HOUSE BILL REPORT
HB 2402

As Reported by House Committee On:
Technology & Economic Development
Appropriations

Title: An act relating to the energy independence act.
Brief Description: Concerning the energy independence act.
Sponsors: Representatives Tarleton, Slatter, Macri, Pollet and Doglio.
Brief History:

Committee Activity:

Technology & Economic Development: 1/23/18, 2/1/18 [DP];
Appropriations: 2/5/18, 2/6/18 [DPS].

Brief Summary of Substitute Bill

* Extends the requirement to pursue all available conservation that is cost-
effective, reliable, and feasible under the Energy Independence Act (EIA) to
small utilities and natural gas utilities.

* Adds an additional annual renewable resource target under the EIA for
consumer-owned qualifying utilities of at least 15 percent of the average of
their 2019 and 2020 loads beginning January 1, 2021, and each year
thereafter.

* Adds additional renewable resources targets under the EIA for investor-
owned qualifying utilities of: at least 20 percent of their load by January 1,
2025; at least 30 percent by January 1, 2030; at least 40 percent by 2035; and
at least 50 percent by 2040.

* Eliminates an alternative compliance pathway under the EIA.

* Prohibits each consumer-owned qualifying utility, small utility, and market
customer from meeting any new energy or capacity needs with certain
generation resources.

HOUSE COMMITTEE ON TECHNOLOGY & ECONOMIC DEVELOPMENT

This analysis was prepared by non-partisan legislative staff for the use of legislative
members in their deliberations. This analysis is not a part of the legislation nor does it
constitute a statement of legislative intent.
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Majority Report: Do pass. Signed by 9 members: Representatives Morris, Chair; Kloba,
Vice Chair; Tarleton, Vice Chair; Doglio, Fey, Hudgins, Santos, Slatter and Wylie.

Minority Report: Do not pass. Signed by 8 members: Representatives Smith, Ranking
Minority Member; DeBolt, Assistant Ranking Minority Member; Harmsworth, Manweller,
McDonald, Nealey, Steele and Young.

Staff: Nikkole Hughes (786-7156).

Background:

The Energy Independence Act.

The Energy Independence Act (EIA) was approved by voters in 2006. The EIA requires an
electric utility with more than 25,000 customers to meet targets for energy conservation and
to meet a certain percent of its annual load with eligible renewable resources. Utilities that

must comply with the EIA are called "qualifying utilities."

Energy Conservation Targets.

A qualifying utility must pursue all available conservation that is cost-effective, reliable, and
feasible. Every two years, the qualifying utility must review and update an assessment of its
achievable cost-effective conservation potential for the subsequent 10-year period. The
qualifying utility must establish and make publicly available a biennial acquisition target for
cost-effective conservation consistent with its 10-year assessment. At a minimum, each
biennial target must be no lower than the qualifying utility's pro rata share for that two-year
period of its cost-effective conservation potential for the subsequent 10-year period.

Eligible Renewable Resource Targets.

A qualifying utility must use eligible renewable resources or acquire equivalent renewable
energy credits (RECs), or a combination of both, to meet the following annual targets:
* at least 3 percent of its load by January 1, 2012, and each year thereafter through
December 31, 2015;
* atleast 9 percent of its load by January 1, 2016, and each year thereafter through
December 31, 2019; and
* atleast 15 percent of its load by January 1, 2020, and each year thereafter.

Eligible Renewable Resources.

For a renewable resource to be considered an eligible renewable resource under the EIA, the
electricity must be produced from:

* a generation facility powered by a renewable resource other than freshwater that
commences operation after March 31, 1999, where the facility is located in the
Pacific Northwest or the electricity is delivered into the state on a real-time basis;

* certain incremental hydroelectricity due to efficiency improvements;
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* hydroelectricity from a project completed after March 31, 1999, where the generation
facility is located in irrigation pipes, irrigation canals, municipal water pipes, and
wastewater pipes;

* qualified biomass energy; or

* a generation facility powered by a renewable resource other than freshwater that
commences operation after March 31, 1999, where the facility is located within a
state in which the qualifying utility serves retail electrical customers, and the
qualifying utility owns the facility in whole or in part or has a long-term contract with
the facility of at least 12 months.

