission approved ETI's use of a

21 20-year normalization period in the Company's last rate case, Docket

22 No. 39896, the use of a 20-year normalization period is inconsistent with

23 recent Commission decisions regarding the use of the 10-year period.
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1 Specifically, he cites two rulemakings and one contested case decision as

2 recent precedents that support the use of the 10-year period because, he

3 states, "trends in weather data do exist," and the use of 10 years of data to

4 calculate average temperatures is "a reasonable means" of capturing

5 those trends.

6

7 Q5. PLEASE FURTHER DISCUSS THE PRECEDENT MR. ABBOTT

8 REFERS TO IN HIS TESTIMONY.

9 A. Mr. Abbott refers to the recent SWEPCO base rate case, Docket

10 No. 40443, in which the Commission found a 10-year weather

11 normalization period to be more appropriate than SWEPCO's 30-year

12 period. As I will explain later in my testimony, a 20-year weather

13 normalization, as proposed by ETI, is very different from the 30-year

14 period proposed by SWEPCO. The Commission simply stated in Docket

15 No. 40443 that the use of 10 years of data is a reasonable means of

16 capturing weather trends, while a 30-year weather normalization is

17 unreasonable, but said nothing about the merits of a 20-year weather

18 normalization.' While the Commission supported the use of 10 years, it

19 did not reject any other period of years for use in a weather normalization

20 period writ-large.

' Application of Southwestern Electric Power Company for Authority to Change Rates and
Reconcile Fuel Costs, P.U.C. Docket No. 40443, Order at Finding of Facts 256-258 (Oct. 10,
2013).
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1 Q6. DO YOU DISAGREE WITH ALL OF MR. ABBOTT'S TESTIMONY

2 REGARDING WEATHER NORMALIZATION?

3 A. No. The Company's research on temperature trends within ETI's service

4 territory supports the conclusion that temperatures have been warming in

5 recent years, and we have shortened the normalization period from the

6 previous industry standard 30-year period to capture the impact of that

7 trend. I agree with the statement that use of a 10-year normalization

8 period is a method for capturing the warming trend. However, where I

9 disagree with Mr. Abbott is with his contention that a 10-year normalization

10 period is better than a 20-year trend. On the contrary, I believe that the

11 use of 20 years for the normalization period is superior to the use of 10

12 years.

13

14 Q7. WHAT EVIDENCE SUGGESTS THAT THE USE OF 20 YEARS AS A

15 NORMALIZATION PERIOD IS SUPERIOR TO 10 YEARS?

16 A. Ten years is such a short period of time that one or two extreme years can

17 have a disproportionate impact on the calculation of the average

18 temperatures due to a paucity of data points. This can lead to excessive

19 volatility in the calculation of the average temperatures that calls into

20 question whether the calculation at any one point of time is accurate. To

21 illustrate this point, I present degree day data from the Beaumont weather

22 station on an annual basis for the period 1979 to 2013 in Exhibits RAL-R-1
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1 through RAL-R-2.2 For clarity, we present total cooling degree days

2 (CDD, based on 65 degrees on a calendar basis) for the cooling

3 dominated months (May through October) and heating degree days (HDD)

4 for the heating dominated months (November through March). Although

5 temperatures appear to be warming across both the heating and cooling

6 seasons, there is substantial volatility from year to year in both directions.

7 Weather during the 2010 heating season, for example, was the coldest

8 across the time period presented, i.e., HDD leaped 36% from the prior

9 year. During 2011 HDD dropped 27%, to around the 20-year average,

10 then fell another 35% in 2012 before rebounding 67% during 2013.

11 Similar, albeit less dramatic volatility also exists in the CDD trends. 2011

12 was the warmest year during the relevant time period, with CDD rising

13 7.6% from the prior year, which was followed by a 12.9% drop in 2012.

