SENATE BILL REPORT
SB 5601

Asof February 4, 2025
Title: An act relating to advancing the production and use of alternative jet fuels in Washington.
Brief Description: Advancing the production and use of alternative jet fuelsin Washington.

Sponsors. Senators Liias, Stanford, Lovick, Salomon, Goehner, Muzzall, Wagoner, Christian,
Lovelett, Nobles, Saldafia, Shewmake and Slatter.

Brief History:
Committee Activity: Environment, Energy & Technology: 2/05/25.

Brief Summary of Bill

» Directs the Office of Renewable Fuels, subject to appropriation, to
develop an Alternative Jet Fuel (AJF) Infrastructure Competitive Grant
Program for certain qualifying projects.

 Requires the Department of Ecology (Ecology), subject to appropriation,
to explore the development of one or more programmeatic environmental
impact statements for AJF production pathways.

» Requires Ecology to submit alegidlative report relating to the availability
of biomethane in Washington, and prohibits Ecology from adopting
certain restrictions relating to biomethane used as a feedstock for AJF
until the report is compl eted.

» Expands the sales and use tax deferral for clean energy investment
projects to include certain AJF manufacturing operations.

» Exempts certain property used to manufacture AJF from state property
and leasehold excise taxes.

SENATE COMMITTEE ON ENVIRONMENT, ENERGY & TECHNOLOGY

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Staff: Matt Shepard-Koningsor (786-7627)

Background: Alternative Jet Fuels Generally. State law defines aternative jet fuel (AJF),
in part, as afuel that can be blended and used with conventional petroleum jet fuels without
the need to modify aircraft engines and existing fuel distribution infrastructure. AJF
includes jet fuels derived from co-processed feedstocks at a conventional petroleum
refinery.

Alternative Jet Fuels Work Group. The Alternative Jet Fuels Work Group (work group)
was convened by Washington State University to further the development of AJF as a
productive industry in Washington. Membership includes legislators and sectors involved
in AJF research, development, production, and utilization. The work group must provide a
report including pertinent recommendations to the Governor and Legislature by December
1, 2024, and December 1st of every even-numbered year until December 1, 2028. The
work group expires January 1, 2029.

In its 2024 report, the work group provided several recommendations to advance the
production and use of AJF, including recommendations to: (1) exempt from state property
and leasehold taxes certain machinery, equipment, and other personal property used
primarily to manufacture or blend AJF, (2) designate funding from the Climate
Commitment Act to establish an AJF program for the purposes of conducting research,
development, demonstration, engineering designs, and other AJF infrastructure work, (3)
modify the existing Construction Sales and Use Tax Deferral Program for clean energy
investment projects to apply to the installation of specified AJF infrastructure, (4) direct and
fund the Department of Ecology (Ecology) to complete a study that would inform one or
more Programmatic Environmental Impact Statements (PEISs) for AJF production
pathways, and (5) direct specified state agencies to engage with their federal counterparts.

Office of Renewable Fuels. In 2022, the Statewide Office of Renewable Fuels was
established within the Department of Commerce (Commerce) to leverage, support, and
integrate with other state agencies to carry out specified statutory duties. These duties
include furthering the development and use of AJF as a productive industry in Washington
and enhancing resiliency by using renewable fuels, AJF, and green electrolytic hydrogen to
support climate change mitigation and adaptation.

Programmatic Environmental Impact Statements. A PEIS is a broad environmental
assessment that provides information for future project decisions under the State
Environmental Policy Act (SEPA). PEISs look at existing conditions, types of facilities,
potential significant environmental impacts, and proposed mitigation to offset any potential
impacts. 1n 2023, the Legidature directed Ecology to prepare PEISs to evaluate potential
impacts and mitigation for three types of clean energy facilities under SEPA, including
utility-scale solar energy, utility-scale onshore wind energy, and green hydrogen, in addition
to co-located battery storage systems with each type of facility. Ecology must complete the
three PEISs by June 30, 2025.
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Clean Fuels Program. The Clean Fuels Program (CFP) began in 2023, requiring fuel
suppliers to gradually reduce the carbon intensity of regulated transportation fuels to 20
percent below 2017 levels by 2034. Carbon intensity is the amount of lifecycle greenhouse
gas emissions per unit of energy of fuel. Transportation fuels with a carbon intensity above
the annual standard generate deficits and those with a carbon intensity below the standard
generate credits. AJF and biomethane are opt-in fuels under the CFP, meaning an entity
producing those fuels may generate creditsin the CFP.

