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ABOUT TCCRI TASK FORCES

The Texas Conservative Coalition Research Institute's Task Forces are the backbone of the
Institute's research and educatiorfferts. Based on the conservative principles of limited

I32PSNYYSYy(is AYRADGARdIzZFE fAOSNIAS&aS FNBS Syid SN

develop legislative leaders and sound public policy ideas by bringing together legislatorts,exper

industry leaders, and stakeholders in a unique forum that fosters discussion and debate among
public and private sector leaders. This approach has proven to be very successful.

THE 209-10ENERGY AND ENVIRONMEASK FORCE

Chaired by Stat8enator Toy Frase(RHorseshoe Bay) and State Representative Kelly Hancock (R
North Richland Hillsjhe TCCREnergy and Environmeifissk Force met throughout the 20a80
Interim. TheTask Force was convened tadaglssways in which Texas can meet the energgndads

of a growing economy and populatiowhile protecting the environmeniThe debate about how Texas

meets its growing energy needs is inextricably linkedtate environmental policyThe two objectives

more energy and less pollutiqrare not necesarily at oddsbut environmental groups have made it so.

The Energand Environment Task Foraiscussegolicies that are pragrowth and preenvironment
while examiningi KS LINRP LISNJ NRtS 2F GKS &G 4GS Ay ¢SEIaQ
market solutions for meeting the energy needs of a growing state while protecting the environment.
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Executive Summary

Texas requires eonsistent and committed statede approach to energy policy thabntinues topromote
environmentalprotectionand economic growthwith the priority being growth The key elements of this
policy should be&xpanding the competitive market for electricityenerating energy from a divers
portfolio; continuing to develop necessamansmission infrastructuredzi A t AT Ay 3 ¢ SEF &aQ y I {dzN
TdzSt GKS aidl SQERSOZ2Yy25aOA ARRPGRKETT S BtBrNGisto 32 ISNY Y Iy i
overregulatethe Texas energy sector.

Thereare also important questions regarding tax policy that impact the energy sector; those are discussed in

the final report of the TCCRI Workforce and Economic Development Task Force (see
http://www.txccri.org/TCCRI_Econ_Workforce Dev_and_Transportation_Task Force_Report.pdf

Contesting Federal overregulatiovill be an uphill battle, as many members of Congress and the Obama
Administration are promoting @icies and promulgating regulations that centralize power in Washirtigton

an approach that leads to the high prices and energy shortages. Texans should demand an energy policy
that permits the private sector to fullytilize the stat€ @undant natural @sources, respects the
SYGANRYYSYyG> yR I O0O2YY2RIGSa GKS adlrdisSQa aINRsAyF S



http://www.txccri.org/TCCRI_Econ_Workforce_Dev_and_Transportation_Task_Force_Report.pdf
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1. Overview

Texas has prospered in recent years as its population and economy have grown. Over the past decade, the
Texas economy grew at 39 percent, comgahto the U.S. economy as a whole at 28 peréefmployment

also grew in Texas by 25 percent compared to the U.S. growth of 14 pé&rEéetrenewed vitality of the

Texas energy sector, as well as a reliable and affordable supply of elecreityh G A OF f RNRA OS NA
economic success. In recent years, energy production and eirgagsive industries provided 14 percent

of the Texas&sSF' In 2007, the oil and gas industry supported 1.8 million jobs in Teésw technology

and discoveries Wienhance the potential for energy development and production within Texas.

ld 020K (0KS ¢SElF& LRLMzZ I GA2Yy | yR SO02y2Yé& 3ANRSI &7
by developing multiple energy sources arahtinuing toexpand transngsion capacity. In addition, energy
conservation and efficiency will help alleviate environmeitgacts

¢tKS RSolGS Fo2dzi K2¢ ¢SElFa Ydzad YSSG AdGa INRBSAY3
environmental policy. The dual objectivedaffmakers must be to facilitate economic growth while also
protecting the environment. These two objectives are not necessarily at odds, but environmental groups
have made them appear to be in conflict. Global warngirayv éclimate changéfor its enthusasts, for

example, is speculated to be caused by human activity, such as greenhouse gas emissions. Global warming
has been used as a justification for stopping new power projects and industrial development despite the fact
that significant greenhouse gas emanate from many other sources. To date, environmental opposition

has stood in the way of new coal and nuclear power plants, refineries, electric transmission lines, and
pipeline projects. The result of this opposition is that energy is availaldertsumers less quickly and at a

higher cost than it would otherwise be.

t SNKIF LA GGKS Yz2ad AYLRNIFydG 264G 0tS G2 ¢ pdlidyiaQ ST7F

the increasing reach of the federal government, especially the Envirotahrotection Agency (EPA).
Several incidents over the last few years hamly heightenedhe debate abouthe proper roles of bottihe
state and federal government in regulating energy development and its environmental inlpatdnuary
2008, 16 stees sued the Environmental Protection Agency (EPA) after it refused to allow California to set
emission standards that the state argued wstdcterthan those promulgated by the agenty.

In 2010the U.SHouse of Representatives passed legistatiegulating greenhouse gas emissionsdalted

aOF LI FYR GNIRSEOZ 0 diHowevwesin Dekember dk tha yRar e/ EPA &nSourlc&ly | G $

that it had determined that greenhouse gases were a public danger (which followed a similar proposed
findingin2009y' ¢ KA & FAYRAY3I LI #Sa (GKS gl & F2NJ 9t! NBIdzZ |
failure to enact legislation on the issue.