14 The impact of this volatility on average temperatures calculated

15 using 10, 20, and 30-year rolling averages for each of the last five years is

16 presented in Exhibit RAL-R-3. The data show the clear trade-off between

17 incorporating the highest impact of the warming trend versus introducing

18 excessive volatility in the averages. The 30-year method shows the

19 slowest growth in cooling season CDD and drop in heating season HDD,

20 which is what one would expect to see from a warming trend. The growth

2 The company uses a weighted average of temperatures from Beaumont and Houston to
weather normalize sales, but to simplify the analysis, I will present only the Beaumont data
here. Similar data for Houston is provided in my workpapers to RAL-R-1 & 2. The
conclusions are similar.
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1 is measured by calculating the compound annual growth rate (CAGR)

2 between 2008 and 2013, which is 0.3% and -0.4%, respectively, for CDD

3 and HDD using the thirty-year method. But the 30-year method also

4 exhibits the least volatility in the averages. The big leap in HDD in 2010

5 only increases the 30-year average by 0.9% in 2010, and the big

6 subsequent drops in 2011 and 2012 only drop the averages by 0.1% and

7 1.1 % respectively.

8 Using the 10-year method, by contrast, results in the highest CAGR

9 for CDD (0.6%), but actually produces the counterintuitive result of

10 increasing the average HDD by a 0.5% CAGR. In other words,

11 incorporating that one extreme outlier year in the 10-year calculation

12 produces an anomalous result in the HDD calculation and produces year-

13 to-year changes in the average that twice exceed 4%. This illustrates how

14 one year's results have too much of an impact, giving it a 10% weighting,

15 and can skew the average calculation when there are only 10 data points.

16 The 20-year method, by contrast, provides the more reasonable medium:

17 it incorporates trends without over-emphasizing extreme years, which is

18 the reason the Company chose it for the normalization calculation. CDD

19 grow at a faster pace than using the 30-year method, although at a slightly

20 lower rate (0.4%) than the 10-year method. Unlike the 10-year method,

21 however, it results in only a minimal growth in HDD over the period (0.1 %

22 CAGR) and year-to-year volatility that only once breaks 3%.
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1 Q8. HOW DO OTHER UTILITIES APPROACH THIS ISSUE?

2 A. Utilities use a broad range of normalization periods ranging from 10 to

3 30 years, depending on how they view the trade-off between capturing the

4 warming trend versus introducing excessive volatility. Two recent surveys

5 have been conducted that asked specifically about the length of

6 normalization periods. The Edison Electric Institute is a source of utility

7 surveys and information that I and my colleagues commonly rely upon for

8 data regarding the electric utility industry. The Edison Electric Institute

9 Load Forecasting Group conducted one such survey in April 2013. The

10 average normalization period of the 40 utilities that responded was

11 20.7 years, and 30 of the 40 used 20 years or longer. By contrast, only

12 eight respondents used 10 years, and two respondents used 15 years.

13 The results of the survey can be found in my workpapers. A 2013

14 forecasting benchmarking survey done by the consulting group Itron

15 shows that over half of the 53 responding utilities used either 20 or

16 30 years, versus 25% that use 10 years. The relevant portions are

17 attached as RAL-R-4. The full Itron survey is provided in my workpapers.

18 Additionally, ERCOT uses a 15-year weather normalization period

19 for load forecasting based on the most recent 15 years of historical

20 weather data.3 While ERCOT's use of a 15-year weather normalization

21 period deals with reliability planning, rather than rate-setting, the same

3 "Load Forecasting Process Review," Calvin Opheim, ERCOT Generation Adequacy Task
Force, October 7, 2013 at 13.
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1 concerns regarding outlier data apply in both circumstances. ERCOT's

