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HOUSE BI LL 2477

St ate of WAshi ngt on 58th Legislature 2004 Regul ar Sessi on

By Representatives N xon, Crouse, Jarrett, Anderson, Eri cksen
Shabr o, Benson and Tal cott

Read first time 01/14/2004. Referred to Conmttee on Technol ogy,
Tel ecommuni cati ons & Energy.

AN ACT Rel ating to an energy resource portfolio standard; anendi ng
RCW 82. 08. 02567 and 82.12. 02567; adding a new section to chapter 82.16
RCW adding a new section to chapter 82.08 RCW adding a new chapter to
Title 80 RCW and providing expiration dates.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. The legislature finds and declares that:

(1) Washington's wutilities have been historical |eaders in
devel opi ng cost-effective renewabl e hydropower energy and investing in
cost-effective energy efficiency, and the state econony has greatly
benefited fromthe strong foundation of | ow cost hydropower generation
as well as forward-|ooking investnents in energy efficiency, that have
stinmulated economc devel opnent, reduced operating costs for
busi nesses, made industries nore conpetitive, nade honmes nore
confortable and efficient, reduced the energy burden of |owincone
househol ds, and protected the environnent;

(2) The western energy crisis of 2000-2001 denonstrated the
vul nerability of an energy system reliant on transm ssion of
electricity from distant |oad centers, increasingly strained water
resources, and natural gas inpacted by volatile market prices;
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(3) Washington electric ratepayers benefit from resource planning
and acquisition that hedges against future fuel price risk by assisting
utilities in developing a diverse portfolio of resources to neet
cust oner needs;

(4) Fuel diversity, economc, and environnental benefits from
renewabl e energy and efficiency resources accrue to the public at
|arge, and therefore all consunmers and wutilities should support
consi stent devel opment of these resources to neet the state's electric
demand and stabilize electricity prices through tax incentives for
renewabl e resource and energy efficiency investnents.

Sec. 2. RCW 82.08.02567 and 2001 c 213 s 1 are each anended to
read as follows:

(1) The tax levied by RCW 82.08.020 ((shalt+)) does not apply to
sales of machinery and equipnment wused directly in generating
electricity using fuel cells, wnd, sun, or landfill gas as the

princi pal source of power, or ((te—sales—oftorcharges—radefortaboer

I . | o . L I hi I
eguiprent)) another eligible renewable resource, except a dedicated
resource, but only if the purchaser:.

(a) Develops with ((sueh)) the machinery, and equipnent((—and
laber)) a facility capable of generating not less than two hundred
watts of electricity and,_

(b) Provides the seller with an exenption certificate in a form and
manner prescribed by the departnent, and the departnent wth a
duplicate of the certificate or a summary of exenpt sales as the
departnment nmay require; and

(c) If the purchaser is an electric utility, has entered into an
agreenent with the departnent of revenue under section 5 or 6 of this
act . The seller shall retain a copy of the certificate for the
seller's files.

(2) For purposes of this section and RCW 82.12. 02567:

(a) "Landfill gas" means biomass fuel of the type qualified for
federal tax credits under 26 U S.C. Sec. 29 collected froma landfill.
"Landfill" means a landfill as defined under RCW 70. 95. 030;

(b) "Machinery and equi pnent” neans industrial fixtures, devices,
and support facilities that are integral and necessary to the
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generation of electricity using wind, sun, or landfill gas as the
princi pal source of power((:+

ter—"Machinery—andequiprent™)) or other renewable resources; but
does not include: (i) Hand-powered tools; (ii) property wth a useful
life of less than one year; (iii) repair parts required to restore
machi nery and equi pnent to normal working order; (iv) replacenent parts
that do not increase productivity, inprove efficiency, or extend the
useful life of machinery and equipnent; (v) buildings; or (vi) building
fixtures that are not integral and necessary to the generation of
electricity that are permanently affixed to and becone a physical part
of a buil ding;

((»)) (c) Machinery and equipnment is "used directly" in
generating electricity ((wth)) by a fuel cell((s)) or by w nd energy,

sol ar energy, ((e+)) landfill gas power, or another eligible renewable
resource if it provides any part of the process that captures the
energy of the wind, sun, ((e+)) landfill gas or from another renewable

resource, converts that energy to electricity, and stores, transforns,
or transmts that electricity for entry into or operation in parallel
wth electric transm ssion and distribution systens;

((e)y)) (d) "Fuel cell"™ means an electrochem cal reaction that
generates electricity by conbining atons of hydrogen and oxygen in the
presence of a catalyst and does not use hydrogen that is refornmed on-
site froma fossil fuel.