Most importantly from the perspective of Texas, the EPA on June 30, 2010, issued final disapproval of the
aGlriS8SQa FtSEAOGES LISNYAG LXIFyYy o6Ctto 2WThsKS 3INRdzyR
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discussed later in this report, the FPP progtowed companies to measure pollution on an aggregate
facility-wide basis rather than measuring pollution from individual pieces of equipment. Despite the strong
improvements Texas has made to its air quality over the life of the FPP program, thes&Raveld it. As a
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business planningnd deters investment

Going forward, it is critical for Texas legista to accomplish four goals. §tirto encourage low prices in an
efficient market, the competitive market for retailers and consumers must be exparBedondthe state

must satisfy its growing need for energy by taking full advantage of the diversity of generation sources it has
andby promoting energy conservatiomhird the state musimprove its energy transmission infrastructure

to ensure that providers can deliver energy to consumdiigally, legislators musake what steps they can

to address the problem of excessive redida of the energy industrnpy anincreasingly aggressive EPA.
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2. Expanding the Competitive Market

In 1999, Texas introduced competition to its retail electric market through passage of Senate Bill 7 (76R).
The reforms opened some of ti#lectric Reliallity Council of Texas (ERC®4tyvice are¥up to

competition. As the graphic below shows, the St@da f I NH S & (DalldgRdot Wygith andS | &
Houstort were included in the competitive market, yet many other urban and rural areas were left out.
Most significantly the AustinRound Rock metro area and San Antonio were excluded:

TEXAS

Transmission & Distribution Utilities
in Competitive Retail Areas

Texas-New Mexico

New Mexico
Power Company

LEGEND: Pow
s Texas-New Mexico Power Company
@@ AEP Texas Central
mmm AEP Texas North

CenterPoint Energy
@ Oncor

In the areas of the state that were exempted from competition, electricity is typically provided to retail
customers by a municipatywned utility or by an electti cooperative.

¢SEFAaQ 9ELISNASYOS 6AGK [/ 2YLISGAGAZY
The benefits of competition are illustrated byamparisorof electric prices available in competitive areas

of the stateand electric rates available in other states across the country.

As the chart a the following page showsesidential retail electric prices available in Texas are far below
the national average. In particular offers or competitive prices availatdaliasFort Worth, Lewisville,
Abilene, Houston, and Corp@risti are among thiewest in the entire nation:

13




CENTS PE R KWH

RESIDENTIAL RETAIL ELECTRICITY PRICES
19 All Data from September 2010
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National Average
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Source: Public Utility Commission and Association of Electric Companies of Texas

While lower fuel costg and natural gas prices in particulahave helped to reduce electric generating
costs, thecompetitive market provides an added incentive for retail electric providers (REPS) in Texas to
offer low, attractive prices to their customers. RERst continually respond to market pressures as they

work to attract and retain customeysindto remainprofitabled a2 4G AYLER NIl yiGf &z Odzal

competitive areas have the power of choigéhey have numerous options available to them to select an
electric planandrates that best fit their needs.

Indeed, a glance at the last electric prices aldd under eleaic regulationand the most recent prices
available in competitive areas of the stdtgther underscore the pointhat most electric consumers are
better-off under the competitive model. THellowing tablé compares rgulated and competive prices
between December 2001 and December 2010.

14




COMPETITIVE VERSUS REGULATED PRICES 2001 & 2010

Lowest Fixed-Price Lowest Dec 200 Dec. 2001
Service Area Offer Variable Price |:I1:|c:is. d"::' prices, adjusted
{=12-month term) Offer b i::;;;:iuu“r for inflation
AEP Texas Central 8.8¢/kWh 7.8¢/kWh 9.6¢/kWh 11.7¢/kWh
AEP Texas North 8.3¢/kWh 74¢/kWh 10.0¢/kWh 12.2¢/kWh
CenterPoint . p— FRIT: :
Energy 8.7¢/kKWh 7. 1¢kWh 10.4¢/kWh 12.7¢/kWh
Oncor ﬂ_ﬂfm“'h H.4¢kWh 9.7¢/kWh | 1_3;;1{“1.
TNMP 8.4¢/KWh 7.0¢/kWh 10.6¢/kWh 12.9¢/kWh

As the table showsn every service aretne lowest available competitive price is lower than the last
regulated price Remarkably, this is trieven before adjusting for inflation.

Asaresultt SEIF & O2y &adzZYSNER &adzlJLl2 NI GKS O02YLISiAyae§ St S

wide 78 percent to 14 percent margin, Texans favor the current competitive structure of the Texas
electricity marketd€ Significantly, customers who currently choose their electric provider in the competitive
market demonstrate even higher levels of support for competition:

SUPPORT FOR THE COMPETITIVE ELECTRIC MARKET BY CURRENT ELECTRIC PROVIDER:

Support for the
Current Eleatic Provider Competitive Market
Competitive market 84 percent
Electric Canp 78 percent
City-owned utility 73 percent
All 78 percent

Source: Survey of Registered Texas Voters, Septemgltactéber 7, 2008; Baselice & Associdles

Laigely wnregulated retail rates have allowed a competitive market to develop in which consumers can
choose their electric provider based on price, and the prices presented to consumers actually reflect the
cost of producing the electricity. In addition,thre competitive market, consumers can also weigh other
factors when choosing their provider, such as service quality, reliability, and even the fuel mix used to
generate the electricity they purchase. The result is a robust market that attracts invesimahsegments
2F 0KS adrisSQa StSOGNRO YIN)]SiGo

This point is underscorday theEnergy Retailer Research Consortiudnnual Baseline Assessment of
Choicem Canada and the United State¢. KS NB L2 NI NI y14& ¢SEIF&AQ NBG) At
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as the number one market in North America, ahead of all other states and Canadian provinces; indeed, only
¢SEFra YR bSgé ,2N] FINB NIXdGSR +a KIFEgAy3a YIRS aSEOQS

The report points out that
Texas has the lgest
number of retailers offering
electric servicewith 60
retailers making offers to
commercial andndustrial (.
customers- 20 more than
New York and 48 more than
California.

