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Hiiiiiio o Executive Summary

EEET I

....... As the old adage goes, there are no solutions in economics that do not require tradeoffs.
However desirable are the end goals of the Climate Charter, the degree and pace of change
required would come at a dire cost to El Paso’s citizens. It is important to emphasize that the
Climate Charter is not proposing a gradual tapering off of carbon emissions, sometimes
referred to as decarbonization or net zero emissions, but rather a full-scale abolishment of
fossil fuel-based energy. To replace forecasted energy demand for residential and
commercial customers, 2,700 megawatts (MW) of solar power would need to be installed
between 2023 and 2045, along with the requisite capacity for battery storage, which is not
factored into this analysis. For El Paso to move at that pace, it would need to multiply recent
year's solar installation by 13 times and maintain that pace for twenty consecutive years.
Taking the more likely assumption that the community is not able to fully replace its fossil fuel
consumption, their economic consequences would be multifaceted and substantial. By taking
each platform of the Climate Charter, determining their direct effects, and then running those
through an economic multipliers model, we are able to estimate the full economic impact.

Bottom line impacts are all negative. By 2030: -170K jobs, -$7.9B in earnings, and -$28.2B in
output. By 2045: -198K jobs, -$9.2B in earnings, and -$32.8B in output. In short, El Paso
County’s economy would decrease by -40.8% in the long run. An average household in El
Paso would suffer a loss of -$38.8K from their already low $51K in annual income.

The most significant negative effects include:

 -$3.7Bin electrification costs as households and businesses exchange natural gas
devices and appliances with those suited for electric use

 -$2.3B loss in economic output for energy-related industries by 2045, most notably,
refineries -$1.2B, utilities companies -$863.7M, and natural gas companies -$239.7M

1 Taxpayers would absorb -$193.0M in additional wages and salaries, and -$2.1M in lost
productivity due to redirected staff time and energy

1 -$5.2B loss in output in all other industries that would not be able to sustain typical
business operations due to a -72% loss in energy availability in the El Paso area,
mostly, jobs in high energy-consuming industries such as manufacturing.

As the Climate Charter predicts, there would also be some corresponding increases in
economic growth including the advent of roughly 628 green jobs, which would primarily be
among photovoltaic panel installation and maintenance positions. There would also be three
jobs added within local government due to increased focus on climate impacts.

Beyond these quantitative figures, there are additional factors that would come into play,
most of which would create friction with economic growth, such as business closures in the
city due a lack of compliance, and the potential for more bureaucracy within the local
government which could stunt growth, among others. That said, the Climate Charter could
also produce some positive ancillary benefits, for example: the generation of new green jobs,
the potential to attract federal grant funding, and slowing the environmental deterioration of
natural resources.
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. Introduction

The authors and sponsors of this report are not seeking to persuade voters either for or
against the El Paso Climate Charter policy. We are interested in one particular facet of the
issue which has not been broadly discussed, namely, the economic ramifications of the
Climate Charter over the next 22-years (2023-2045). The authors of this report are not
environmental or climate scientists but economists and statisticians. As with any good public
policy decision, socioeconomic concerns should be weighed along with other issues
affecting the public. In that spirit, take this opportunity to inform and deepen your
perspective on this issue when preparing your vote on the Climate Charter this Spring.

Beyond the executive summary and introduction, this report is organized as follows:

1 Chapter lll: Economic Impacts & Consequences
o Quantifiable Negative Effects
0 Benefits of Transitioning to Renewable Energy
0o Additional Issues Effecting Economic Feasibility
1 Chapter IV: Regional Energy Industry Background
0 Regional Greenhouse Gas Emissions
0 Emissions Comparison between Texas and El Paso County
0 Economic Characteristics of Energy Industries in the El Paso Area
0 Outline of Key Players
1 Appendix A: Topical Literature Review
1 Appendix B: EPE Fair Market Value Estimation Methodology
1 Endnotes

The conceptual background and Climate Charter background sections which follow are a
summarization of material that is largely in the public domain. We are seeking to frame and
clarify the topic before addressing economic impacts. Readers already familiar with the
background can skip to Chapter Ill: Economic Impacts & Consequences.
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..._,,I':-v Conceptual Background

The conversation around energy and climate change has become so politicized that it is
worth reviewing some fundamental points to begin this study. Human civilization requires
energy, in much the same way that human bodies require calories in order to sustain life.
Adults require a daily intake of roughly 2,000 calories to sustain their given level of health,
and Americans currently require about 12.38 kilowatt hours (kWh) or energy per day to
sustain their current quality of life." As human beings grow up, they typically require an even
larger intake of calories. Likewise, for economies to grow, they also must utilize a higher
amount of energy. Since the period of urbanization and industrialization, our demand for
energy has outstripped the availability of natural energy sources, such as the sun. Fossil fuels
have enabled first-world countries to exceed sustenance living and achieve
unprecedented levels of wealth and prosperity. As a relatively large country, it is not
surprising that America is a large energy user, but the US is not the only country to have taken
this path. Other developed countries across the globe have a similar relationship between
GDP and energy consumption including Canada, Australia, South Korea, and Russia, to name
a few.? Perhaps even more interestingly, the United States has greatly reduced the ratio of
consumption to GDP over the past thirty years; in other words, it is producing more with less.