2023 legidation directed Ecology to, among other things, allow biomethane to be claimed
as a feedstock for renewable diesel and AJF, and to notify the Department of Revenue
(DOR) when one or more facilities capable of producing a cumulative production capacity
of at least 20 million gallons of AJF each year are operating in the state.

Retall Sales and Use Tax. Retail sales taxes are imposed on retail sales of most articles of
tangible personal property, digital products, and some services. A retail saleisasaleto the
final consumer or end user of the property, digital product, or service. If retail sales taxes
were not collected when the user acquired the property, digital products, or services, then
use tax applies to the value of property, digital product, or service when used in this state.
The state, all counties, and al cities levy retail sales and use taxes. Some other local
government entities and special purpose districts also impose sales and use taxes for
specific purposes. The state sales and use tax rate is 6.5 percent; local sales and use tax rates
vary from 0.5 percent to 3.9 percent, depending on the location.

Sales and Use Tax Deferral for Clean Energy Investment Projects. 1n 2022, the Legislature
enacted a Retail Sades and Use Tax Deferral Certificate Program for clean energy
investment projects in clean technology manufacturing, clean alternative fuels production,
and renewabl e energy storage.

To be eligible, a project must have at least $2 million in new, renovated, or expanded:

* manufacturing operations for property exclusively used to generate zero-emission
vehicles, charging and fueling infrastructure for zero-emission vehicles, renewable
and green electrolytic hydrogen, renewable hydrogen carriers, certain clean fuels, or
electricity from renewabl e sources;

* equipment used in the storage of electricity generated by renewable resources;

 production facilities for clean fuel or renewable and green electrolytic hydrogen; or

« facilitiesto store electricity generated from renewable sources.

Deferred taxes must begin to be repaid two years after project completion, and annually
for nine subsequent years. Annual payments are 10 percent of the deferred taxes. One
hundered percent of local retail sales and use taxes must be repaid. The deferral recipient
may receive areduction of the state sales and use tax as follows:
* 50 percent reduction if the Department of Labor and Industries (L&) certifies that the
project includes procurement and contracts with women, minority, or veteran owned
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businesses, and entities that have a history of complying with federal and state wage
and hour laws, apprenticeship utilization, and preferred entry workers living in the
project construction area;

» 75 percent reduction if, in addition to meeting the 50 percent standard, the project
compensates workers at prevailing wages determined by local collective bargaining;
or

* 100 percent reduction if L&I certifies that the project is developed under a
community workforce agreement or project labor agreement.

Property Tax. All real and personal property in the state is subject to property tax each year
based on its value, unless a specific exemption is provided by law. The Washington
Constitution limits regular property tax levies to a maximum of 1 percent of the property's
value. Excess levies are not subject to this constitutional limit and require voter approval.
There are statutory rate maximums for individual taxing districts and aggregate rate
maximums to keep the total tax rate of regular property taxes within the constitutional limit.

The state collects two regular property tax levies for common schools. The original state
levy was first imposed when Washington achieved statehood in 1889. In 2017, the
Legidature created a second state levy. For taxes levied for collection in calendar years
2018, 2020, and 2021, the combined rate for both state levies is $2.70 per $1,000 of
assessed value. For taxes levied for collection in calendar year 2019, the combined rate for
both state levies is $2.40 per $1,000 assessed value. The revenue growth limit does not
apply to the state levies during this time. Beginning with taxes levied for collection in
calendar year 2022 and thereafter, the revenue growth limit applies to both levies and the
rate is calculated based on the total levy amount.

All regular levies, except the state levies, are subject to a statutory revenue growth limit. If
the taxing authority has a population of 10,000 or more, the revenue growth limit is the
lesser of inflation or 1 percent plus the valuation of new construction. If the taxing
authority has a population of less than 10,000, the revenue growth limit is 1 percent plus the
value of new construction.

Leasehold Excise Tax. Leasehold excisetax (LET) is paid by a private entity that |eases or
uses public property under current law. This includes leases of government-owned property
exempt from property taxes. The combined state and local rate for LET is 12.84 percent of
the rent paid for the property. The state general fund receives 6.84 percent and the
remaining 6 percent goes to local governments.