2 use of a model based on a weather normalization period of more than 10

3 years shows that a 10-year period for normalizing weather is not yet set in

4 stone. ERCOT agrees that while "there are many ways of deriving a

5 normal weather year... [t]here is no universally accepted best approach."4

6

7 Q9. IS MR. ABBOTT'S CITATION TO THE PRIOR COMMISSION ORDERS

8 IN THE DISTRIBUTION COST RECOVERY FACTOR RULEMAKING

9 AND THE EARNINGS MONITORING PROJECT DETERMINATIVE OF

10 THIS ISSUE?

11 A. No, it is not. These matters involved Commission action to establish a

12 "one size fits all" weather normalization period to be applied uniformly to

13 all utilities. This case is fundamentally different as it involves establishing

14 a particular company's base rates, relying on Company-specific

15 information. As the Commission recognized in its order in Project

16 No. 39465, data should be chosen that is most appropriate to reasonably

17 capture weather trends.5 As I have demonstrated above, in ETI's specific

18 circumstances, a 10-year period creates anomalous results, while a

19 20-year period reasonably captures the weather trends.

4 "2013 ERCOT Planning: Long-Term Hourly Peak Demand and Energy Forecast," ERCOT,
December 31, 2012 at pp. 7-8.

5 Rulemaking Related to Periodic Rate Adjustments, Project No. 39465, p. 38, Sept. 22, 2011.
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1 Q10. WHAT IS YOUR RECOMMENDATION REGARDING THE ISSUE OF

2 USING 10 YEARS VS. 20 YEARS AS A NORMALIZATION PERIOD?

3 A. I recommend that the Commission reject Mr. Abbott's recommendation to

4 use the 10-year normalization period in favor of retaining use of the

5 Company's 20-year method. The Company's method is consistent with

6 the Commission's approval of the 20-year normalization period in the

7 Company's last rate case, Docket No. 39896, and is less prone to errors

8 introduced through excessive volatility in calculating average

9 temperatures.

10

11 Q11. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

12 A. Yes.

10
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Fe^t^uKYe^r^A^e^ag^5,

% Change % Change

CDD CAGR Prior Yr HDD CAGR Prior Yr
2013 2,635 0.4% 0.1% 1,299 0.1% 0.3%
2012 2,631 0.5% 0.5% 1,295 0.0% -1.7%
2011 2,617 0.5% 0.7% 1,317 0.6% -0.1%

2010 2,599 0.4% 0.3% 1,319 1.0% 3.2%
2009 2,591 0.4% 0.4% 1,279 -1.2% -1.2%
2008 2,580 1,294

Average 2,609 1,301

Tfiirty=Yleat'Averages;`Yea^Ending ' ^ Y -

% Change % Change

CDD CAGR Prior Yr HDD CAGR Prior Yr

2013 2,594 0.3% 0.5% 1,322 -0.4% -0.5%

2012 2,580 0.3% 0.1% 1,329 -0.4% -1.1%

2011 2,577 0.3% 0.6% 1,343 -0.1% -0.1%

2010 2,562 0.2% 0.0% 1,345 -0.1% 0.9%
2009 2,562 0.3% 0.3% 1,333 -1.1% -1.1%
2008 2,553 1,348

Average 2,571 1,337

, ^
.,. .

'1t•+ a

.
' ^.'.y^^^ ^.ll'^t £.t^t^'^'^5^^ '^C'S^'^^^t^^^.si^'r. . . .... .. .

% Change % Change

CDD CAGR Prior Yr HDD CAGR Prior Yr

2013 2,690 0.6% 0.5% 1,298 0.5% 0.1%
2012 2,676 0.6% -0.2% 1,297 0.7% -4.4%
2011 2,682 0.8% 2.2% 1,356 2.4% 0.0%
2010 2,624 0.2% 0.3% 1,356 3.6% 4.3%
2009 2,616 0.0% 0.0% 1,300 2.9% 2.9%
2008 2,615 1, 2 64

Average 2,651 1,312
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® 2012 Electric Reliability Council of Texas, Inc All rights reserved
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Executive Summary

The 2013 Long-Term Demand and Energy Forecast (LTDEF) for the ERCOT region is presented in this
report, including the methodology, assumptions, and data used in creating this forecast. This forecast is
based on a set of econometric and neural network models describing the hourly load in the region as a
function of certain economic (e.g., nonfarm payroll employment) and weather variables (e.g., heating
and cooling degree days). A county level forecast of economic and demographic data was obtained
from Moody's. Fifteen years of historical weather data (e.g., hourly dry bulb temperature, wind speed,
and cloud cover) were provided by Telvent/DTN for 20 weather stations in ERCOT.