"Pacific Northwest" has the same meaning as defined for the Bonneville Power
Administration (BPA) in the Pacific Northwest Electric Power Planning and Conservation
Act, and includes the states of Washington, Oregon, and Idaho, as well as certain parts of
California, Montana, Nevada, Utah, and Wyoming.

Renewable Energy Credits.

A REC is a tradable certificate of proof, verified by the Western Renewable Energy
Generation Information System, of at least one megawatt-hour of an eligible renewable
resource generated by a facility that is not powered by freshwater. Under the EIA, a REC
represents all the nonpower attributes associated with the power. A REC can be bought and
sold in the marketplace to comply with annual renewable energy targets, and may be used
during the year it is acquired, the previous year, or the subsequent year.

Alternative Compliance Pathways.

A qualifying utility may alternatively be considered in compliance with an annual target if:

* the utility's weather-adjusted load for the previous three years on average did not
increase over that time period;

* the utility did not commence or renew ownership or incremental purchases of
electricity from resources other than coal transition power or renewable resources
other than on a daily spot price basis after December 2006; and

* the utility invested at least 1 percent of its total annual retail revenue requirement that
year in eligible renewable resources, RECs, or a combination of both.

A qualifying utility may also be considered in compliance with an annual target if events
beyond the reasonable control of the utility prevented it from meeting the renewable energy
target, or if it invested 4 percent of its total annual retail revenue requirement on the

incremental costs of eligible renewable resources, the cost of RECs, or a combination of
both.

Accountability and Enforcement.

The Utilities and Transportation Commission (UTC) determines compliance with the
requirements of the EIA for investor-owned utilities. The State Auditor's Office is
responsible for auditing compliance with the EIA for consumer-owned utilities and the Office
of the Attorney General is responsible for enforcing that compliance.
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Summary of Bill:

Energy Conservation Targets.

Each small utility and natural gas utility must pursue all available conservation that is cost-
effective, reliable, and feasible.

Beginning January 1, 2020, each small utility must establish a biennial acquisition target for
cost-effective conservation. Each biennial target must be no lower than 2 percent of the
small utility's retail load, as calculated for the biennium.

Beginning January 1, 2020, each natural gas utility must establish a biennial acquisition
target for cost-effective conservation. Each biennial target must be no lower than 1.5 percent
of the natural gas utility's retail load, as calculated for the biennium. Conversions from
electricity to natural gas do not count toward compliance with a natural gas utility's
conservation target.

Each qualifying utility, natural gas utility, and small utility must leverage state and federal
dollars so that conservation measures and associated costs are fully funded for low-income
customers. Low-income customers must be served by conservation programs proportionate
to the percentage of low-income customers in the utility service territory.

"Small utility" means an electric utility that serves 25,000 or fewer customers in Washington.

Market Customers.

A market customer must pay a per-kilowatt-hour charge to the utility with which it is directly
interconnected to help fund utility conservation programs. "Market customer" means a
nonresidential customer of a qualifying utility or a small utility that:

* purchases electricity from an entity or entities other than the utility; or

* generates electricity to meet its own needs.

The UTC must determine the appropriate per-kilowatt-hour charge for a market customer of
an investor-owned utility, while the governing board must determine the appropriate per-
kilowatt-hour charge for a market customer of a consumer-owned utility. The UTC or
governing board must approve a methodology for allocating conservation costs to market
customers that is equitable with regard to other utility customers.

Eligible Renewable Resource Targets.

A consumer-owned qualifying utility must, beginning January 1, 2021, and each year
thereafter, use eligible renewable resources and/or acquire equivalent RECs to meet at least
15 percent of the average of its 2019 and 2020 loads.

An investor-owned qualifying utility must use eligible renewable resources and/or acquire
equivalent RECs to meet:
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* at least 15 percent of its load by January 1, 2020, and each year thereafter through
December 31, 2024;

* at least 20 percent of its load by January 1, 2025, and each year thereafter through
December 31, 2029;

* at least 30 percent of its load by January 1, 2030, and each year thereafter through
December 31, 2034;

* at least 40 percent of its load by January 1, 2035, and each year thereafter through
December 31, 2039; and

* at least 50 percent of its load by January 1, 2040, and each year thereafter.