That is not the end of the story, however. As all global leaders have learned over the past 200
years, our choices about how to produce and consume energy come with what economists
call “externalities,” that is to say, consequences that affect other things that we care about,
both now and in the future. Among these externalities are the generation of greenhouse
gases (GhGs) and other pollutants, which are affecting our global climate to some degree.

Herein lies the fundamental tension on climate issues. How should we weigh our
socioeconomic needs against longer-term issues? That decision lies with each individual
voter, for whom we hope to present an economic impact assessment about the
socioeconomic benefits and consequences that could result from the Climate Charter. Too
often, discussions about clean energy and GhG reductions seek to advocate green energy
without awareness of the fundamental challenge of how to replace current levels of fossil fuel
production. Many entities in and around El Paso are pursuing alternative forms of energy but,
as we hope to show via this study, it will be impossible to meet the terms of the El Paso
Climate Charter without a significant increase in economic costs and a dramatic reduction
of how and when energy is consumed.

This brief summary highlights just a few of the fundamental conflicts on the topic of climate
change and economic development. These questions cannot be fully answered within this
report but should be in the back of each voter's mind as they read. To summarize:

1 How much should we expect energy technology to continue developing to allow
developed countries to continue reducing consumption without sacrificing quality of
life?

1 Atwhat speed can we expect those technological developments to happen?
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1 Will command-and-control policies (such as forcing the use of renewable energy)
cause those technologies to develop faster or just cause us to forcibly reduce
economic output?

1 What level of tradeoff to quality of life and the economy is acceptable in order to
reduce energy consumption?

1 How do we ensure equitable treatment to developing countries, cities, and households
that generally require a higher level of consumption in order to increase their wealth?

1 Which decision makers get to decide the right level of energy consumption?

El Paso Climate Charter Goals & Background

The stated goals of the El Paso Climate Charter are to: reduce the City of El Paso’s
contributions to climate change; invest in an environmentally sustainable future; and advance
the cause of climate justice.® To further elaborate, the Charter’s main focus is increasing
solar energy, water conservation, creation of climate jobs, achieving 80% clean and
renewable energy use by 2030, expanding to 100% by 2045.

For national context, the clean energy stipulations of the Climate Charter on their face
appear similar to those enacted in California over the past decade but actually exceed
those regulatory standards on many fronts. For example, California’s latest legislation (SB
1020) that was voted into law in 2022, includes loaded terms such as “zero carbon” and
“carbon neutral.*” These concepts allow space for practices such as carbon abatement to
offset the continued use of fossil fuels and the continued use of low-emission energy, such as
geothermal and nuclear. The goals and policies enshrined by the California legislature are, in
fact, quite similar to those self-imposed by El Paso Electric in 2021, such as 80% carbon-free
energy by 2035 and the pursuit of 100% decarbonization by 2045.No such concessions are
present in the Climate Charter, however, which maintains an uncompromising anti-fossil fuel
position.

As of July 2022, Ground Game Texas obtained enough signatures (39,000+) in order to get a
Climate Charter on the ballot in the May 2023 election. Per Texas state law, El Paso is a home
rule city, allowing the City to pass regulation if not in violation of state and federal law.> A
charter is like a local constitution, as it lays out city policies on how it must operate. Upon over
50% of voters supporting an amendment, the City’s existing charter can be changed. The
proposal is considered an “initiated charter amendment”, which seeks to update the City of El
Paso’s current charter with new climate policies.

Importantly, the Charter does not permit any form of carbon-neutral outcome, wherein
energy companies can offset carbon emissions. Quite simply, these thresholds would
apply to all energy produced that is consumed within the City of El Paso.® No details are
provided in the Charter document on the topic of funding the additional roles and
responsibilities to be created by the Charter. The suggestion seems to be that the Charter
would generate new jobs and tax revenue due to retraining and infrastructure development.
Of course, unless these changes are paid for by households themselves, they will need to be
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funded by an external source, such as property taxes, excise taxes, or state/federal
o grants.’

Differentiation of Climate Charter from Proposition C

In November 2022, the City of El Paso put forward a $272 million bond package,
split amongst three propositions. Proposition C allotted $5 million into a climate
and urban energy plan to study and reduce the impact of climate change. A simple
public majority was required to approve the proposition, which succeeded with a
50.6% majority vote. The close timing and similar nature of Proposition C to the
Charter may be confusing to some voters. However, the goal of Proposition C was
to fund a comprehensive Climate Action Plan for the City while the Charter has
more specific policy aims as elaborated below.

Function & Purpose of Climate Director & Department

The Charter would create a new climate department within the City, which would lead the
City in reaching its climate impact goals. A Climate Director appointed by the City would be a
paid City employee and report directly to City Council. On this point it is important to note
that El Paso is a “council-manager” form of government. The City Manager currently oversees
all city functions, such as Police, Parks & Recreation, Public Transportation, etc.® The Climate
Director would be an exception to that rule in that this staff person would report directly to
City Council, rather than via the City Manager.

