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Brief Description:  Exempting from the state public utility tax the sales of electricity to an

electrolytic processing business.

Sponsors:  Representatives Kirby, Conway, Morris, Holmquist and Hinkle.

Brief Summary of Bill

• Creates an exemption from the public utility tax (PUT) for income received by a utility
from the sale of electricity to a chlor-alkali or a sodium chlorate electrolytic processing
business.

Hearing Date:  1/23/04

Staff:  Pam Madson (786-7166).

Background:

Public and privately-owned utilities are subject to the state public utility tax (PUT).  The PUT is
applied to the gross receipts of the business.  For electrical utilities, the applicable tax rate is 3.873
percent.  Revenues are deposited to the state general fund.

The PUT does not permit deductions for the costs of doing business, such as payments for raw
materials and wages of employees.  However, there are several deductions and credits for specific
types of business activities.  These activities include wholesale sales and sales of electricity to
direct service industrial businesses.

There is a small number of large industrial manufacturers, mostly aluminum smelters, that
consume significant amounts of electricity in their processing operations.  They purchase their
electricity directly from the Bonneville Power Administration and are known as direct service
industrial customers or DSIs.  DSIs are not utilities and are not subject to the PUT tax and the
income to BPA (a federal agency) from those sales is not subject to the state PUT.

Industrial chemical businesses also use significant amounts of electricity in their chemical
processing operations.  Some of these businesses purchase their electricity from a local electric
utility.  The income to the utility from the sale of electricity to the chemical business is subject to
the state PUT.

Summary of Bill:
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Effective July 1, 2004, income from the sales of electricity by a utility to a chlor-alkali or a sodium
chlorate chemical business is exempt from the PUT if the sales contract between the utility and
the chemical business meets the following conditions:

(1) The electricity used in the chemical processing is separately metered from the electricity
used in the general operation of the business;

(2) The price of the electricity used in the processing of the chemicals and charged to the
chemical business is reduced by the amount of the tax exemption received by the selling utility;
and

(3) If the tax exemption is disallowed, the chemical business must pay the amount of the
disallowed exemption to the utility.

If the electricity originally obtained by the utility to meet the contracted amount required by the
chemical business for use in the processing of the chemicals is resold by the utility, the income
from the resale of that electricity is not exempt from the PUT.

Appropriation:  None.

Fiscal Note:  Not requested.

Effective Date:  The bill contains an emergency clause and takes effect immediately.
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