(e) "Electric utility" has the neaning in section 4 of this act.

(f) "Eligible renewabl e resource” has the neaning in section 4 of
this act.

(g) "Renewabl e resource" has the neaning in section 4 of this act.

(h) "Dedicated resource" has the neaning in section 4 of this act.

(3) The departnent of revenue, after consultation wth the
utilities and transportation commssion in the case of electrical
conpanies and the departnent of comunity, trade, and econonic
devel opnent in the case of consuner-owned utilities, determ nes the
eligibility of individual projects and neasures for deductions under
this section and conpliance with sections 5 and 6 of this act.

(4) This section expires June 30, ((206069)) 2023.

Sec. 3. RCW 82. 12. 02567 and 2003 ¢ 5 s 6 are each anended to read
as foll ows:
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(1) The provisions of this chapter ((shath)) do not apply wth
respect to machinery and equi pnent used directly in generating not |ess
than two hundred watts of electricity using wind, sun, or landfill gas
as the principal source of power, or ((te—theuse—oftaber—andservieces
rendered i n respect to itnstalling such machinery and equipnent)) from
a fuel cell or eligible renewable resource other than a dedicated
resource, if the user provides the departnent wth:

(a) An exenption certificate in a formand manner prescribed by the
departnment within sixty days of the first use of the nmchinery and
equipnent in this state; or

(b) An annual sunmmary listing the nmachinery and equipnent by
January 31st of the year following the calendar year in which the
machi nery and equipnent is first used in this state; and

(c) If the wuser is an electric utility, has entered into a
renewabl e energy acquisition agreenent with the departnent of revenue
under section 5 or 6 of this act.

(2) The definitions in RCW82.08.02567 apply to this section.

(3) The departnent of revenue, after consultation wth the
utilities and transportation commssion in the case of electrical
conpanies and the departnent of community, trade, and econonic
developnent in the case of consuner-owned utilities, determ nes the
eligibility of individual projects and neasures for deductions under
this section and conpliance with sections 5 and 6 of this act.

(4) This section expires June 30, ((206069)) 2023.

NEW SECTION. Sec. 4. The definitions in this section apply
t hroughout this chapter unless the context clearly requires otherw se.

(1) "Agreenent effective date" neans the cal endar year in which an
electric utility begins to acquire electrical energy or capacity under
a renewable energy acquisition agreenent with the departnent of
revenue.

(2) "Base year" nmeans the calendar year in which an electric
utility entered into an energy efficiency acquisition agreenent with
t he departnent of revenue.

(3) "Cogeneration”™ neans the sequential generation, in either
order, of electrical energy and useful thermal energy, such as heat or
steam fromthe same prinmary energy source or fuel in which the useful

HB 2477 p. 4



©O© 00 N O Ol WDN P

W W W W W W W WPNDNDNDNDNMNDNMNDNDDNNMNDNMNMNMNMNNMNPPRPPRPPRPPRPEPRPEPRPPRPPERPE
N o oA WNPEPE OO 0o NP WDNPE OO oo N O W DN e o

thermal energy is used in a manufacturing process, space heating, or

cool i ng.

(4) "Cogeneration facility" means any machinery, equipnent,
structure, process, or property, or any part thereof, installed or
acquired for the purpose of cogeneration.

(5 "Comm ssion" nmeans the Washington state utilities and
transportati on conmm ssion.

(6) "Conservation" neans any reduction in electric power

consunption as a result of increases in the efficiency of energy use,
production, transm ssion, or distribution w thout reducing the |evel of
energy service.

(7) "Consunmer-owned wutility" includes a nmunicipality, public
utility district, irrigation district, cooperative association, port
district, or water-sewer district engaged in the business of
distributing electricity to one or nore retail electric custoners in
the state.

(8) "Conventional resource" nmeans hydroel ectric generation, natural
gas generation, or coal generation, as defined in RCW19.29A 010.

(9) "Cooperative association" neans a cooperative association or
mut ual corporation or association organized under chapter 23.86 or
24. 06 RCW

(10) "Cost-effective" has the neaning in RCW80.52. 030.

(11) "Dedicated resource" neans a qualified conventional resource
used by an electric utility to shape and firmelectrical output froman
eligible renewable resource so that resource will mmc the capacity
factor and operational characteristics of a conbined cycle conbustion
turbine. A dedicated resource includes a stated quantity of electric
generation capacity or energy tied directly to a specific generation
facility or set of facilities either through ownership or contractual
purchase, or a contractual right to a stated quantity of electric
generation capacity or energy from a specific generation facility or
set of facilities. A dedicated resource is an eligible renewable
resource under this chapter only for the anmobunt of electrical capacity
used to shape and firmthe electrical output of an eligible renewable
resource that is not a qualified conventional resource.