The Director would be supported by a nine-person Climate Commission which would
oversee the implementation and fulfillment of the City’s Climate policies. The City Council
and Mayor would each nominate people for the Commission who, once accepted, would
serve three-year terms. Commission member selection would be granted with preference to
community members or those who represent communities “who have been negatively
impacted by climate change” and, similar to the Director, can have no prior experience in the
fossil fuel industry. The Commission would elect a Chairman and Vice-Chairman for one year-
terms. The function of this Commission seems fairly in line with a variety of boards and
commissions operating with volunteers under the City’s current structure, with the exception
that other Commissions report directly to the City Manager rather than interfacing with a
different appointed City staff member.
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Role of Climate Director
,,,,,,, The Director would lead the department on multiple dimensions of climate initiatives as
o summarized below. Much of the Charter is written with few qualifications and limited clarity.
' In various places, we comment on these ambiguities and the potential difficulties resulting
from them. The Director would:

1 Provide an annual report to City Council on the City’s progress toward climate goals.
Interestingly, this responsibility extends beyond the City's actions to also include “all
emissions generated within the City limits.” This task would be almost certainly large
enough require the assistance of additional staff members beyond the Director.

1 Provide City Council with a climate impact position prior to “any City Council vote
affecting the City’s Climate Policy.” Given the comprehensiveness of this statement
and the presence of the word any, one is left to speculate on whether any aspects of
City government would be considered outside the purview of this task.

1 Ensure that any new funding due to taxes, grants, or contracts would be used to
“create climate jobs” and training programs when consistent with funding
requirements.

1 Transitioning current City employees to climate-related work. The emphasis of this
role would not be to eliminate roles, but rather to find new positions with equal or
superior pay and benefits.

1 Create a Solar Power Generation Plan, focused on internal capacity to generate
energy for the City via solar power.

| Serve as the City's representative with state and federal regulatory agencies.? It is
worth mentioning on this point, that utilities and energy generators operating in and
around El Paso are already directly interacting with all of these agencies, without the
involvement of any City officials.

Role of City Manager and Other City Staff

Several changes in procedure would be required by existing City staff and Departments as
well. Many of these tasks would be the direct responsibility of the City Manager. In the first
year of implementation, the City Manager and Climate Director would produce a plan for the
City to achieve its renewable energy goals. Following the first year the City Manager, in
collaboration with the Director, would be required to submit an annual Climate Disaster
Mitigation and Preparedness plan, which would address water, electricity, and extreme
weather issues. The City Manager would also adopt and implement a policy that provides a
preference for contractors who advance the City's climate policy. Certainly, the terms of this
policy would be tightened up prior to implementation but introducing a new factor to city
contracting decisions runs cost and performance risks, not to mention the potential for
political favoritism.

Additional aspects of the Charter are not assigned to any specific individual but would
presumably be shared across multiple staff and departments. The City undertakes the task of
developing infrastructure to withstand “extreme weather conditions,” a task that would mostly
fall to the Public Works and Engineering departments but require considerable funding to
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execute. Lastly, as previously noted, given that all ongoing and new business conducted by
the City would require a climate impact consideration, all City staff would need to commit

ves more of their finite time toward calculating and reporting on these metrics.

Additional Key Goals

Other ancillary aims of the Charter include exploring the feasibility of bringing El Paso
Electric (EPE), a privately owned company that has never been owned by the City, under the
umbrella of municipal ownership. The City would also prohibit the sale or transfer of City
water for any fossil fuel industry activities. As noted in Chapter lll, this would have the effect
of hamstringing and perhaps ceasing the operation of multiple energy and utility players
in the El Paso area.

The Charter is also seeking climate justice, meaning: “ensuring that historically underserved
communities do not bear a disproportionate share of the negative impacts of climate change,
while at the same time investing in those same communities as part of the work to respond to
climate change, mitigate its impacts, and build an environmentally sustainable society.”
Though a noble goal on paper, as explained in Chapter V, an unfortunate consequence of
environmental policy at the international level is the stunting of economic growth for
developing countries that do not have the economic bandwidth to focus on generating
renewable energy.
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lll. Economic Impacts & Consequences

The consulting company arrived at the following list of economic impacts and consequences
of the Climate Charter. We developed this list after reviewing the proposed legislation,
regional socioeconomic data, background information about regional utilities and energy
companies, and conducting a literature review of other locations in the United States and
internationally facing similar circumstances. Wherever possible, we sought to quantify
impacts in terms of real economic metrics, such as jobs, earnings, and tax revenues. In some
situations, suggesting a quantitative conclusion would be virtually impossible to do
accurately so we treat these concepts qualitatively.

Figure 1: Categories & Magnitude of Economic Impacts 4

-Potential to attract federal grant funding

-Potential to attract environmentally conscious businesses
and investors to El Paso.

-Generation of Green Jobs that did not previously exist

-Slowing the environmental deterioration of water and
land resources which would bolster more productive use
of future resources

Potential
Positive

-Purchase of additional equipment and software to enable
climate impact tracking

-Potential of more bureaucracy within local government
which stunts growth and facilitates political favoritism

-Reduced productivity of City Council and City staff in
adjudicating climate impact issues

-Cost of new Climate Director staff position

-Indirect cost of additional requirements for existing City
staff members

-Conversion of all households from natural gas to electric

-Negative impact of business closures and relocations due
to compliance issues

Potential
Negative

-Increased costs of electricity generation

-Loss of jobs and multipliers from shutting down utility
companies

10edWI SO
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The El Paso Climate Charter would have some short-term impacts while others would be
_______ spread out over time. Table 1 expresses those impacts in terms of metrics such as jobs,
eer earnings, gross regional product (GRP), and tax revenue for a 15-year period between 2030
' and 2045. In reality, some impacts would initiate immediately, but for the most part they
would take several years to take full effect. Figure 2 serves as an infographic tool for
understanding these changes over time. No scale is provided on the y-axis because the
shape of the chart is similar regardless of the metric being used. Both positive and negative
effects would initiate almost immediately, but most of those impacts would grow and hit their
apex near 2030 or 2045. Notably, in spite of some of the positive effects, such as green job
creation, the net impact is significantly negative. Rather than guess on the timing of specific
changes, we look out to 2030 to a point at which we are confident that some of the more
substantial and structural changes to the economy will have occurred. The terminal year,
2045, is highlighted because it is the date at which the Climate Charter would mandate 100%
renewable energy for use within the City.