Eligible Renewable Resources.

The definition of "eligible renewable resource" is expanded to include:

* clectricity from a generation facility powered by a renewable resource other than
freshwater that commences operation after March 31, 1999, where the facility is
located anywhere within the boundary of a state whose territories are partially
included in the Pacific Northwest; and

* beginning January 1, 2018, the portion of incremental electricity produced as a result
of efficiency improvements completed after March 31, 1999, attributable to a
qualifying utility's Washington share of electricity output from hydroelectric
generation projects marketed by the BPA.

Alternative Compliance Pathways.

A qualifying utility is no longer considered in compliance with an annual renewable resource
target if:

* the utility's weather-adjusted load for the previous three years on average did not
increase over that time period;

* the utility did not commence or renew ownership or incremental purchases of
electricity from resources other than coal transition power or renewable resources
other than on a daily spot price basis after December 2006; and

* the utility invested at least 1 percent of its total annual retail revenue requirement that
year in eligible renewable resources, RECs, or a combination of both.

Requirements for Meeting New Energy or Capacity Needs.

A consumer-owned qualifying utility, small utility, or market customer may not use
electricity from any of the following resources to meet any new energy or capacity need,
except under certain circumstances:

* coal-fired generation;

* certain new hydroelectric generation;

* nuclear generation;

* natural gas-fired generation;

* oil or diesel generation; or

* waste incineration.
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A consumer-owned qualifying utility, small utility, or market customer may not enter into a
contract for electricity generation to meet new energy or capacity needs if the contract does
not specify the sources or origins of the electricity generation.

A consumer-owned qualifying utility, small utility, or market customer may not meet new
energy or capacity needs with a resource or resources, including RECs, used to meet
compliance with energy conservation or eligible renewable resource targets.

Exemptions.

A consumer-owned qualifying utility, small utility, or market customer may use electricity
generation from any natural gas-fired generation facility that is currently in operation where
the total amount of natural gas generation acquired from all additions does not exceed 5
percent of the utility or market customer's retail load for each year.

Accountability and Enforcement.

A qualifying utility, small utility, or market customer that fails to comply with the
requirements for meeting new energy or capacity needs must pay an administrative penalty of
$50 for each megawatt-hour of energy or megawatt of capacity it uses from a prohibited
generation or capacity resource.

A small utility that fails to comply with its energy conservation targets must pay an
administrative penalty of $50 for each megawatt-hour of shortfall. A natural gas utility that
fails to comply with its energy conservation target must pay an administrative penalty of $50
per dekatherm of shortfall.

The Office of the Attorney General is responsible for enforcing the compliance of a market
customer with the requirements for meeting new energy or capacity needs. For a market
customer of an investor-owned utility, the UTC is responsible for enforcing compliance with
the requirement to pay a per-kilowatt-hour charge to help fund utility conservation programs.
For a market customer of a consumer-owned utility, the Office of the Attorney General is
responsible for enforcing compliance with the per-kilowatt-hour charge requirement.

Reporting.

On or before June 1, 2019, and annually thereafter, each consumer-owned qualifying utility,
small utility, and market customer must report to the Department of Commerce (Department)
on the electricity resources used to meet any new energy or capacity needs.

On or before June 1, 2022, and annually thereafter, each small utility must report to the
Department on its progress in the preceding year in meeting its energy conservation targets.

On or before June 1, 2022, and annually thereafter, each natural gas utility must report to the
UTC on its progress in the preceding year in meeting its energy conservation targets.

Rulemaking.
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The Department is authorized to adopt certain rules, including rules concerning:
* asmall utility's development of energy conservation targets; and
* a market customer's acquisition of resources to meet new energy or capacity need.

Appropriation: None.
Fiscal Note: Available.

Effective Date: The bill takes effect 90 days after adjournment of the session in which the
bill is passed.

Staff Summary of Public Testimony:

(In support) The structure of this bill helps clean energy developers deliver cheap, low-cost
electricity to where it is going to be needed. Washington currently represents an untapped
solar energy market. Encouraging that market is good for jobs and good for the growth of
the state's clean energy economy. The benchmarks that guide the policy proposed in this bill
would provide certainty around the achievement of the state's clean energy goals.