(12) "Departnent"” neans the departnent of community, trade, and
econom c¢ devel opnent .
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(13) "Electric utility" nmeans any el ectrical conpany or consuner-
owned utility.

(14) "El ectrical conpany" neans a conpany that neets the definition
in RCW80. 04.010 and is owned by investors.

(15) "Eligible net-netered generation”™ neans an electricity
generation systemthat neets the criteria of a net netering system as
defined in RCW80.60.010 and uses as its fuel a renewabl e resource.

(16) "Eligible renewabl e resources” neans a renewabl e resource that
supplies electricity to electric utilities in Wshington from the
fol | ow ng:

(a) A nonhydropower renewabl e resource that began operation after
April 1, 1999, and any subsequent additions to those facilities;

(b) Addi ti onal power pr oduced, above ori gi nal desi gn
speci fications, by hydropower facilities that were operating on April
1, 1999, are located in the Pacific Northwest, and that were inproved
or upgraded after April 1, 1999, to increase capacity or efficiency;

(c) Hydropower facilities that operate with a head of twenty neters
or less and that began operation after April 1, 1999;

(d) Additions to hydropower generating capacity operating on Apri
1, 1999, in irrigation pipes and canals located in the Pacific
Nort hwest, that result from upgrades or inprovenents made after Apri
1, 1999, and do not result in any new water diversions;

(e) Dedicated resources;

(f) Eligible net-nmetered generation; or

(g) H gh-efficiency cogeneration.

(17) "Full requirenents consuner-owned utility" nmeans a consuner-
owned utility that has contracted wth the Bonneville Power
Adm ni stration for resources sufficient to neet its firm power | oad.

(18) "CGoverning body" neans the board of directors, council,
conmm ssion, or board that is legally responsible for the managenent of
a consunmer-owned utility.

(19) "H gh efficiency cogeneration” neans a cogeneration facility
that achieves at |east a doubling of previous energy resource
utilization by the facility owner or operator, or that has a conbi ned
fuel conversion efficiency of at |east eighty percent.

(20) "Incremental retail |oad growmh" neans an electric utility's
forecasted retail |load growh to serve retail electric custonmers in
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Washi ngton for any twenty-five year period beginning after April 1,
1999.

(21) "Irrigation district" neans a district formed under chapter
87.03 RCW

(22) "Low inconme" nmeans a household neeting the incone eligibility
gui del i nes determ ned by the departnent.

(23) "Lowinconme energy efficiency services" include energy-rel ated
repairs, weatherization, installation of energy-efficient appliances
and fixtures for lowincone residences, and investnent in new
construction of |owincone households that exceed the state energy
code, as well as energy education, for the purpose of enhancing energy
ef ficiency.

(24) "Municipality" neans a city or town that is authorized to own
or operate an electric utility under chapter 35.92 RCW

(25) "New eligible renewable resource" means a nonhydropower
renewabl e resource that began operation after July 1, 2004, and any
subsequent additions to those facilities.

(26) "Pacific Northwest" has the neaning in section 3 of the
Pacific Northwest electric power planning and conservation act, P.L
96-501 (16 U.S.C. Sec. 389a; 94 Stat. 2698).

(27) "Port district" neans a port district within which an
i ndustrial devel opnment district has been established as authorized by
Title 53 RCW

(28) "Public wutility district" nmeans a district formed under
chapter 54.04 RCW

(29) "Qualified conventional resource”" neans (a) qualified
hydropower; or (b) natural gas generation, as defined in RCW
19. 29A. 010, that has mtigated its em ssions of carbon di oxi de pursuant
to the laws of this or any other state in the Pacific Northwest.

(30) "Qualified hydropower" neans (a) a hydropower generating
facility that has been issued a license by the federal energy
regul atory conm ssion pursuant to the federal power act (16 U S.C. Sec.
791 et seq.) after enactnent of the electric consunmers protection act
of 1986, P.L. 99-495, which afforded equal consideration to power and
nonpower values in the determ nation of the federal energy regulatory
comm ssion of whether or not to issue a license for a hydropower
project; and (b) firm ng and shapi ng products purchased froma federal

p. 7 HB 2477



© 00 N O Ol WDN P

NN NNMNNMNNMNNMNNMNNNRRRRERERERERPREPR PR
© 0N O UM WNEREFO®OOO-NOOO M WNR O

30
31
32
33
34
35
36
37

power marketing agency and supported by hydropower facilities owned and
operated by agencies of the federal governnent.