ABACCUS Assessment of Retail Electric Markets by Ste

The report also notes that
Texas has the highest
number of electric retailers
making offers to residential
customers-- three more {
than New York, the next
most populous state.
Accordingtothereposid n T LISNOSy G 2F St A3IA0ES NBAaARSYyUGAlFf Odz
Retail Electric Providers. Those who remain withittmeimbentX [have] made an observable choice
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In short, competitonworks¢t SEIF 4aQ O2YLISGAGAGS St SOGNRO YIFN] SG KI
consumers and businesses. In most parts ofstiage, as of Apl 2009, thelowest compeitive retail electric

prices werdower than the last regulated prices available; this is despite upward pressure on prices due to
inflation and the cost of generation fuels and new infrastructure. Current prices are lowetharational

F SN} 3S> FyR OdzAaG2YSNAR KIFI @S GKS FoAfAde G2 2071 I
competitive market can choose from numerous retail products offered by a broad spectrum of providers,
including numerous options for comttt terms and renewable content which can all be viewed at
www.powertochoose.comintegrated utilities, caps or municipalities do not offer this range of choice to

their customers.

Texas should retain and strengthen its competitive market by operongcompetitive areas of the state to
competition, particularly major urban areas. The Austin and San Antonio metro areas, for example, which
have a combined population of 3.6 million, are currently exempted from competition and operate municipal
monopolies. Similarly, legislation that imposes price controls or that seeks to dilute the choice that is
currently offered to consumers must be rejected. The competitive market plays a vital role balancing supply

and demand and setting fair prices; withoutti@atr t Yy OAy 3 NRt ST GKS OdzZNNByd g

industry will be jeopardized.

RecommendationExpand retail electric competition té\ustin and San Antoniowhich arecurrently
exempted.

16
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3. Diversifying and Expanding Generation Capacity

¢ S E | mand fét Slectricity is projected to grow significantly over the next two decades. To satisfy this
RSYlIyRZ (KS adlrdasSqQa St SOGNARO 3Sy S Ndithioat grahibithg ad- OA &
mandating the use of specific natural resoutces

In projecting future electricity demandRCO®¢alculates estimated peak demand and adds a 13.75 percent
reserve margin to reflect a reasonable level of generation capacity that the state needs to maintain a
reliable electric generation and transmission syst& In November 2010, the ERCOT Board increased the
NBaSNIBS YINHAY FNRBY MHDp LIS NDtBeynipactio? sysiem @otagility €dS NO S vy
reserve levels and reliabil4y¥

Y d

I O0O2NRAY3 (2 (KSasS LINE 2SO inaralgmand in 91ewilhbe approximstelyh OA LI § S R

69,477megawatts, while total gnerating capacity will be87905 thus providing 43.57percent reserve

margin (less than the 13.75 percent minimunithe 13.75 percent reserve margin is also projected not to be
metin2013.¢ KS F2ff2¢gAy3 GFofS aK2ga 9w/ h¢Qa &IEenSOGA 2
resources between 2011 and 2016

CAPACITY, DEMAND, AND RESHRVE$= ERCOT REGION, 2016
2011 2012 2013 2014 2015 2016

Firm Load Forecast (MW) 63,532 64,947 66,514 67,655 68,672 69,477

Total Resources (MW) 73,973 75,195 75,252 77,449 78,245 78,905

Reserve Margin
(Minimum 13.75% required) ~ 15.94% 15.78% 13.14% 14.48% 13.94% 13.57%

Source: ERC@Report on the Capacity, Demand, and Reserve®iERCOT Regj@ecembel010¢

By 2028required generation capacity (including a 13.75 percent reserve margin) will gnmerethan
106,000megawatts™ In short, Texas needs to increase its electric generation capacitggrpximately40
percent betveen 2011and 2028. If capacity is not expanded and the growth of demand not lessened
through greater efficiency, the increasing demand for electricity will drive rates highezautdput the
reliability of the grid in jeopardy.

C2 NIi dzy I i S fredtEneyySpBrtfoliods dideise and many sources of generation have the potential to
play key roles in meeting future state energy demaasi$ong as Texas maintains an open marketplace and
sound regulatory policiesThese sources of generatiare distissed below.

Y a

¢CKS F2ff26Ay3 OKENIA AffdAGNI 68 026K ¢SElFaQ OdNNBy i

source of all energy produced in 2009.

17




ELECTRIC GENERATION CAPACITY: INSTALLED ANB20TQ)IZED

Other

= Wind
: S
= Nuclear
— Nuclear
> =
5| 2
= ]

m
w =1 Coal

o

Natural Gas
Coal Natural Gas
Source: Ectric Reliability Council of Texas
Coal

Pulverized coal plants currently have the lowest overall cost for generation of asgenewable fuel unit.

Coal is also a readily available domestic fuel that utilizesesédlblished technology and can religbl

produce power continually. Aside from the moderately high cost of constructing coal plants, environmental
concerns are the largest barrier to new coal plants. The development of clean coal and coal gasification
technology may address concerns overaarissions and make development of new coal plants less
controversial.

The state should encourage the development of Integrated Gasification Combined Cycle (IGCC) clean coal
power plants. These plantavhich are an emerging technologyconvert coal to gasral can capture the

bulk of the carbon dioxide emissions they produce. Odessa, Texas is currently the planned site fer a state
of-the-art IGCC power plarit’ Texas can expect the development of more of these promising plants in the
near future.