Figure 1: ERCOT Peak Demand
90,000
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As shown by Figure 1, the 2013 LTDEF depicts system peak demand increasing around 2% to 3% for
the 2013 to 2016 timeframe. After 2017, the growth in system peak demand is forecasted to slow to an
average annual growth rate (AAGR) of approximately 1%. Seeing that the same "normal" weather

20
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profile is used for each year, the forecasted increase in peak demand is due strictly to Moody's economic

forecast and the system peak tracks in lockstep with the economic forecast, as will be shown later in this
report. ERCOT's peak demand occurs during the summer season.

Figure 2: ERCOT Annual Energy

Also suggested by Figures 1 and 2 are peak demand and energy AAGRs. Historically, annual energy for

2003 - 2012 grew at an AAGR of 1.5 percent. Peak demand grew at a slightly slower AAGR of 1.2

percent. The forecasted AAGRs for 2013-2022 are 1.9 percent for peak demand and energy. As will be

elaborated on later in this document, economic growth is forecasted to accelerate for the next few years
before slowing down. This underlies the energy and peak demand rate of growth.
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Introduction

This report gives a high level overview of the 2013 LTDEF. The forecast methodology is described,

highlighting its major conceptual and statistical underpinnings. The 2013 forecast results are presented

in a manner comparing them to the 2012 LTDEF. This allows for a direct comparison of results and

also facilitates an explanation for the changes. Finally, an examination is presented describing the six

major sources of forecast uncertainty: weather, economics, energy efficiency, demand response, onsite

renewable energy technologies, and electric vehicles.

Modeling Framework

The 2013 LTDEF was produced with a set of econometric and neural network models that combine

weather, economic, and calendar variables to capture and project the long-term trends extracted from the

historical load data. Two sets of models were developed:

1. Daily Energy models and

2. Hourly Energy models.

Daily Energy Models

The long-term trend in daily energy is modeled by estimating a nonlinear relationship for each of the

eight ERCOT weather zones between the dependent variable, Daily-MWh-Per-1000-Nonfarmjobs and

the following:

1. Season,
a. Summer (May, June, July, August, and September),

b. Winter (December, January, and February),

c. Spring (March and April), and

d. Fall (October and November).

2. Day type,

a. Weekdays excluding holidays,
b. Saturday, and
c. Sunday or holidays.

3. Weather variables, and

4. Daylight minutes.

The weather variables that are used may be different for each weather zone. Models for the summer

season use two different cooling degree day thresholds (e.g., base 65, 68, 72, etc.) while models for the

22
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winter season use two different heating degree day thresholds (e.g., base 30, 33, 38, etc.). Models for
both the fall and spring seasons use one heating degree day threshold and one cooling degree day
threshold. Each cooling/heating degree day threshold is determined in a manner that maximizes the

historical fit or performance of the model as measured by the R-square statistic. Using a model to
determine cooling and heating degree thresholds is an improvement over the 2012 LTLF model.

Specifying degree days to multiple bases is a common method employed to enable using powerful linear

regression techniques and still capture the inherent non-linear relationship between load and weather. A
month like February of 2011, with a very moderate average monthly temperature can still exhibit a

sizeable peak demand if it has a few days of extremely low temperatures. This is captured by including

heating degree day variables to lower bases (e.g., base 40, base 30, etc.) in the model specification.