(31) "Renewable energy credit" nmeans a tradable certificate of
proof of one negawatt-hour of electricity generated from a tradable
renewabl e resource if the credit is obtained after July 1, 2001.

(32) "Renewabl e resources” neans electricity generation facilities
fuel ed by: (a) Water; (b) wind; (c) hydrogen; (d) solar energy; (e)
geot hermal energy; (f) landfill gas; (g) bionmass energy based on ani nal
waste or solid organic fuels fromwood, forest, or field residues, or
dedi cated energy crops that do not include wood pieces treated with
chem cal preservatives such as creosote, pentachlorophenol, or
copper-chrome-arsenic; (h) wave or tidal action; or (i) gas from sewage
treatnent facilities.

(33) "Retail electric custonmer” neans a person or entity in
Washi ngton that purchases electricity for ultinmte consunption and not
for resale.

(34) "Retail | oad" neans the nunber of kilowatt-hours of
electricity delivered by an electric utility to its Washington retail
customers.

(35) "Small wutility" means a small wutility as defined in RCW
19. 29A. 010.

(36) "Tradable renewable resource" neans: (a) An eligible
renewabl e resource other than a dedicated resource; and (b) any
nonhydr opower renewabl e resource | ocated within the jurisdiction of the
western energy coordinating council, or its successor entity, that
commenced operation or nade additions to the facilities after April 1,
1999.

(37) "Water-sewer district" neans a district formed under Title 57
RCW

NEW SECTION. Sec. 5. (1) To claim a tax deduction or exenption
under RCW 82. 08. 02567, 82.12.02567, or section 7 (1) or (2) of this act
an electric utility nust enter into a renewable energy acquisition
agreenment with the departnent of revenue and conply wth the
requi renents of this section

(2)(a) Before entering into an agreenent with the departnent of
revenue, an electric utility nust prepare a prospective increnenta
| oad gromth forecast for a twenty year period. An electrical conpany
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must prepare and update its forecast pursuant to rules adopted by the
conmi ssi on. A consuner-owned utility mnust prepare and update its
forecast pursuant to rul es adopted by the departnent. The departnent
shall develop gquidelines for, and provide assistance to, ful

requi renents consuner-owned utilities in the developnment of the
increnmental |oad forecasts required under this subsection. The purpose
of the guidelines and assistance is to reduce the admnistrative burden
of preparing the forecasts. These guidelines may provide for |oad
forecasting by small utilities that relies on historical |oad growh.

(b) An electric utility nust conduct a resource cost analysis
before it acquires any new eligible renewable resource wunder a
renewabl e energy acquisition agreenent with the departnent of revenue.
When an electric wutility initiates a process to acquire electric
generation capacity or energy, the electric utility nmust quantify the
cost of new conventional resources and the cost of new eligible
renewabl e resources to determne the availability of cost-effective new
renewabl e resources. To quantify the costs of these resources, an
electric wutility my either identify the cost of developing the
resources itself, or issue a request for proposals to identify the
mar ket cost of new conventional resources and new eligible renewable
resour ces. Ful | requirenents consuner-owned utilities may use the
published rates of the Bonneville Power Admnistration for firm
supplies as a substitute for the cost analysis required for new
conventional resources.

(c) The cost analysis nust identify for a period of at |east twenty
years: (1) Al costs associated with owning and operating new
conventional resources and new eligible renewable resources, and
purchasing the resources through contract; (ii) all costs associated
with integrating a new eligible renewable resource within the utility's
systemincluding, but not limted to, shaping and firm ng the resource,
if necessary; (iii) the cost or value of transm ssion capacity or
rights needed to convey electrical energy from a new conventional
resource or new eligible renewable resource to the contractual or
operational point of delivery onto the utility's distribution system
and (iv) the estimated value of tax incentives available under RCW
82. 08. 02567, 82.12.02567, or section 7 (1) or (2) of this act.

(d) If the cost analysis shows that the cost of the | owest cost new
eligible renewabl e resource, w thout considering the estinmated val ue of
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tax incentives under RCW 82.08. 02567, 82.12.02567, or section 7 (1) or
(2) of this act, is less than or equal to the cost of the | owest cost
new conventi onal resource, then the tax incentives under RCW
82. 08. 02567, 82.12.02567, or section 7 (1) or (2) of this act are not
available to the electric utility for the acquisition of the new
eligible renewabl e resource. Even though a new eligible renewable
resource may not qualify for the tax incentives under RCW 82. 08. 02567,
82.12.02567, or section 7 (1) or (2) of this act, the new eligible
renewabl e resource, if acquired by the electric utility, wll stil
count toward the renewabl e energy standard in this section.