Figure 2: Conceptual Economic Impact Timeline

Positive

2023 2030 2045

Impact

Net
Negative

Source: Points Consulting, 2022
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Overall Economic Impacts in 2030 and 2045

Each of the topics addressed in the following narrative are backed up by unique research and
direct input effects, as summarized within this chapter. Tables 1 through 3 detail these effects
by economic sector, as well as the total economic impacts for the Climate Charter emissions-
reduction goal years of 2030 and 2045.

Table 1 shows that the economy-wide impact for jobs in El Paso County in 2030 would be a
reduction of 38.3% in 2030, and 44.7% in 2045 when compared to the County’s 2021
levels. The region would also experience devastating economic losses to its labor income
and GDP levels. PC's estimates show that earnings will shrink 31.3% in 2030, dropping
further in 2045 by 36.4%. GDP will likely decrease 52.7% in 2030, and 61.3% in 2045,
which is the largest expected reduction out of the economic indicators shown; a decrease of
more than half of the County’s 2021 level of production.

Table 1: Summary Economic Impacts to El Paso in 2030 and 2045

030 04
Jobs (170,000) (198,000)
Earnings ($7,890,399,000) ($9,177,028,000)
GDP ($13,303,440,000) ($15,469,812,000)

Source: Points Consulting, 2022, using IMPLAN

By 2030, refineries and households would be the industries most negatively affected, as
shown in Table 2. Refineries stand to lose almost a billion dollars in output, while households
would lose close to approximately $3.5 billion in earnings, a loss greater than any single
industry. The utilities sector would lose almost 600 jobs, but the city would lose more than
double that, with a decrease of almost 2,000 jobs.

Table 2: Detailed Economic Impacts to El Paso in 2030

Qutput Earnings Jobs

Total ($28,219,482,000) ($7,890,399,000) (170,494)
Utilities ($737,749,000) ($18,400,000) (580)
Refineries ($996,648,000) ($6,155,000) (104)
Natural Gas Companies ($205,517,000) ($8,707,000) (184)
City Government ($645,666,000) ($82,505,000) (1,847)
Households -- ($3,452,646,000) -
All Other Industries ($25,633,901,000) ($4,437,753,000) (167,779)

Source: Points Consulting, 2022, using IMPLAN

The negative economic consequences in 2045 would be just as severe, as the economic
decline would continue to be driven by the tightening of the Charter’s restrictions. Close to
200K jobs would be lost across all industries. Households would bear a great deal of the loss
in earnings, with around $4B lost. Refineries would lose more than a billion dollars, with a
$1.16B losst the most significant loss in output out of all of the fossil fuel sectors. Also,
important to note is the almost $30B in output lost by all other industries.
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Table 3: Detailed Economic Impacts to El Paso in 2045

il Output Earnings Jobs |

i Total ($32,830,612,000) ($9,177,028,000) (198,000)
Utilities ($863,738,000) ($104,164,000) (679)
Refineries ($1,160,419,000) ($30,270,000) (121)
Natural Gas Companies ($239,780,000) ($36,273,000) (215)
City Government ($750,707,000) ($192,912,000) (2,000)
Households -- ($4,011,789,000) -
All Other Industries ($29,815,964,000) ($5,165,239,000) (195,000)

Source: Points Consulting, 2022, using IMPLAN
Background of Quantifiable Economic Impacts

All impacts that can be estimated quantitatively are outlined in the following narrative,
starting with the most impactful and ending with the least impactful.

Decreased Energy Production & Downstream Effects

In the world of economics, rarely do we face benefits without some form of trade-off to
achieve that benefit. As we outline in this section, it seems far-fetched for the El Paso
economy to sustain, let alone grow, under the directives of the Climate Charter. As industry
and population expands there's an ongoing need for utility companies to increase their
capacity in order to serve that population. Simply keeping up with that growth requires
enormous, continuous, and long-term investments in capital-intensive facilities. To put the
population and capacity needs into perspective, EPE’s average megawatt hours (MWh) per
person has increased from 2.96 to 3.33 from 2010 to 2019." Meanwhile, EPE is experiencing
a year-over-year customer base growth rate of 2%."" Therefore, demand is increasing on two
fronts, including net population growth and increased consumption per capita. '?Returning to
our original metaphor, it would appear that El Paso’s economy is still in a “growth” phase
rather than an efficiency-stabilizing phase in terms of energy usage.