Likewise, cooling degree days to higher bases (e.g., base 75, 80, etc.) will nicely capture the inherent
non-linearity of extreme hot days.

It might be worthwhile to mention that this methodology is indeed powerful and the explanatory power

as indicated by the coefficients-of-determination (r-square) for each zone are all greater than 0.9 and
some approach 0.98, indicating that very little of the variation in the dependent variable is left

unexplained. Such explanatory power is rare in cross-sectional models with a dependent variable

expressed as a ratio (i.e., per 1000 jobs). Using a dependent variable ratio expression attenuates the
forecasting risks posed by heteroscedasticity.

Seeing that load shapes are significantly different for weekdays, weekends, and holidays, a day type

variable was included. In addition, daylight minutes were included in the model to account for the
impacts of lighting.

The 2012 LTDEF was based on monthly energy models. Using daily energy models greatly increased

the number of observations used to estimate the parameters in the forecast model (a daily model has 365

observations per year while a monthly model was limited to 12 observations per year).

Hourly Energy Model

The second stage in forecasting hourly load requires the allocation of the forecasted daily energy to each

hour in the day. This is accomplished by using the forecasted daily energy as an input to a mathematical

equation with the dependent variable being the Hour's-Fractional-Share-of-Daily-Energy. This highly

non-linear equation is estimated with neural network models with the following input variables:

1. today's 7 a.m. dry bulb temperature,

2. today's noon dry bulb temperature,
3. today's 7 p.m. dry bulb temperature, and
4. the previous Hour's-Fractional-Share-of-Daily-Energy.
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A separate neural network model was trained for:

(1) each Month (Jan-Dec),
(2) each Day type (Weekdays excluding holidays, Saturday, and Sunday or holidays), and
(3) each hour (1-24).

This resulted in a total of 864 trained neural network models for each weather zone used for forecasting.

Model validation was investigated by inputting actual monthly energy and employing the networks to

backcast the hourly loads for each day in the historical load database. Figure 3 displays the typical
results for one specific day.

Neural network models have a long and storied history in load forecasting technical literature. (For an
earlier review of the literature, see Hippert, et al., "Neural Networks for Short-Term Load Forecasting:
A Review and Evaluation," IEEE TRANSACTIONS ON POWER SYSTEMS, Vol. 16, No. 1, February
2001. For a nice conceptual treatment, see http://www.icfc.ilstu.edu/icfcpapers97/ynotpi.pdf).
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Figure 3: North Central Weather Zone

Actual MW vs Backcasted MW
February 9, 2Q10
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Hour

Determination of the Normal Weather Year

A key input of both energy models is the forecasted weather. A normal (typical) weather hourly profile
is used in both models. Using normal weather in the forecast models means that it is expected on a 50%
probability basis, that the daily energy forecast (or peak demand forecast) has a 50% probability of
being under or over the actual energy (or peak). This is also known as the 50/50 forecast.

There are many ways of deriving a normal weather year. Approaches such as the following can be used:

1. Based on average temperature,

2. Typical meteorological year,

3. Rank and Average methodology,

4. Based on weather conditions at time of peak,
5. Rotating historical weather through a calendar, and
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6. Combinations of the above.

There is no universally accepted best approach. Each of the approaches has strengths and weaknesses.

ERCOT's analysis included 15 years of weather data (1998-2012). The methodology that ERCOT used

to create the "normal" weather year begins by calculating monthly temperature extremes (minimum

temperature for the winter months and maximum temperature for the rest of the months of the year), for

each weather zone, for each of the historical years from 1998 - 2012. Weather data for the months of
June, July, August, and September is used to determine the annual maximum temperature. The 15 year

average annual maximum temperature is assigned to the summer peak month (August). This better
accounts for likely high temperatures at the time of the summer peak. Similarly, weather data for the

months of December, January, and February is used to determine the annual minimum temperature. The

15 year annual minimum temperature is assigned to the winter peak month (January). This better

accounts for likely low temperatures at the time of the winter peak. For the rest of the months, calculate

each month's maximum temperature (for March, April, May, June, July, Sept, Oct, and Nov) or

minimum temperature (Feb and Dec) and the 15 year average of these values. Using multiple months to

determine the winter peak weather conditions was an improvement in this model as compared to the
2012 LTDEF.