(e) The comm ssion, in the case of an investor-owned utility, and
the departnent, in the case of a consuner-owned utility, shall adopt
conparable rules to govern the cost analysis, including, but not
limted to, criteria under which the results of the analysis wll be
verified by the conm ssion and the departnent.

(4) An electric utility that enters into a renewable energy
acqui sition agreenment with the departnent of revenue under this section
is subject to the follow ng renewabl e energy standard:

(a) Wthin five years of the agreenent's effective date, the
utility must acquire on an annual average an anount of electric
generation capacity or energy from eligible renewable resources, or
renewable energy credits equivalent to fifteen percent of its
increnmental retail load growh, if the wutility has forecasted any
i ncrenental grow h | oad.

(b) Wthin ten years of the agreenent's effective date, the utility
must acquire on an annual average an anount of electric generation
capacity or energy from eligible renewable resources, or renewable
energy credits equivalent to twenty-five percent of its increnental
retail load growh, if the utility has forecasted any increnental
growt h | oad.

(c) Wthin fifteen years of the agreenent's effective date, the
utility must acquire on an annual average an anount of electric
generation capacity or energy from eligible renewable resources, or
renewabl e energy credits equivalent to thirty-five percent of its
incremental retail load growh, if the wutility has forecasted any
i ncrenental grow h | oad.

(5) An eligible renewabl e resource acquired by an electric utility
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between April 1, 1999, and the agreenent's effective date counts toward
the renewabl e energy standard.

(6) Nothing in this section |limts an electric wutility from
exceedi ng the renewabl e energy standard under this section. Nothing in
this section requires an electric utility to have any forecasted
incremental load growmh to enter into a renewable energy acquisition
agreenent under this section

(7) No electrical conpany may purchase eligible renewabl e resources
t hrough contract froman affiliated interest of the electrical conpany
as defined in RCW 80.16.010 unless it has issued a request for
proposals from other suppliers based upon the sane terns and conditions
that would apply to a contract with an affiliated interest and the
comm ssion determnes the proposal fromits affiliated interest is the
| onest cost option.

(8) The comm ssion, in the case of an electrical conpany, and the
departnment, in the case of a consuner-owned utility, determnes the
date by which an electric utility is deemed to begin to acquire
el ectric generation capacity for the purpose of subsection (3) of this
section.

(9) If at any tinme after an agreenent's effective date, the utility
determines that an insufficient anmount of cost-effective renewable
resources is available for it to conply with the renewable energy
standard in this section, the utility may petition the conm ssion, in
the case of an electrical conmpany, or the departnent, in the case of a
consuner-owned utility, for a lesser renewable energy standard which
may be applied retroactively. The | esser standard adopted under this
subsection nmust take into account results of any and all cost anal yses
conducted by an electric utility under this section. The departnent of
revenue nust anend its agreenment with the affected electric utility to
refl ect any change nade to the utility's renewabl e energy standard.

(10) The comm ssion has sole authority to approve criteria, program
i npl enmentation guidelines and schedules, and goals for electrical
conpani es.

NEW SECTION. Sec. 6. (1) To claima tax deduction under section
7(3) of this act, an electric utility nust enter into an energy
efficiency acquisition agreenent with the departnent of revenue and
conply with the energy efficiency standard of this section.
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(2) Before entering into an energy efficiency acquisition agreenent
with the departnent of revenue, an electric utility nmust cal culate the
anount it expended on energy efficiency prograns in 2003 and quantify,
as may be practicable, the anount of energy savings achi eved by those
expenditures as a percentage of the utility's retail electric load in
2003.

(3) The following baseline energy efficiency standard is
est abl i shed:

(a) Wthin five years of entering into an agreement wth the
departnment of revenue, the electric utility nust on average annually
acquire cost-effective electricity savings directly attributable to
conservation prograns serving its Washington retail electric custoners
sufficient to neet an anount equal to seventy-five one-hundredths of
one percent of the utility's base year retail load. After five years
fromthe utility's base year, the electricity savings acquired fromthe
conservation prograns inplenented during the preceding five-year period
must equal at |least three and seventy-five one-hundredths of one
percent of the utility's base year retail | oad.