Tax Preference Performance Statement. All new tax preference legislation is required to
include a tax preference performance statement. The performance statement must clearly
specify the public policy objectives of the tax preference and the specific metrics and data
that will be used by the Joint Legislative Audit and Review Committee to evaluate the
efficacy of the tax preference. An automatic ten-year expiration date is applied to new tax
preferencesif an alternative expiration date is not provided in the legidation.
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Summary of Bill: Alternative Jet Fuels Grant Program. Subject to appropriation, the
Statewide Office of Renewable Fuels must develop an AJF Infrastructure Competitive
Grant Program (Grant Program) to support research, development, demonstration,
engineering designs, production facilities, and blending and use of AJF infrastructure.
Grant Program funds may be used for AJF infrastructure planning, engineering, design,
research, development, demonstration, and construction. Grant Program funds may be used
to contribute to matching funds for federal, state, or local requests for AJF infrastructure
proposals, but must not be used for land acquisition or permitting costs. Qualifying projects
may include, but are not limited to:

e rail spurs;

* barging infrastructure;

« fuel loading and offloading racks; and

 installation of blending facilities, including tanks, pipes, pumps, and mixing

equipment.

Infrastructure built with Grant Program funding is intended to be for the public good. Grant
Program recipients must not restrict access to infrastructure. As practicable, Commerce
must support Grant Program recipients with continued work on responsible streamlining of
the permitting process. Beginning January 1, 2026, Commerce must annually report to the
Governor and Legislature on projects selected for funding and project status.

Programmatic Environmental Impact Statements. Subject to appropriation, Ecology must
explore the development of one or more PEISs for AJF production pathways in accordance
with those developed for utility-scale solar energy, utility-scale onshore wind energy, and
green hydrogen.

Biomethane Availability and the Clean Fuels Program. By January 1, 2026, Ecology, in
consultation with the work group, must submit a report to the Governor and Legislature on
the availability of biomethane, identifying, at a minimum:
 the availability of biomethane as a feedstock for AJF within the state, including
whether biomethane availability is sufficient to support the statutory goal of one or
more facilities in the state producing at least 20 million gallons of AJF each year;
* the effect on biomethane availability if eligibility is limited to transport on pipelines
that flow toward fuel production facilitiesin the state at |east 50 percent of the time;
« alternative approaches to incentivize biomethane production in the state and ensure
the state benefits from such production; and
* the CFP credit prices and crediting periods required to incentivize capture of fugitive
methane to produce biomethane.

Until the report is completed, Ecology must not:
» adopt restrictions relating to pipeline flow or geographic origin of biomethane
claimed as a feedstock to produce AJF; or
 limit the CFP crediting periods to less than 20 years for the voluntary capture of
methane associated with biomethane claimed as a feedstock to produce AJF.
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Tax Preferences. Sales and Use Tax Deferral. The sales and use tax deferral for clean
energy projects is expanded to include personal property exclusively incorporated as an
ingredient or component of, or used in the generation of AJF, including fueling
infrastructure, as defined.

Property and Leasehold Excise Tax Exemptions. Certain buildings, machinery, equipment,
and other personal property used primarily to manufacture or blend AJF are exempt from
state property taxes and LETs (tax exemptions). The tax exemptions apply to facilities
manufacturing or blending AJF that has at least 50 percent less carbon dioxide equivalent
emissions than conventional petroleum jet fuel. An application and verification process is
outlined. Once properly filed, the exemption is valid for ten assessment years. DOR may
adopt rules to administer the tax exemptions. The tax exemptions only apply to taxes levied
by the state, but a local taxing district may authorize the same exemption for any facility
located within its taxing jurisdiction if it meets the same requirements provided.

Performance Statement. A tax preference performance statement is provided for the tax
preferences contained above. The Joint Legisative Audit and Review Committee must
complete a preliminary report by December 1, 2032.

Appropriation: The bill contains a section or sections to limit implementation to the
availability of amounts appropriated for that specific purpose.

Fiscal Note: Requested on January 30, 2025.
Creates Committee/Commission/Task Forcethat includes L egislative members. No.

Effective Date: Ninety days after adjournment of session in which bill is passed.
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