At this point, each weather zone has the following:

1. 15 year average maximum monthly temperature (March through July and September through
November),

2. 15 year average minimum monthly temperature (December and February),
3. 15 year average maximum annual temperature (assigned to August),
4. 15 year average minimum annual temperature (assigned to January), and
5. 15 year average monthly temperature (all months).

For each weather zone:

1. For each individual month of March through July and September through November, select the

corresponding historical month that has the closest maximum temperature to the 15 year average
maximum monthly temperature.

2. For the months of December and February, select the corresponding historical month that has the
closest minimum temperature to the 15 year average minimum monthly temperature.

3. For the month of August, select the historical August that has the closest maximum temperature
to the 15 year average maximum annual temperature.

4. For the month of January, select the January that has the closest minimum temperature to the 15
year average minimum annual temperature.
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The hourly data from each selected historical month will be used to create the "normal" weather file for

the corresponding month.

After the historical month is determined, a comparison is made between the selected historical month's

average temperature and the 15 year average temperature of that month. The selected historical month's

hourly temperatures are adjusted to reflect the 15 year average mean temperature for that month in a

manner that does not change the maximum or minimum temperature. This process allows for a

"normal" weather month to be created that reflects the 15 year average maximum (or minimum) and

average temperatures.

The final step is to time align the date of the monthly maximum or minimum temperature. This is

necessary in order to have representative weather conditions at the time of the monthly peaks.

ERCOT will continue to evaluate weather normalization approaches for use in their long-term

forecasting process.

Economic Forecast

Another key input of both energy models is the forecast of non-farm employment. There is great

uncertainty as to the current condition of the United States economy and to its future direction. Texas
thus far has not been impacted to the same extent as the United States as a whole. This has led to Texas

having somewhat stronger economic growth than most of the rest of the nation.

In the past, Moody's has provided ERCOT with three economic forecast scenarios:

1. Low,

2. Base, and
3. High.

This year Moody's provided ERCOT with seven additional forecast scenarios:

1. Protracted Slump,

2. Deeper Second Recession,

3. Stronger Near-Term Rebound,

4. Fiscal Cliff,

5. Below Trend Long-Term Growth,

6. Mild Second Recession, and

7. Oil Price Increase / Dollar Crash Inflation.
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A review of the last three forecasts from Moody's was conducted to determine their historical accuracy.

Moody's created these forecasts in July of 2010, March of 2011, and November of 2011. Figure 4

shows 2012 year end non-farm employment values based on these three forecasts. The low and base

scenarios are included. As indicated by Figure 4, the low scenario for July, 2010 and March, 2011 more

accurately forecasted non-farm employment for 2012 than their respective base scenario. The

November, 2011 base scenario more accurately forecasted non-farm employment than its associated low

scenario.

Figure 4: Previous Moody's Non-Farm Employment Forecasts - 2012
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After completing the historical review of Moody's forecasts, an analysis was performed on the

November, 2012 Moody's scenarios. This analysis focused on forecasted AAGRs for the next 3 years
(2012 - 2015), 5 years (2012 - 2017), and 10 years (2012 - 2022). The forecasted AAGR's were
compared to historical AAGR's for the most recent 3 years (2009 - 2012), 5 years (2007 - 2012), and
10 years (2002 - 2012).

3/2011
Base Forecast
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The historical AAGR's were:

1. 2.1% for 2009 through 2012,
2. 0.8% for 2007 through 2012, and
3. 1.6% for 2002 through 2012.