(b) Wthin ten years of the utility's base year, the utility nust
on average annually acquire cost-effective electricity savings directly
attributable to conservation prograns serving its Wshington retai
el ectric custonmers sufficient to neet an anount equal to eighty-five
one- hundredt hs of one percent of the utility's retail load in the five
years after the base year. After ten years of the base year, the
el ectricity savings acquired fromthe conservation prograns inplenented
during the preceding three-year period wll neet at l|east tw and
fifty-five one-hundredths of one percent of the utility's retail |oad
in the year five years after the base year

(c) The wutility nust continue to conply with the standard
established in (b) of this subsection for each subsequent three-year

peri od.
(d) The ampbunt of conservation the utility needs to acquire to neet
the standard will be based on that utility's base year retail | oad.

(4) Before entering into an energy efficiency acquisition
agreenent, an electric utility may petition the comm ssion, in the case
of an electrical conpany, or the departnent, in the case of a consuner-
owned utility, for the establishnment of a |esser energy efficiency
standard to that provided under subsection (3) of this section. The
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comm ssion and departnent will establish a |lesser energy efficiency
standard based upon a showing that a | ower standard is nore appropriate
for the unique load characteristics of the electric utility. An
alternative energy efficiency standard established wunder this
subsection for an electric utility shall be incorporated into the
utility's energy efficiency acquisition agreenent with the departnent
of revenue.

(5 Nothing in this section |limts an electric wutility from
exceedi ng the energy efficiency standard under this section.

(6) The wutility nust neet at |least five percent of its annual
energy efficiency standard requirenent wunder this section wth
| ow-i ncone energy efficiency services, unless it can denonstrate to the
comm ssion in the case of an electrical conpany or the departnent in
the case of a consuner-owned utility that sufficient cost-effective
opportunities do not exist within its service territory for conserving
energy in | owinconme househol ds.

(7) The wutility nust pursue energy conservation opportunities in
each custonmer class to achieve energy savings that are not
i ndependently captured by consuner acquisition and that are
economcally feasible for consuners, taking into account incentives
provided by the utility. All  energy savings resulting from
appropriately targeted energy efficiency prograns shall be applied
towards satisfying the energy efficiency standard. The portfolio of
energy conservation prograns used to neet the efficiency standard nust
be cost-effective. A conservation programinplenented by an el ectrica
conpany is cost-effective if it passes the total resource cost test as
defi ned by the conmm ssion.

(8 The wutility must use practices generally accepted in the
Paci fic Northwest to neasure accrued energy savings from conservation,
i ncluding nmonitoring and verification of those savings.

(9) In neeting the energy efficiency standard, the utility may
count conservation even if it also receives credit or funding for that
conservation fromthe Bonneville Power Adm nistration.

(10) An electric wutility contributing to the northwest energy
efficiency alliance on its own or through its Bonneville Power
Adm nistration rates may count its share of annual accrued energy
savings as determned by the northwest energy efficiency alliance
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towards the energy efficiency standard under this section. The credit
taken under this subsection may not exceed twenty percent of the
utility's annual energy efficiency standard requirenent.

(11)(a) For electrical conpanies, the comm ssion nust develop
criteria for cost-effective conservation that qualifies toward the
energy efficiency standard and program inplenentation guidelines,
including verifying and nonitoring savings. The conmm ssion nust
consider all existing and appropriate criteria and guidelines where
applicable, and may rely on work of regional power planning conmttees
in determning criteria and guidelines.

(b) For consuner-owned utilities, the departnment nust develop
criteria for cost-effective conservation that qualifies toward the
energy efficiency standard and program inplenentation guidelines,
including verifying and nonitoring savings. The departnent nust
consider all existing and appropriate criteria and guidelines where
applicable, and may rely on work of regional power planning conmttees
in determning criteria and guidelines.

(12) If an electric utility can denonstrate to the conmssion in
the case of an electrical conpany or the departnent in the case of a
consuner-owned utility that it is unable to neet the energy efficiency
standard created under this section due to a lack of sufficient
opportunities for acquiring cost-effective conservation, the conm ssion
or departnment will adopt a | esser standard for the utility. The |esser
standard may be retroactive.

NEW SECTION. Sec. 7. A new section is added to chapter 82.16 RCW
to read as foll ows:

(1) In conputing the tax under this chapter, a light and power
busi ness may deduct from gross inconme an anount equal to:

(a) The cost of production of electrical energy produced or
generated from an eligible renewable resource other than a dedicated
resource, built and owned by a light and power business on or after
July 1, 2004, and used for consunption within the state;

(b) The amount paid by a |ight and power business to purchase
energy or capacity from an eligible renewable resource other than a
dedi cated resource, by contract entered into after July 1, 2004, and
used for consunption within the state; and
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(c) The amount paid by a |ight and power business to purchase
renewabl e energy credits after July 1, 2001.