The prior statistics only account for recent changes in consumption and demand. To provide
a longer-term view, PC has forecasted the required level of energy to be generated by El
Paso Electric over the next twenty-seven years (see Figure 3). This forecast accounts for
existing usage, EPE's consumption forecast, and the amount of generating capacity that will
be decommissioned. In 2021, EPE generated 10.9 million MWhs of energy. To meet
consumer demand by 2045, the final year of the Climate Charter's 100% renewable energy
plan, output will need to reach 15.4 million MWhs. This 34% increase is challenging enough,
but EPE will also need to decommission and replace older generating units, resulting in the
replacement of an additional 8.7 million MWhs. (Note that decommissioning is shown as
negative in Figure 3 because these MWhs are replacing rather than serving as a net addition
to the generation portfolio.)
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15.4M MWHSs

15.0
10.9M MWHs A

10.0

B Consumption Forecast

o
o

Decommissioning

B Current Energy Generation

Millions of MWHs

g
o

(5.0)

(10.0)
2021 2050

Source: Points Consulting using data from EPE 2021 Integrated Resource Plan EPE Sustainability Report 2021

Though other sources may become more viable in the future, the vast majority of El Pasoan’s
renewable energy is due to solar. This will likely continue to be the case, given El Paso’s
unique climate and available sunshine. El Paso’s current capacity of 70 MWs has been on a
strong uptick in recent years, as EPE has brough online an average of 8.4 MWs per year over
the past four years.'® Along with that, EPE has increased their battery storage capacity,
adding 50 MW in of battery storage in 2021, with contracts for a further 170 MW." Knowing
these values, it is simple arithmetic to determine how much renewable capacity must be
added between 2023 and 2045 to replace all fossil fuels. Hitting these marks would require
the installation of 113 MWs of renewable power every year for the next 23 years. This
translates to a 13-fold increase in solar panel installations every year until 2045. To put that
level of generation in perspective, Los Angeles ranks as the second highest solar capacity city
in the United States, with its current capacity of 6540 MWs." El Paso would need to surpass
Los Angeles in solar generating capacity by 2026 and continue that torrid pace for
another two decades.

In our economic impact assessment, we do not assume this lofty solarization pathway for El
Paso in the future. Rather, we designed a more moderate solarization model, which assumes
solar investment at a more aggressive pace than the last few years (averaging 12 MWs
installed per year between 2021 and 2045). Solar or other renewables would need to come
with corresponding investment on battery storage, a cost that has not even been considered
within this analysis. Meanwhile, fossil fuel sources would phase out according to the 2030 and
2045 benchmarks set by the Climate Charter. According to our moderate solarization
model, El Paso’s available energy decreases by a stunning 69% by 2030 and 72% by 2045.
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This drastic decrease in energy availability helps explain why the economic impact results
displayed in Table 1 portend such a catastrophic decrease in economic activity. All facets of

e the economy require energy to function. Naturally some industries require a heavier diet of

' energy, such as heavy industrial and transportation, but even professional office buildings
require electricity for light, heating/cooling, and powering computers. Impact of the Climate
Charter would hurt heavy industry most dramatically, resulting in spectacular job loss and
company closures, but so-called white-collar jobs would also not escape unscathed.

Cityof EI| HRuahase ofEl Paso Electric

The Climate Charter states that “The City of El Paso shall employ all available efforts to
convert El Paso Electric (EPE) to municipal ownership.” This process of municipalization
would require the City to purchase a private sector organization at a fair market rate.
Whatever benefits that would appreciate to the citizens for having control of energy
resources would also come at the cost of having to purchase EPE using taxpayer money.
We attempt to estimate the value of EPE using a number of variables so as to prepare
taxpayers for this blow. As noted in the introduction to this section, several years of legal
negotiations should be expected in the event that the Climate Charter is voted into law. To
further complicate the matter, it is not even clear that such a purchase would be possible. JP
Morgan's Infrastructure Investment Fund included a commitment in the transaction to retain
EPE as part of its portfolio for a minimum of 10 years.'® As such, we assume in our
calculations that this transaction would not occur until 2030, at the earliest. However, PC
recognizes that this purchase is unlikely to go through due to the aforementioned clause in
the acquisition agreement.

Assuming that seven years pass between the publishing of this report and that transaction, it
is necessary to gauge current energy acquisitions and trends and forecast how those would
affect EPE’s value several years in the future. In conducting this assessment, we accounted for
the following variables: the 2020 acquisition price of EPE of $4.3B", the forecasted inflation
rate over the next seven years, and growth benchmarks for capital markets. Using these
variables, we arrive at an estimated fair market value for EPE of $9.1B by 2030."® Given the
complexity of this modeling effort, some readers may wish to see a more detailed
explanation of this model, which is summarized in Appendix B: EPE Fair Market Value
Estimation Methodology.

There are further complexities related to modeling the full financial impact of the proposed
acquisition of EPE. The primary challenge for PC at this stage is the lack of clear information
for citizens about whether the purchase would be funded via bond, tax levy, or a combination
of both. As was presented to El Paso taxpayers with the 2022 Community Progress Bond,
specific information on the cost, means of collection, and duration of the loan and/or levy will
likely be released by City Council at a future date.' There is also the issue of whether or not
EPE could actually be purchased given lIF's commitment to keeping EPE in its portfolio for at
least 10 years, which makes the purchase of the utility by the city more unlikely to happen.
Each of these options presents very different implications for the future of EPE. At a later
date, PC may incorporate these costs into the economic impact assessment that proceeds
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this section but for the moment the acquisition of EPE is considered an additional external
cost that is not incorporated into the economic impact model, given its uncertainty.