(Opposed) A price on carbon would be the most effective and least expensive policy tool for
reducing carbon dioxide emissions. Increasing the state's renewable portfolio standard would
be expensive to utilities and customers and would risk the reliability of the electric grid.

(Other) This bill would complement legislation that would put a price on carbon. The
expansion of the energy conservation requirements is a positive aspect of the bill.

Persons Testifying: (In support) Representative Tarleton, prime sponsor; Ben Serrurier,
Cypress Creek Renewables; Amanda Jahshan, Renewable Northwest; Joni Bosh, NW Energy
Coalition; Jaimes Valdez, SparkNorthwest; Mary Moore, League of Women Voters of
Washington; and Bruce Wishart, Sierra Club.

(Opposed) Therese Hampton, Public Generating Pool; Tim Boyd, Industrial Customers of
Northwest Utilities; Nicolas Garcia, Washington Public Utility Districts Association; and
John Rothlin, Avista.

(Other) Glenn Blackmon, Washington Department of Commerce; Charlie Brown, Cascade
Natural Gas and Northwest Natural Gas; Kelly Hall, Climate Solutions; and Neil Beaver,
Audubon Washington.

Persons Signed In To Testify But Not Testifying: None.

HOUSE COMMITTEE ON APPROPRIATIONS

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 18 members: Representatives Ormsby, Chair; Robinson, Vice Chair; Bergquist,
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Cody, Fitzgibbon, Hansen, Hudgins, Jinkins, Kagi, Lytton, Pettigrew, Pollet, Sawyer, Senn,
Springer, Stanford, Sullivan and Tharinger.

Minority Report: Do not pass. Signed by 15 members: Representatives Chandler, Ranking
Minority Member; MacEwen, Assistant Ranking Minority Member; Stokesbary, Assistant
Ranking Minority Member; Buys, Caldier, Condotta, Graves, Haler, Harris, Manweller,
Schmick, Taylor, Vick, Volz and Wilcox.

Staff: Charlie Gavigan (786-7340).

Summary of Recommendation of Committee On Appropriations Compared to
Recommendation of Committee On Technology & Economic Development:

The substitute bill replaces the requirement that a natural gas utility's biennial conservation
target be no lower than 1.5 percent of the natural gas utility's retail load, as calculated for the
biennium, with a requirement that the natural gas utility's biennial conservation target be no
lower than the following percentages of the natural gas utility's retail load, as calculated for
the biennium: (1) at least 0.7 percent of its load by January 1, 2020; (2) at least 1 percent of
its load by January 1, 2022; and (3) at least 1.5 percent of its load by January 1, 2025. The
substitute bill requires a natural gas utility to include with its biennial conservation report an
assessment of its expected timeline for serving its retail load with 50 percent renewable
natural gas, 70 percent renewable natural gas, and 90 percent renewable natural gas. The
substitute bill defines "renewable natural gas."

Appropriation: None.
Fiscal Note: Available.

Effective Date of Substitute Bill: The bill takes effect 90 days after adjournment of the
session in which the bill is passed.

Staff Summary of Public Testimony:

(In support) Since 2006, the Energy Independence Act (EIA) has demonstrated that good
energy policy is good for jobs. This bill builds on the success of the EIA by including more
utilities, offering more certainty, and opening up the market for additional energy
development. This bill takes the next step toward a nonpolluting, safe, and efficient energy
system based on the progress already made. It provides a two-pronged regulatory structure
and applies to all utilities. This is a new approach that comes from extensive conversations
with all the stakeholders and from hearings last year.

(Opposed) There are strong concerns related to including natural gas in the EIA, as natural
gas has never been included in this program and natural gas companies already have
conservation programs. The bill does not take into account current efforts to help
homeowners conserve energy and does not seem to address the need to be cost-

effective. Natural gas companies were not included in the detailed discussions, but would
support including renewable natural gas as part of the EIA.
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Persons Testifying: (In support) Amanda Jahshan, Renewable Northwest; and Joni Bosh,
Northwest Energy Coalition.

(Opposed) Charlie Brown, Northwest Natural Gas and Cascade Natural Gas.

Persons Signed In To Testify But Not Testifying: None.
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