The AAGR for 2007 through 2012 is very low compared to the other time periods due to the impact of
the 2009 recession. This observation led to the 5 year AAGR comparison being removed from the
analysis.

Figure 5 contains data for six of the ten scenarios that were provided by Moody's.

The Protracted Slump and the Deeper Second Recession scenarios were considered unlikely due to
forecasted decreases in non-farm employment for 2013. The Fiscal Cliff, High, Stronger Near-Term
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Rebound, and Base scenarios were also removed from consideration due to having forecasted 10 year
and 3 year AAGRs well above the respective historical AAGRs.

Figure 6 contains data for the remaining four scenarios that were provided by Moody's.

The Below Trend Long-Term Growth, Mild Second Recession, and Oil Price Increase Dollar Crash
Inflation scenarios were also removed from consideration due to forecasted 10 year AAGRs well above
the historical 10 year AAGR (1.6%). Also the Below Trend Long-Term Growth and Mild Second
Recession scenarios forecasted 3 year AAGRs well above the historical 3 year AAGR (2.1%).

As a result of the historical review and the analysis of current Moody's forecasts, ERCOT decided to use
the Moody's low scenario of non-farm employment in the 2013 LTDEF. The 2012 LTDEF was based

on the Moody's base scenario of non-farm employment.

30



WP/RAL Reb. Testimony/2
Docket No. 41791

Page 13 of 21

2013 ERCOT Planning December 31, 2012
Long-Term Hourly Peak Demand and Energy Forecast Page 13 of 21

In 2012, ERCOT added Woods and Poole as an additional economic data provider. Unfortunately their

2012 economic forecast will not be available in time to be included in this document. ERCOT will

create a forecast based on Woods and Poole's forecast during the first quarter of 2013. The results will

be available on ERCOT's website.

ERCOT will continue to evaluate economic data and trends for use in their long-term forecasting

process. This will include evaluating the use of additional economic forecast providers.

Load Forecast Comparison

Figure 7 presents the ERCOT annual peak demand forecasts for 2013-2020 from the 2012 LTDEF and

the 2013 LTDEF. The forecasted AAGR of demand is 1.9 percent for the 2013 LTDEF as compared to

2.8 percent from the 2012 LTDEF. ERCOT experiences its highest peak demand during the summer.
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Figure 8 presents the ERCOT annual energy forecast for 2013-2020 from the 2012 LTDEF and the 2013

LTDEF. The forecasted AAGR of energy is 2.0 percent for the 2013 LTDEF as compared to 2.7
percent from the 2012 LTDEF.

Differences between the two forecasts are predominantly due to changes in the economic forecasts that
were used. As stated previously, the 2013 LTDEF used the Moody's Low scenario while the 2012
LTDEF used the Moody's Base scenario.

Figure 9 shows the forecast of Non-farm Employment (the primary economic variable used by both

forecasts). The 2013-2020 Non-farm Employment AAGR used in the 2013 LTDEF is 1.8 percent. For

the 2012 LTDEF, it was 2.3 percent.
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Load Forecast Uncertainty

There are six major sources of uncertainty:

1. Weather,

2. Economics,

3. Energy efficiency,

4. Demand response,

5. Onsite renewable energy technologies, and

6. Electric vehicles.
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Weather Uncertainty

Figure 10 suggests the significant role of weather in forecasting any specific year. This figure shows

what the 2013 forecasted peak demand would be using the actual weather from any one of the past ten
years as input in the model. As can be seen, there is considerable variability ranging from 63,000 MW

using 2004 weather to upwards of 70,000 MW using 2011 weather.