Losses Among Fossil Fuel Based hdustries

One of the more restrictive aspects of the Climate Charter is the ban on the use of city
water for the activities of fossil fuels companies outside of the city limits or otherwise
any other such purpose. The sale or use of city water would be prohibited for all fossil
fuel-based industries, and any existing contracts that permit such use would be
cancelled. This would especially impact the petroleum refinery industry, given the
high water usage required for its processes. Marathon Petroleum, for instance, use
water sourced from a series of groundwater wells on and around their property, but
still need to supplement their supply by purchasing water from El Paso Water. A
typical refinery uses about 1 to 2.5 gallons of water for each gallon of product
produced, for instance.?? So in the case of Marathon's El Paso refinery, which has an
oil refining capacity of 133K barrels per calendar day, their water requirements would
range between 133K to 332K gallons of water per day based on these estimates.?’ A
refinery needs a vast amount of water for its production processes, which include
chemical processing, steam generation, and cooling. These restrictions could thus
obstruct the operations of refineries. PC's estimates show, in fact, that the sector that
is likely to receive the largest negative impact in terms of output is the refinery sector.
This indicates that if the restrictions outlined in the Charter were to be implemented,
refineries would suffer the biggest loss in sales.

Adaptation to Electrical

Adapting the entire energy transmission system away from fossil fuels creates the
need for a massive capital investment. Currently, most of the households in El Paso
utilize natural gas for a combination of cooking and heating (71.6% of households in
2021)?2. Assuming that El Paso’s households and businesses need to transition to
all electric appliances will result in $2.96B to households, and $750M to
commercial users. It is important to note, that although expensive to homeowners
and businesses, this would also be a boon to business in the electric appliances and
installation industry. This factor is also considered within the economic impact model.

Staff Costs to City

Direct staff costs are defined as the monetary cost of hiring staff that are directly
tasked with the duties assigned to the Climate Director. In order to obtain an estimate
of these costs, the team averaged the salaries of positions in the city that are
secondary to the City Manager, such as Deputy City Managers. A total of six high-
level salaries were used as a reference point for the potential annual earnings of the
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Climate Director. Using publicly available data on pay scales, we determined that the
el Director’s salary would be approximately $194K/year. Given the depth and
complexity of the Climate Director’s role, PC found that it would not be realistic to
assume this new employee would conduct their role with no direct reports.
Therefore, we also included the costs for two analyst positions that would serve as
support to the Climate Director at a pay rate of $60K/year. These analyst-level
positions would aid in the Director’s responsibilities and allow other departments to
focus on their jobs while not being overburdened with climate and emissions
reporting requirements.

Including the cost of the Climate Director and two additional analysts, direct costs
to the city amount to an estimated $314K/year. On this particular point, it is
important to point out that the impact simultaneously has both a positive and
negative effect on the local economy. While new jobs are being created in local
government, those workers earnings are being drawn upon from local taxpayers,
resulting in a slight reduction in their household incomes.

Indirect Cost of Staff Ti me

PC also calculated the costs associated with the indirect use of the City staff's time.
City employees’ time is a scarce resource because they have a finite time-budget to
complete their work responsibilities. New additional responsibilities will necessarily
eat into that budget, resulting in one of two outcomes. Either workers will accomplish
less of their existing responsibilities, resulting in productivity losses, or new workers
need to be hired to absorb those new responsibilities. A far less optimal third option
is that overburdened employees quit their jobs due to burn out, which results in even
further decreases in productivity. Research conducted by Eagle Hill Consulting found
that the main reason government employees described themselves as “burnt out”
this past year was due to issues dealing with their workload.?? In this survey of over
700 employees, researchers found that burnt-out government employees are 2.5
times more likely to leave their organization in the next year. Thus, increasing
employees’ workload may have more negative unforeseen circumstances beyond the
dollar cost of their time. Therefore, what is seemingly a nebulous soft-cost is actually
has very real-world effects for the citizens of El Paso.

Not all City departments would be equally affected by new climate-related tasks. For
this reason, the methodology accounts for the varying degrees of time-impact. The
project team classified around 7,000 City employees by department into different
categories based on how much of their time would be impacted. The four time-
impact categories range from “No Impact” to “High Impact”. The team then
calculated cost ranges for each of these groups based on the average salary for El
Paso public employees in 2021 times the proportion of time each of these employees
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is expected to spend on duties related to the Charter. The resulting indirect staff cost

el for this policy is in the range of $800K to $3.3M. For simplicity within this document,
we utilize the median of these two extremes. The full cost of either decreased

productivity or additional staff hours amounts to an additional $2.1M tax burden
for Citizens of El Paso.

Software and Equipment Costs

Per the Climate Charter, one of the central duties of the Climate Director would be to
carry out new reporting responsibilities in the form of an annual emissions report and
climate impact statements for a wide range of City Council decisions. New
responsibilities often require new processes and tools, so it is a reasonable
conclusion that the City would incur additional costs related to purchasing equipment
and software to enable climate impact tracking. The team reviewed the license costs
for several software systems that aid in tracking climate impacts and carrying out
climate change assessments at varying levels of detail for the community. An annual
enterprise license for a climate tracking software, which would allow for unlimited
use of the program by the City during the period that the license is valid, would
cost around $9K.?4

Additional Non -Quantifiable Negative Effects

PC's research indicates that additional detrimental economic effects should be
expected, which are more challenging to quantify due to the multiplicity of factors
and uncertainty surrounding implementation.