(2) In conputing the tax under this chapter, a light and power
busi ness may deduct from gross incone an anount equal to the cost or
val ue of transm ssion capacity or rights acquired by the business after
July 1, 2004, and needed to convey electrical energy froman eligible
renewabl e resource to the contractual or operational point of delivery
into the distribution systemof the |ight and power business.

(3) In conputing the tax under this chapter, a light and power
busi ness may deduct from gross inconme an anount equal to anobunts
expended, |ess an anobunt equal to the anmobunt expended by the |ight and
power business in the base year of the agreenent, to inprove consuners'
efficiency of energy end use or to otherwse reduce the use of
el ectrical energy or gas by the consuner.

(4) Deductions under subsection (1) of this section are allowed for
a period not nore than thirty years after the project is placed in
oper ati on.

(5) For the purpose of this section:

(a) When a light and power business purchases renewabl e energy by
contract, "the cost of production at the plant” neans the purchase
price for electrical energy or capacity under the contract;

(b) "Renewabl e energy credit" has the neaning in section 4 of this
act ;

(c) "Eligible renewabl e resource” has the neaning in section 4 of
this act; and

(d) "Dedicated resource" has the neaning in section 4 of this act.

(6) The departnent of revenue, after consultation wth the
utilities and transportation commssion in the case of electrical
conpanies and the departnent of comunity, trade, and econonic
devel opnent in the case of consuner-owned utilities, determ nes the
eligibility of individual projects and neasures for deductions under
this section. No |light and power business may take a deducti on under
this section unless it has entered into a renewabl e energy acqui sition
agreenent or energy efficiency acquisition agreenment wth the
depart nent of revenue.

(7) No new deduction nmay be taken under this section after June 30,
2023.

(8) This section expires July 1, 2023.
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NEW SECTION. Sec. 8. (1)(a) An electric utility may receive
additional credit toward neeting the renewable energy standard under
section 5 of this act and may claiman additional tax exenption under
section 9 of this act if it acquires eligible renewabl e resources other
t han dedi cated resources, physically located in Washington state if:

(1) Construction began after Decenber 31, 2003; and

(1i) The electric utility purchased or contracted for the eligible
renewabl e resource by Decenber 31, 2007.

(b) An electric utility that acquires energy from an eligible
renewabl e resource that neets the criteria of this section may count
that resource above its base value in neeting the renewabl e energy
standard as foll ows:

(1) Energy purchased or contracted by Decenber 31, 2004, can be
counted at one and one-tenth tinmes its base val ue;

(1i1) Energy purchased or contracted by Decenber 31, 2005, can be
counted at one and nine-hundredths tinmes its base val ue;

(ii1) Energy purchased or contracted by Decenber 31, 2006, can be
counted at one and ei ght-hundredths tines its base val ue; or

(1v) Energy purchased or contracted by Decenber 31, 2007, can be
counted at one and seven-hundredths tines its base val ue.

(2)(a) An electric utility my receive additional credit toward
nmeeting the renewabl e energy standard if it acquires eligible renewabl e
resources other than dedicated resources, physically located in
Washi ngton state or renewable energy credits froman eligible renewabl e
resource physically located in Washington state if:

(1) Construction began after Decenber 31, 2003; and

(ii) The renewabl e energy devel oper used apprenticeship prograns
during construction of the eligible renewabl e resources.

(b) The apprenticeship prograns nust be approved by the
apprenticeship council under its authority in chapter 49.04 RCW and
m ni mum | evel s of apprenticeship prograns must be:

(1) Ten percent of total Iabor hours for projects beginning
construction after Decenber 31, 2007;

(1i) Twelve and one-half percent of total |abor hours for projects
begi nni ng construction after Decenber 31, 2014; and

(iii) Fifteen percent of total |abor hours for projects beginning
construction after Decenber 31, 2021.
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(c) The apprenticeship council wll determ ne conpliance with (b)
of this subsection.

(d) An electric utility that acquires energy or renewable energy
credits from an eligible renewable resource other than a dedicated
resource that neets the criteria under this subsection may count that
resource at one and two-tenths tines its base value in neeting the
renewabl e energy standard.

NEW SECTION. Sec. 9. A new section is added to chapter 82.08 RCW
to read as foll ows:

(1) The tax levied by RCW 82.08.020 does not apply to |abor or
services rendered in respect to installing machinery and equi pnent used
directly in generating electricity from a fuel cell or eligible
renewabl e resource other than a dedicated resource, but only if the
purchaser has entered into a renewable energy acquisition agreenent
with the departnment of revenue as provided in section 5 of this act,
devel ops with the | abor a facility capable of generating at |east two
hundred kilowatts of electricity and provides the seller with an
exenption certificate in a formand manner prescribed by the departnent
by rule, and the purchaser provides the departnent wth a duplicate of
the certificate or a summary of exenpt sales as the departnent nmay
require. The seller shall retain a copy of the certificate for the
seller's files.