Natural Gas

Combined cycle natural gas plants have many benefits, including low air emissions, well established
technology, reliability, and the flexibility to respond quickly to changes in demidatural gaswill continue

to play a central role in meeting espted future demand. Natural gas can also be efficiently used as a fuel
for petrochemical facilities or for fleets of vehicles.

Coal and natural gas are both weéitablished fuel sources, for which regulatory certainty is most important.
The existing pemitting process, which focuses primarily on regulating emissions, should not be altered.

¢KS D2@SNYy2NDRa /2YLSGAGAGSYySaa /2dzyOAt KFa NBO2Y

Texas should not institute any new power plant permitting processes, as this would insert
costly delay, SNBEOG oOoF NNASNAR (2 SyiNB>ZI |yYyR StAYAYIl
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marketplace to respond quickly to changing market signals. Legal and regulatory certainty is
critical for the competitive marketplace to function. Numerous states have lengthy and
costly permitting processes for wind, and gasd coalfired generation; Texas has avoided
this by permitting only emission and water aspects of generation plénts.

Regulatory certainty is important for the production of established fuel sources likaedalatural gas.

Any changes to the current permitting process (other than-fesstking applications) will reduce regulatory
certainty, increasing the time and cost required to construct a new generation facility, and will ultimately
make Texas less altle meet future demand for electricity.

RecommendationRetain regulatory certainty for codlired and natural gas power plants so that these
G662 TFdzSt &a2dzNOSa OFly O2yGAydzS G2 LXFe& | OSydNIft

Nuclear

Nuclear power has lowduel costs than both coal and natural gas and also benefits from a large domestic
fuel base. Nuclear power has a safe and reliable operating record over the last 25 years, and also has zero
air emissions. However, nuclear plants cost more to construct #idher gas or coal plants. In addition,
permitting and construction timescales for nuclear plants are much longer than gas or coal, meaning that
completion of a new nuclear plant in Texas is probably at least a decade away. Moreover, waste disposal
remains a central concern with the largeale use of nuclear power.

The scale of nuclear power is large enough to make a sizable contribution toward meeting forecasted
demand for electric and thermal power over the coming decades, both in Texas and the as@ovhole.

The federal government, however, holds the key to new nuclear generation, and the cost and magnitude of
new nuclear projects and technologies are driven in large part by federal requirements. A Heritage
Foundation report offers a glimpse smthe complexity of federal regulation of nuclear energy:

In June 2006, the NRC [the Nuclear Regulatory Commission] listed over 80 sources of regulation,
including over 1,300 pages of laws, treaties, statutes, authorizations, executive orders, and other
documents. In addition to obvious legislativeatt, such ashe Atomic Energy Act of 1954 and the
Energy Reorganization Act of 1974, nuclear activities in the United States must comply with the
Inspector General Act, the Clean Air Act of 1977, the Fetidaggr Pollution Control Act of 1972,

and the National Environmental Policy Act of 1969, to name a few of the other applicabl®& laws.

In addition to complying with a massive regulatory scheme, developing nuclear power also requires a skilled
workforce andsufficient manufacturing supply chain.

Key drawbacks tauclear projectsare thelong licensing and construction scheduéexl high capacity costs.
Investing in these projects is therefore inherently riskier for investors than most other establisheddsetho
of generating electricity, and this preference for shorter projects has tended to result in an-under
investment in new nuclear capacity.

States should also encourage the federal government to remove or financially offset the regulatory
uncertainties tha plague the nuclear industry, anid support investment in capitahtensive solutions that
may require years of construction.

19
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RecommendationEnsure that Texas is positioned to develop its nuclear generation capacity whenever
and wherever federal regulabns permit.
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Wind

Wind power has three main advantages over traditional,-n@mewable resourcedhind energy has zero air
emissions, requires no water to produce energy, and has no fuel cost price (wind is free). Operating costs
are also relativelytable, which means that the most significant costs arise in constructing and maintaining
transmission lines from wind farm locations to the urban areas of the state where power is most needed.
The primary disadvantage is thaind energy is intermittentri nature, with no inexpensive, largeale

energy storage available in the near term. Diversification of generation resources beyond wind thus is
necessary to ensure power availability at all times.

In July 2007, the PUC designated eight areas of the amCompetitive Renewable Energy Zq@REZ)

The zones are located in three broad geographical ardlas first is in West Texas around McCamey in

Upton County, the second comprises areas around Abilene and Sweetwater, and the third is located in the
Panhandle. The purpose of the designation was to ensure that the areas of the state where wind energy is
most feasibly produced are adequately connected via transmission lines to the areas where the energy will
be used.

The establishment of thEREZllowedTexas to continue to grow its wind generation capacity with the
knowledge that the power generated by future wind farms will have the necessary transmission
infrastructure to direct it to where it is needed. According to the PUC, as a result of CREZQwen
projects in Texas could account for 18,000 megawatts of total capacity in ERCOT.

In July 2008, the PUC approved one of five CREZ proposals, paving the way for almost $5 billion of
investment in transmission lines to connect wind farms inthe PayiiRf S | yR 2 Said ¢ SEI &
rapidly growing urban ared¥' As a result ofegislative policieand a favorable regulatory climate, Texas

has rapidly developed its wind generation capacity to more than 8,000 megawatts.