Increased Energy Costs

At present, the vast majority of El Paso’s generation of energy is supplied by fossil
fuels. Including EPE's directly generated sources and other purchased power, we
estimate that just under half of one million of the 10.8 million MWhs consumed in
2021 were from renewable sources, which is just 4.2% of all energy.?> The costs of
moving from such a heavy reliance on nonrenewable energy sources for baseload
and balance power are steep. In order to become fully dependent on energy from
renewable sources, the City needs ways of storing excess electricity for later use.
Researchers at MIT estimate that the costs for battery storage, need to fall by around
90% to be able to completely replace fossil fuels. Other researchers have pointed
out that as carbon limits approach zero, costs tend to rise sharply. Even with the
availability of batteries for energy storage, there exists a need for firm low-carbon
resources, which include nuclear power, bioenergy, and natural gas plants that
capture carbon.?¢ In fact, with these low-carbon resources, costs can be lowered 10%
- 62% in cases where full decarbonization has been achieved.
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On a larger scale, McKinsey research shows that a net-zero transition can lead to a
shift in capital allocation, jobs, and costs.?’ In a model analyzing global
decarbonization by 2050, the researchers showed what would happen to demand,
capital allocation, costs, and jobs due to this transition. Some sectors that would be
significantly negatively impacted include steel, cement, and power. A rise in
operating costs and capital costs for new investments in these sectors could mean an
increase in the price of consumer goods as well. In the case of electricity, for instance,
the average delivered cost would rise by about 25%, reaching its peak in 2040, then
slowly decreasing. These prices would remain elevated above their 2020 levels,
however, and it is not certain if and how these prices could return to their previous
lows; leaving low-income households in a more precarious financial position.

Expan sion of Government & Lack of Accountability

El Paso is currently a top 20% performing economy when compared to other cities in
the nation.?® However, creating an added layer of bureaucracy may hamper the City's
present economic growth trajectory. Most of the existing literature related to the size
of government and economic growth indicates that there is an optimal point of
government spending and size that, if exceeded, would cause a decline in economic
output. This concept in economics is illustrated by the Rahn Curve.??

Furthermore, legal research within the United States has uncovered an observed bias
in administrative decisions, particularly on environmental topics, that can influence
particular outcomes based on favoritism and conflicts of interest.3° One can imagine
that soon after the City announces preference for contractors who are
environmentally friendly, a raft of new companies will arise touting their
environmentally friendly policies, a phenomenon known as green-washing. But
how will City government be able to decipher the rhetoric from actual
environmentally friendly policies? Additionally, on the topic of expanding the
administrative decisions to include climate concerns, there is also the potential for a
decrease in the efficiency and expediency of decision-making. 3

Economic Development Losses

If the new rules and regulations imposed by the Climate Charter are perceived to be
too onerous and restrictive to the local business environment, businesses may decide
to relocate to a different, more favorable location. In a research paper published by
the Hoover Institution, researchers tracked the relocation of California business
headquarters from 2018 to 2021.32 In that period the state lost around 350
headquarters—many relocating to Texas. This migration is owed in part to California’s
punitive regulations and high energy and utility costs. In fact, research by the
Mercatus Center showed that California is the nation's most heavily regulated state,
which supports the thesis of the aforementioned research paper.33 This shows that
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businesses that have issues complying with strict regulations are a flight risk and

Leiaisy will likely look to move to a lower-cost alternative location .34

Potential Benefits of Transitioning to Renewable Energy

The prior section emphasizes the strong negative economic consequences of the
Climate Charter, but there would also be some positive outcomes for the economy as
well.

Additional Green Jobs & New Investment

One of the chief ends of the Climate Charter is the creation of new green jobs to
replace the loss of fossil fuel related jobs. Though the job loss is likely to exceed the
jobs created it is true that the investment in green energy, particularly solar, would
result in short term and long-term job creation. For this aspect of our assessment, we
focus primarily on solar energy which is the most suitable for El Paso’s climate and is
the primary source of renewable energy currently. Using a paper from the
International Monetary Fund (IMF), called “Jobs Impact of Green Energy,” the PC
team calculated how many jobs would be created by the Climate Charter. Figure 4
shows a pie chart of solar job creation by sector, based on data from the National
Solar Jobs Census. While Installation/Project Development makes up much of the job
creation (66%) and would be primarily based in El Paso, the second largest sector,
manufacturing (13%), would likely be generated in areas outside of El Paso.

Regardless of location, two categories of jobs would be created by the Charter,
construction, installation, and manufacturing jobs (CIM) and operation and
maintenance jobs (O&M). CIM job creation would happen mainly in the beginning
stages of implementing the Charter, while O&M jobs would be more sustained. The
PC team took this into account during the calculations and used the lifetime average
number of jobs created in each category, per MW of installed green energy. In the
base case model, between 2023 and 2045 the Climate Charter would create a total of
628 jobs: 36 CIM jobs and 592 O&M jobs. As previously noted, most CIM jobs are
weighted towards the beginning of implementation and not all CIM jobs create
opportunities for the local labor force. Furthermore, not all of the jobs will be specific
to the El Paso area.