(2) For the purposes of this section:

(a) "Eligible renewabl e resource” has the neaning in section 4 of
this act.

(b) "Electric utility" has the neaning in section 4 of this act.

(c) "Fuel cell"” has the nmeaning in RCW 82. 08. 02567.

(d) "Machinery and equi pnrent” has the neaning in RCW 82.08. 02567.

(e) "Renewabl e resource" has the neaning in section 4 of this act.

(f) "Dedicated resource" has the neaning in section 4 of this act.

(3) This section expires June 30, 2023.

NEW SECTION. Sec. 10. An electric utility may receive credit
towards neeting the energy efficiency or renewable energy standards
under this chapter when it also receives credit or funding for those
sane resources under an energy efficiency or renewabl e energy standard
established by federal |egislation. However, an electric utility may
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not receive credit towards neeting the energy efficiency or renewable
energy standards when it also receives credit or funding for those sane
resources under an energy efficiency or renewable energy standard
established by legislation in another state.

NEW SECTION. Sec. 11. (1) The departnent nmy adopt rules
applicable to consuner-owned utilities for the purposes of: (a)
Verifying | oad resource balance; (b) verifying a lack of sufficient
opportunities for cost-effective renewable resources; (c) verifying a
| ack of sufficient opportunities for cost-effective conservation; (d)
establishing a |esser renewable energy standard; (e) establishing a
| esser ener gy efficiency st andar d; (f) determ ni ng t he
cost-effectiveness of eligible renewable resources; and (g) verifying
conpliance wth the renewabl e energy and energy efficiency standards.

(2) The commssion may adopt rules applicable to electrical
conpani es for the purposes of: (a) Verifying | oad resource bal ance
(b) verifying a lack of sufficient opportunities for cost-effective
renewabl e resources; (c) verifying a lack of sufficient opportunities
for cost-effective conservation; (d) establishing a |esser renewable
energy standard; (e) establishing a |l esser energy efficiency standard;
(f) determning the cost-effectiveness of eligible renewabl e resources;
and (g) verifying conpliance with the renewable energy and energy
efficiency standards.

(3) Any rules adopted pursuant to this section nust be adopted
before an electric utility may enter into an agreenent with the
departnent of revenue under sections 5 and 6 of this act.

(4) The departnment nust convene a group of stakehol ders, including
the comm ssion, to advise it on the establishnment of a new or selection
of an existing system of renewable energy credits that may be used to
conply with the renewabl e energy standard under section 5 of this act.
The departnment will consider all existing and appropriate systens and
organi zations that facilitate renewable energy credit trading
west ernwi de or nationally.

NEW SECTION. Sec. 12. (1) On or before June 1, 2008, and annually
thereafter, an electric utility that has entered into an agreenent
under section 5 or 6 of this act nust denonstrate progress in neeting
the energy efficiency and renewabl e energy standards in this chapter
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for the annual period ending the previous Decenber 3lst. The
departnent and conmm ssion may share this information with each other.
Each report nust include at |east the foll ow ng: (a) The anmount of
electricity generated or acquired from eligible renewabl e resources;
(b) the anmpunt of renewable energy credits acquired, sold, or traded;

(c) the annual retail load for an electric utility or the annual
electricity consunption data; and (d) the amount of conservation
annual |y acquired. Each electrical conmpany wll report to the
comm ssion and each consuner-owned wutility wll report to the
depart nent.

(2) Reports submitted to the conmm ssion and departnent shall also
be provided to the departnment of revenue, which may conduct an
i ndependent audit of the records submitted by electric utilities.

(3) On or before Decenber 1, 2010, and biennially thereafter, the
department and comm ssion shall submit a report to the |legislature on
the acconplishnments of the energy efficiency and renewable energy
standards voluntarily entered into by electric utilities under this
act .

(4) On or before Decenber 1, 2010, and biennially thereafter, the
department of revenue shall submt a report to the |egislature on the
anount or value of tax deductions and exenptions clained pursuant to
this act.

NEW SECTION. Sec. 13. If any provision of this act or its
application to any person or circunstance is held invalid, the
remai nder of the act or the application of the provision to other
persons or circunstances is not affected.

NEW SECTI ON. Sec. 14. Sections 3 through 6, 8, and 10 through 12
of this act constitute a new chapter in Title 80 RCW

~-- END ---
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