In 2001, the Legislature add Chapter 313 to the Texas Tax Code (the Texas Economic Development Act),
which allows certain companies to enter into agreements with local districts that result in lowered property
taxes on business investments. The statute was enacted to encouragetonomic development, capital
investment, and job creation. The importance of job creation was emphasized by the Legislattime
following excerpt makes clear

It is the intent of the legislature in enacting this chapter that . . .
(3) in implen@nting this chapter, school districts should: . . .
(A) strictly interpret the criteria and selection guidelines provided by this chapter; and

(B) approve only those applications for an ad valorem tax benefit or financial bpr@fided by
this chapterthat:

(i) enhance the local community;
(i) improve the local public education system;
(iiif) create higkpaying jobs; and

(iv) advance the economic development goals of this state as identified by the Texas
Strategic Economic Development Planning Ccsaron.

21
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All of the above provisions were included in fhexagEconomic Development Act when it was enacted in
2001 as HB 1200 (77R), and are stilhenstatute (Sec. 313.004).

Although it has encouraged substantial capital investment in wind energglopment which has been
generally positive for the state, the Chapter 313 tax incentive for wind projects should be reduced. The
state currently faces a substantial budget shortfall for the 20023 biennium. As a result, the state must
examine all sbsidies and scale back those whose economic benefits are low compared to what they cost
the state in terms of foregone tax revenue. There are presently two key problems with the Chapter 313
wind subsidy, each of which is discussed below.

First, wind pojects have had relatively weak job creation compared to other Chapter 313 projects, and this
weak job creation is not expected to significantly change given the nature of those projects. The
Comptroller reports (all of the following numbers are throl2f)09) that there are 98 active projects in the
Chapter 313 prograri" Of these, 63 are wind projects. The wind projects have created 572 jobs, while
they are projected to receive over $712 million in tax benefits over the course of the agreementsif Thus,
the number of wind project jobs remains constant, each of those jobs will cost the state over $1.2 million in
foregone revenué. In contrast, the figures for manufacturing and research and development projects in the
Chapter 313 program are approxinesyt $230,000 and $44,000, respectively. For reference, according to
varying figures used by the Obama Administration, the federal stimulus program of $787 billion created or
saved 640,000 or 2 million jobs (over $1.2 million per job or over $393,006peespectively), or
alternatively,will eventuallysave or create up to 3.5 million jobs (over $224,000 per job). Paying over $1.2
million for each wind job created (average salary of approximately $50,300) is difficult to defend, especially
given thebudget shortfall for the upcoming biennium.

Moreover, a ratio of tax benefit to average salary of 23:1 must prompt this assessment: average salary and
numbers of jobs are perhaps the best criteria by which economic development can be judged. pbinhat

is the investment not worth the cost? This was (and remains) the central problem of ARRA (President

hol YFQ&a &aidAYdzZ dza LI O] l-ehbdstinate oF j@bS saved @ Eré&ateli Wogildthel K S K 7
economy generally and taxpayers specificallyrbbetter served by direct cash payments rather than

through the selective economic development efforts of the federal government? For the cost of ARRA, the
federal government could have written nearly 78 million adults a check for $10,000 each whittaveay

had a more stimulative impact in the aggregate than government efforts to hire and retain workers,
particularly in the public sector.

In 2007 Chapter 313 was amended [HB 1470 (80R)] to allow companies to request a waiver of the job
creation requirenent. Unfortunately, this amendment has had the effect of drasticalkgmhasizing the
importance of job creation, especially among wind projects. Since the enactment of HB 1470 (80R), 59 of 82
(72%) proposed wind projects have requested a waiver ofdhereation requirement. This compares to 4

job creation waivers for 18 newind projects (22%) over the same time period. The relatively high cost of
GAYR LINRP2SOGA A& adzYYFNAT SR o6& GKS / 2YLI NEBapithl S NY ¢
AY@SaiyYSyiGzZz YR TdH LISNDODSyid 2F 2264 O02YYyafiySyidaz

L Even if projected supplemental andvenue protection payments made by companies to local districts are subtracted
from the tax subsidies, the respective figures (i.e., tax benefit per job created over lifetime of agreement) for wind,
manufacturing, and R&D are: $755,187; $183,454; and $36,4
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promise to pay the district a certain amount of money over the life of the agreement; essentially, these
companies return a part of the subsidy they receive. While local districts benefit figrarrangement,

GKSaS LI evySyida INB y20i O2yaiARSNBR dzyRSNJ GKS adlrd$Qa

experiences a property tax shortfall as a result of granting property tax exemptions to Chapter 313 projects
can have that shortfall nde up for by the state. As the Comptroller states:

Most revenue losses for districts entering into Chapter 313 agreements are offset through the state
school finance system. . .. Supplemental payments are paid outside the school funding formula,
and in@ntivize the districts to enter into agreements that may not be beneficial to the State.

Notably, the Comptroller reports that the supplemental payments wind projects pay to school districts (as a
cost of obtaining the Chapter 313 tax benefits) appraximately twice that of manufacturing projects,
suggesting that there is a pronounced owecentive for wind projects under Chapter 313. The Comptroller
recommended that waivers of the job creation requirement be eliminated and that the Chapter 313
program be evaluated and restructured to support the original legislative focus on jobs. In addition, the
Legislative Budget Board noted the job creation weakness of wind projects and recommended that the Tax
Code be amended to address wind projects sepelydrom other Chapter 313 progranis.

Because of the problems mentioned above, it is fitting that the current incentive for wind projects be
targeted for reduction. However, given that wind projects have generated positive resutts as $7 billion

of capital investment in Texaghe tax benefits under Chapter 313 should be reduced rather than

eliminated. Tax incentives for all future wind projects under Chapter 313 should be reduced by 50 percent.
Existing agreements would not be affected by this gsan

Recommendation: Reduce the Chapter 313 tax benefits for wind projects tpé&@entof the current
amount.