Figure 4: Solar Jobs by Sector (2021)
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: Possible Benefits of Environmental Regulations

i While environmental regulations may cause some adverse economic effects, they
have been shown to be effective in reducing emissions despite increases in
manufacturing output. Research from the National Bureau of Economic Research
(NBER) found that air pollution emissions at the national level fell 60% between 1990
and 2008, and estimates showed that the implicit pollution tax imposed on
manufacturers in that time period doubled.3¢ The researchers concluded that the
changes in the amounts of regulation were responsible for curtailing emissions, as
opposed to any changes in the levels of productivity or trade. Yet, other researchers
have noted that changes in the composition of the goods being manufactured may
account for a large part of the decrease in emissions. Therefore, the added layer of
regulation from the Climate Charter through climate impact and emissions reports
may have the effect of lowering emissions produced in the City. This would not
restrict the business activity of surrounding communities, however, so improvements
to air quality are not a foregone conclusion.

In terms of economic benefits, the McKinsey research paper referenced in the
previous section shows that decarbonization efforts can lead to net job creation.?’
Both losses and gains would be concentrated in specific sectors, with gains mostly in
fields associated with renewable power production, and the heaviest losses
happening in fossil fuel-intensive sectors. Another research paper published by the
C40 Cities Climate Leadership Group also highlights the potential for job creation
derived from cities taking climate action.3® The study reports that cities that take
ambitious climate action by 2030 have the ability to create around 20 million jobs
in the buildings, transport, and energy sectors at the national level-with
approximately 15.5 million created and supported within the cities themselves.

Potential to Attract Businesses and Funding

Another potential benefit to the new regulations imposed by the Charter is the
possibility of attracting investment and businesses relocations from organizations
with a similar environmentally friendly mindset. Among this group are included
certain large multinational corporations. Research published in the Journal of
International Business Policy showed that there exists a positive relationship
between “green cities”, or cities that invest in improving air quality and wastewater
treatment, and increased levels of foreign direct investment (FDI) flows.3’ The
reasons the study outlines as the primary drivers that motivate certain corporations to
invest in green cities are: bolstering their reputation and showing their corporate
responsibility, and an increased commitment to the well-being of their employees.

The City also has the potential to receive funding and grants for green initiatives and
infrastructure programs. These grants can be quite competitive, but they can provide
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local governments with the resources to carry out a variety of green development
projects. They also often require a funding match from local and state sources for a
certain percentage of the funds awarded, although cities can design climate
initiatives in a way that maximizes their potential co-benefits.*® One possible
significant source of funding for the City may come from the Infrastructure Investment
and Jobs Act that was passed on November 15, 2021.4" Much of the $550B included
in this package will be passed directly to state and local governments through new
transportation, water, and energy programs. Several cities have leveraged such
federal funds for flood mitigation, greening municipal fleets, and municipal utility
planning for vehicle electrification.*? At the state level, Texas received $13.9B in
Bipartisan Infrastructure Law funding in 2022 to be used for improving public transit
and school buses to low and zero-emission models, expanding electric vehicle
charging, and clean energy, among others.*3

Additional Issues Effecting Economic Feasibility

A few other details are worthy of mentioning associated with the energy systems in El
Paso and various challenges with the aims and language of the Climate Charter.
These do not result in any independent economic impacts not otherwise mentioned
but they do effect the consulting team'’s analysis of the issues previously analyzed in
the report.

Bonds & Financing

Utilities inherently face such growth-related challenges, which would be exacerbated
by the terms of the Climate Charter. Even without the Climate Charter in view, there
are other logistical challenges for EPE to financing its operations and manage its
capital equipment needs. Building and maintaining facilities routinely requires utility
companies to issue long-term debt (or, bonds) in the capital markets to the tune of
millions of dollars. For example, EPE had $150M outstanding bonds when it was
acquired in 2020, which were paid off. The nature of the utility industry and the
extensive regulatory oversight to which it is subjected ensure that investments in that
industry pay low returns that are fairly reliable. Low risk equals low reward. The
heavily regulated, low-return nature of utility companies means that the value of
their equity shares and outstanding bonds are especially at risk to inflationary and
rising interest rate conditions. If the Climate Charter passes, it would add another
risk factor to these already low-return investments. At some point, the low returns
would not be worth the rising risks due to policy changes, and investors would react
accordingly.

Bonds issued by utility companies often include covenants, which require the
companies to maintain certain financial ratios, such as a certain debt-to-capitalization
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ratio. Some terms in the Climate Charter could make it more difficult for utility
companies to maintain their bond covenants. The market would then recognize the
added risk and reduce the value of those outstanding bonds, hurting individual
investors and retirement funds. The credit ratings agencies would reduce utility
companies’ credit rating. That would hinder the company’s ability to raise debt and
equity investment, and they would have trouble increasing power-generating
capacity to accommodate the ongoing organic growth in demand. Rate increases

would be the most likely lever to be pulled in order to relieve such economic stresses.

Decommissioning Issues
Beyond the previously mentioned continuous growth of energy demand in El Paso,
the issue of decommissioning deepens the demand for maintenance and further
capital investment. Some of the region’s existing power-generating assets will be
decommissioned
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