Figure 10: Effect of Various Weather Years on 2013 Peak Forecast
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Figure 11 extends the uncertainty out to 2022. Assuming 2004 weather (identified as the mild weather

scenario) in 2022, we would expect a peak of 73,500 MW. Assuming 2011 weather (identified as the

extreme weather scenario) in 2022, results in a forecasted peak demand of 81,400 MW.
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Economic Uncertainty

Figure 12 shows uncertainty deriving from economics. Based on Moody's Low economic scenario, we

may expect, ceteris paribusl, a 2022 peak of 79,055 MW. Using Moody's High economic scenario, we

expect a 2022 peak of 89,056 MW. An interesting observation from Figure 12 is that by 2020, all of the

additional Moody's scenarios converge to the base scenario leaving in effect only 3 different scenarios.

' Latin phrase, literally translated as "with other things the same," or "all other things being equal or held constant."
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Figure 12: Forecast Uncertainty Due to Economics
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Energy Efficiency Uncertainty

A much more difficult source of uncertainty to quantify is that derived from energy efficiency. First off,

it must be recognized that the 2013 LTDEF is a "frozen efficiency" forecast. That means the forecast

model employs statistical techniques that unyieldingly fix the relationships between load, weather, and

economics at their 2012 state. Such an assumption has significant implications. Among other things, it

means that the thermal characteristics of the housing stock and the characteristics of the mix of

appliances will remain fixed. If thirty percent of the residential central air conditioners in the South

Central weather zone have Seasonal Energy Efficiency Ratios (SEER-a measure of heat extraction

efficiency) of 12 in 2012, then the model assumes the same proportion in all forecasted years.

ERCOT has developed additional energy efficiency forecast scenarios which are based on data from the

Energy Information Administration (for a discussion of the EIA scenarios, see the "Buildings Sector

Case" at http://www.eia.gov/forecasts/aeo/appendixe.cfm ). In these scenarios, the coefficients are
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adjusted over time in order to reflect future improvements in energy consumption via improved energy

efficiency. These scenarios will be published on ERCOT's website during the first quarter of 2013.

Demand Response Uncertainty

Demand Response programs are in their infancy for much of ERCOT. There remains much uncertainty

as to what future levels of demand response may be achieved. Similarly to Energy Efficiency, it must be

recognized that the 2013 LTDEF is a "frozen" forecast with respect to Demand Response. Demand

Response is reflected in the forecast at the level that was present in 2012.

Onsite Renewable Energy Technologies Uncertainty

Another area of uncertainty is due to onsite renewable generation technologies. Examples include:

1. Distributed onsite wind,

2. Photovoltaic (PV), and

3. Solar water heating.

Onsite renewable generation technologies are also characterized by much uncertainty as to what future
levels may be achieved. The 2013 LTDEF is a "frozen" forecast with respect to onsite renewable
generation technologies. Onsite renewable generation technologies are reflected in the forecast at the
level that was present in 2012.

Electric Vehicles Uncertainty

Growth of Electric Vehicles (EVs) has been slow so far. This has not reduced future uncertainty as to

the forecasted number of EVs for future years. The 2013 LTDEF is a "frozen" forecast with respect to

EVs. EVs are reflected in the forecast at the level that was present in 2012.

Looking Ahead

As more information becomes available and additional data analysis is performed for each of these
highlighted areas of forecast uncertainty, ERCOT will begin developing models which quantify their

impacts on future long-term demand and energy forecasts. These themes will likely be revisited in the

2014 LTDEF.
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Appendix A

Peak Demand and Energy Forecast Summary

Summer
Peak

Year Demand Energy
(MW) (TWh)

20] 3 67;998 331.9

2014 69,807 340.4

2015 72,071 351.3

2016 74,191 362.3

2()17 75,400 367.9

2018 76,186 372.0

2019 76.882 375.5

2020 77,608 380.1

2 0 21 78,'80 382.9

2022 79,055 386.3
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Appendix B

Forecasted Temperatures at time of Summer Peak

Summer Peak
Metropolitan Area Temperature (°F)

ilustin%SLill ;lrntonio I O2.?

Dallas/Fort Worth 104.7

I I o uston () q 2)
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