Biomass

Biomass generation capacity is a much smaller proportion of the total generation capacity compared to fuel
sources such as cband natural gas. Only 67 megawatts of biomass capacity have been installed since the
passage of Senate Bill 7 in 1999. In the same time frame, an incentive program implemented in Germany
has spurred biomass energy production from less than 100 megawatver 1270 megawatts by the end

of 2007*" Developing the biomass to energy industry in Texas may require state action. For example,
legislators may wish to increase the imfance of biomass under thRenewable Portfolio Standard, a state
programenmuragingdevelopment of certain alternative energy sourc&s.

Biomass feedstock can range from energy crops to paper and pulp operations to animal waste. As a leading
agricultural state with an average of seven million cattle in confined animal feedemgtigns and a
multitude of other organic waste, Texas has an abundant source of biomass for conversion to clean energy.

¢SEFAaQ FLIINRIFOK (G2 LINRPGSOGAY3I (KS Sy@ANRYYSyild KI 3
establishing reasonable godits renewable energy generation and environmentdtigndly approaches.
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The development and proper utilization of biomass energy coupled with recently developed technology will
provide elected officials the gurtunity to encourage industryiot onlyto produce energy from a
homegrown renewable source, but also protect the environment

Like wind projects, biomass projects qualify for a tax incentive under Chapter 313, although tlattart
for the biomass incentive was later than that for the wind imtbee. The problem with Chapter 313 projects
generallyc excessive incentives for projects that create few jobs compared to their iscaso present with
biomass projects. Therefore, Chapter 313 tax incentivetufare biomass projects should alse lbeduced
by 50percentof their current amount.

Recommendation: Review the Renewable Energy Portfolio Standard and assess whether increasing a goal
for biomass is necessary or feasible.

Recommendation: Reduce the Chapter 313 tax benefitsftdure biomass projects to 50% of the current
amount.

Solar

Compared to the other generation sources (except biomass), solar energy is in its infancy in Texas. While
solar energy has a number of benefits, such as low fuel costs (sunlight is free) and nosiimesntsere are

also many issues that negatively impact the extent to which solar energy can supplant the generation
capacity that is currently born by more established technologies like coal, natural gas, nuclear, and wind.
Specifically, accordingtosh ¢ SEI a {41 GS 9y SNHée tflys aiGKS OF LIAGI

generatonandphot&®2 f G A0 LI ySta NB SEGNBYS{™® KAIK FyR 3B

The same report, however, suggests that there is potential for the eventual develgha solar energy
AYRdzZaAGNEBY G¢SElF&a KlFa | az2tlF N AyGSyarae o6lrasS GKIG
has a substantial number of old ceahd oil fired power plants that could be retrofitted with solar

technology to create ybrid plants generating energy from solagated steam during daylight hours and

from coalfired steam during the night. The report, however, cautions that these technologies:

w582 y2i FLIWLISFEN (2 OdNNByidfteée 0SS SdgyesytheyA OF t € &
capital costs of concentrated solar plants are as high or higher than new nuclear plants,
while producing much less energy.

Because of thisurrentlack of economic viability, the state may have a role to play in the development of a
solar energ industry in Texas, such as through a developer grant program, customer incentive program, or a
modification to the current Renewable Portfolio Standat.a time when retail prices are low, targeted

support will mitigate futwe wholksaleincreases suchs those experienced fronDR5to 2008.

Recommendation: Review the Renewable Energy Portfolio Standard and assess whether increasing the
goal for solar isappropriate.
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Energy Conservation

Finally, while energy conservation is not a source of generaiti@ssentially has the same effect as
increased production. The competitive markeemcouragingnvesiment ofhundreds of millions of dollars
in new tools for customers to manage their own electricity usage through innovetiersgy efficiency and
conservationapproaches.

hyS &adzOK G(G22f A& aaYlI NI YSGSNB®E C2 Nisheestinglsse8 = h y (
million in constructing 3 million smart metef& Advanced metering allows consumers to measure their
energy use over irvals as short as 15 minutes, thereby enabling customers to better understand their
bills. With an understanding of the cost of electricity in real time (as opposed to the current standard
monthly or quarterly billing approach), consumers can modifyrtakdictric consumption in a way that

benefits them. For example, using less energy during peak hours will reduce billed afooyatdicipating
custamers, as wells as lowerirgyerall demand in wholesale market$us reducing costs fodlacustomers
Thisprovides Texas a unique opportunity for consumer education and energy consumption awareness that
could lead to reduced consumption, thereby lessening energy demand.

To be effective on a statewide scale, energy conservation requires high levelsicippéidn and genuine
competition between providers so that consumers have enough information to make knowledgeable
decisions

RecommendationContinue to support industryled efforts to improve energy conservation through smart
meters and other conservatin technologies.

25

D2 N




4. The Role of the State
dawSaAaGAy3a GKS 9t! Qa h@SNNBI OK

The U.S. Environmental Protection Agency (EPA) is expanding regulatory jurisdiction over economic activity
at all levels and overcoming longheld state authority at aapid rae. With its many energyntensive

industries, Texas is disproportionately affecteahd in some cases, even directly targetdsy EPA actions.

Texas has resisted the barrage of EPA actions, in part by filing at least eight lawsuits against thi@ agency
the last 13 month&™"

hyS &dzOK ftlFgadAld Ay@2f dSa GKS 9t! Qa RAAILILINROIE 27T
NEIjdzA NSR (2 &adzoYAl | aaidl S AY¥Liekay fropdsaday amendlddISlP 0O § 2
to the EPANn 1994 that afforded businesses flexibility in that they could operate their facilities so long as an
emissions cap for a particular facility was not exceeded, as opposed to setting emission limitations for
individual pieces of equipment in a facility.

Under the FPP program, Texas, through the Texas Commission on Environmental Quality (TCEQ), has issued
over 120 permits to businesses. Over the last few years, however, the EPA has become increasingly hostile
to the FPP plan. In 2007, the EPA informethailities that were issued a flexible permit that flexible

permits were pertinent only to Texas state air permit requirements and that facilities were ““obligated to
comply with the Federal requirements applicable to (their) plant, in addition to artycpkar requirements

of (their) flexible permit.**"

In 2009, the EPA proposed the disapproval of the Texas flexible permit program as an amendment to the
original Texas SIP. It finalized this disapproval of the Texas FPP program in June of 2010yddosv, 16

FFGSN) GKS 9t! NBOSAOSR ¢SElFIaQa Ctt FLILXAOIGAZ2Y S §KS
obligations. Without this certainty, investing in or expanding a businessresasingly at risk

CKS 9t!1 Q& OKIftBYy3IS2 (i22yiBSI €l ENILINBENAQ | LILIK A Ol (A 2
6KSY ¢SEIFAQ RNIYIFIGAO AYLINROGSYSyida Ay FANI ljdz £ AG@
a2NB20SNE (K2aS AYLNROSYSyGa 200dz2NNEB Rexparidihgata i KS 3
brisk pace.
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Texas legislators have a strong record of enacting $éatel legislation to improve the environment for all
Texans. For example, as a result of targets established by the Texas Legislature in 1999 and expanded in
2005, Teas as of 2009 had well over twice as much wind generation capacity as the $egbest state’™"

The state is internationally recognized as a leader in the development of this renewable resource. Notably,
¢SEFAaQ 6AYR LINEIANI Y ¢ lePortoldpragiad NStRte pad to indteGsew Sy Sg 6
investments in renewable energy forms.

Texas is also a national leader in new energy technologies such as enhanced oil recovery, carbon capture
and sequestration, and the development of a smart grid anchaded metering systems that reduce energy
inefficiency.

Texas now ranks as one of the cleanest states in the nation for emissions of key pollutants by electric
ASYSNI G2NAR® { a1 GA &G A Oa icifyyenefating Klénts Baviheelavéth s (K G ¢ SE
cleanest nitrogen oxide emissions rate in the natiés. illustrated by the following chart, Texas haesde
great improvements ircontrollingnitrogen oxides and sulfur dioxide emissions.
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Sulfur Dioxide Nitrogen Oxides
(S0) (NO,)
b /mmBtu Ib./mmBtu

Year MNation Texas Mation Texas
1995 1.086 0.517 0.551 0.313
1996 1.096 0.527 0.518 0.314
1997 1.093 0.523 0.509 0.310
1998 1.058 0.485 0.481 0.307
1999 0.999 0.481 0.440 0.286
2000 0.875 0.380 0.399 0.261
2001 0.843 0.385 0.373 0.221
2002 0.794 0.384 0.348 0.173
2003 0.815 0.390 0.320 0.142
2004 0779 0.353 0.286 0.124
2005 0.753 0.349 0.268 0.116
2006 0.702 0.338 0.255 0.111
2007 0.644 0.321 0.237 0.103
2008 0.564 0.316 0.222 0.103
2009 0.458 0.309 0.159 0.098

From 2000 to 2009, ozone levels in Texas decrehg&¥%, compared tan average reduction df2% for
other states Theprogress Texas has made in these areas should be rewarded, not penalized as a result of
new federal mandate§™"

The Texa€ommissioron Environmental Quality (TCEQ) continues negatiaith EPA to resolve this
disputeandlINE LI2 8 SR | NB@GAaAzy (2 (GKS OdiNNByid FtSEA6ES
with the FPP**" Even thoughhe comment process forthe TCB@ LINR LI2 aSR OKl y3Sa 4t
August2010 the EPA issd final disapproval of thEPP later that same Junds a result, the EPA has

created tremendous uncertainty for businesses in Texas.

RecommendationRetain the state air quality permitting authority and residty legal meansi KS 9t | Q&
elimination of the permit program

The regulation of carbon emissions by the EPA has been another area of unsurpassed federal involvement.
The 111 Congress made several attempts to introduce stricter environmental regulation, although

LIS

ultimately could not musterthe &WLJ2 NI (2 LJ aad aOF L) FyR GNIRSé¢ fS3aAQf

According to the Congressional Budget Office (CBO) and the Congressional Research Service (CRS), the ke
provisions of cap and trade legislation that moved through Congress duringrifid@ed:

1 Requiring the EPA to cap greenhouse gas emissions so that they are reduced to 17 percent of 2005
levels by 2050.

T ¢62 aSLINFGS aOFLI FyR NI R Séonelciv@idghiesntiouse oY A Y A & [i

emissions and the other covering emissiaf hydrofluorocarbons. Both of the programs would set
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maximum annual emissions and would require entities to purchase or hold permits allowing them to
generate emissions.
9 Tax credits for lowncome families to offset increased energy prices resultiogfcap and trade
programs.
1 Requiring electric utilities to supply an increasing percentage of their demand from renewable
sources.
9 Establishing a Carbon Storage Research Corporation to subsidize development of carbon capture
and storage technologies.
1 Subsilizing the manufacture of pldigp electric vehicles through a largeale vehicle electrification
programzaxviii
Despite its inability to legislatively enact a cap and trade bill, the Obama Administration is attempting to
restrict carbon emissions through exdive action. In 200ahe EPA issued a proposed finding (which was
finalized a year later) that greenhouse gases "endanger" public health and welfare, a determination that
paves the way for EPA regulations on such gases. At least 15 states, includschaee sued the EPA over
its endangerment finding™>*

¢SElFE A& NBTdaAaAy3a G2 | OljdAaSados G2 9t! Qa RSYlIyRa {§KI

2,2011. As Attorney General Greg Abbot and the TG&@marBryan Shaw wrote to the ERMAugust
HAaMnE G¢SEFa KIa ySAGKSNI 0KS | dzZiK2NAGeZ y2N GKS 7
2NRSNJ G2 O2YLISt (GKS LISNX¥AGGAY3T 2F INBSYyK2dzaS I &4
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industries that underpin the Texas economy. According to the Energy Information Administfati@s, is

GKS yIGA2yQa -pro8ucim stgtedandpro8udas thieedimeés &s much electricity as New

England.In addition to dectricity generation, 60 percent of the petrochemicals produced in the United

States are produced ifexas, and 30 percent of U.S. gasoline and diesel refining occurs in Texas. This heavy
industry is essential for the country, and Texas is shoulderingya share of the burden of providing bulk
NEFTAYSR YFGSNAIfa FT2NJ GKS NBad 2F GKS O2dzy i NEBQa
penalized for shouldering this loadather, the federal government should consideweighted approeh to
emissiondased on economic outputith consideration for the types of products produced.

It is also evident that these industries bring great economic and employment benefits to the state. Figures
from the Texas Workforce Commission show thatast 718,000 jobs are attributable to the industries that

O2YyNROGdzGS AY &2YS ¢gle& (2 GKS adrisSqQa OFINb2y SYA:
manufacturing of petroleum, coal, and chemical products, as well as electric power generation irnbtruc

Indeed, a report by the Texas Comptroller of Public Accounts estimated that if the cap and trade legislation
were to pass, Texas could see up to 277,000 fewer jobs in 2012 and closer to 400,000 by 2030 as a result of
GKS tSaratl 608y Qy WY RHAANBE SAYIDKF & F2My (KS O2NB

¢ 23S 3GKSNI g pranfalgafiok 8f Maxtmun@/Achievable Control Technology emission stanttards
coakired electric generating units, 0 £ £ SR & O LJ | ywduldihxsbatéh $hé econSna ofal éxasl A 2
¢CKS 9t! Qa O NDb 2y iSpgsRiblyyaprslnd 6 sedulatdri actRrithyfdigh which the EPA can
enforceadditionalrestrictions on emissions from mobile sources such as vehicles, and stationary sources such
as power pants, refineries and factoriesSThese measures would severely harm businesses based on fossil
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fuels while also negating the ability of states to pursue a rapid buildup of nuclear energy as an alternative,
carbonfree power source.

In addition to the cotinued strong growth of renewable energy sources already being developed in Texas, it
is clear that the state will need to construct new coal, gas, and nuclear plants to keep pace with population
and economic growth. The cap and trade legislation doekingtto make the generation from cleaner

sources such as natural gas and nuclear power more feasible, nor does it addresseheeaonomic

obstacles tdargescale solar and nuclear energy development.

RecommendationContinue to pursue legal actioagainst the increased federal role in the regulation of
carbon emissions.

Recommendation: Consider creatiasf a multi-state compact of energyproducing states tdransfer
permitting and environmental protection from federal handsto the hands of staks. Compacts are
referenced in Article 1, Sec. 10 of the United States Constitution.

4b. Energy and the Environment: Striking a Sensible Balance

The issues surrounding development of natural gas reserves in the Barnett Shale highlight the debate over
energy and environmental policy in the United States. The Barnett Shale is one of the largest producing natur
gas fields in North America, with extraction activity occurring largely in urban and suburban counties
surrounding Fort WorthWith little eviderce that this activity has harmful health or environmental

O2yasSljdsSydSazr (KAa NBIAZ2Y KIFa 06S02YS | aA3ayATFAOIl
Legislators must continue to argue for sensible regulation based on sound scieacades of safe oil and gas

extraction and refining in both rural and urban areas of Texas support the position that production in the Barngtt

Shale should continue.

DI & LINRPRdzOGAZ2Y Ay GKS . FNYySGdG {KIfS IréGcfcy liexasi® 2 NJ
GKS ylLaA2yQa fSFRAY3 3l a LINRBRdzOAYy3 &aidGlkiSs + O&%2dzy
The Energy Information Administration announced in late 2009 that the United States has become the leading
producer of natiral gas in the world, surpassing Rus&iaAs the cleanesburning fossil fuel with low emissions
and established technology, natural gas is playing an increasingly important role as a clean vehicular fuel, anc
O2yGAydzS& G2 LI I & ledtric eBeyafinyindustrtW2 t S Ay ¢SEF&Q §

Individuals, private organizations, and state and local governments receive sizable bonus payments and royalty

revenue as a result of extraction activity in the Barnettl8hBlatural gas extraction has provided Texas with an
inexpensive, domestic energy supply for more than half a cenfiggording to the Comptroller, in 2008 the oil
and gas industry accounted for more than 365,000 jobs in Texas 16.5 pereamtuzi GSB

Inconclusive health and environmental studies at substantiate a need for stricter regulation or reduced

production. In fact, tests carried out on residents of the city of DISH, Texas by the Department of State Healthj

{ SNBAOSa 65{1 {0 F2dzyR (KIFIG a2F GKS galgvelsdbthelt S G Sal
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testing carried out by DSHS is clearly inconclusive if half of all people tested had lower than average levels of
contaminants. Meeover, the carcinogen benzene, a chemical that has raised health concerns about drilling in
the Barnett Shale, was found in elevated concentrations only in smokers, as would normally be expected.
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