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Executive Summary

In 2014, the Legislature passed legislation requiring the Department of Revenue (Department)
to create a workgroup to consider the taxation of liquefied natural gas (LNG) used for marine
vessel transportation. The Department was tasked with providing recommendations to the
fiscal committees of the Legislature by December 1, 2025.

The Department formed the Workgroup, reviewed and analyzed current law, briefed the
Workgroup on its findings, and answered their questions.

The Department invited members of the Workgroup to submit their own recommendations.
These recommendations are in Appendix A and are shared in no particular order.

Workgroup members’ recommendations answer policy questions related to the taxation of LNG
that would require the Department to make a policy decision where the Department would
normally defer to the Legislature and Governor.

Additionally, the Legislature has made a series of changes to the law since 2014 which affect the
taxation of natural gas products, including changes made in the 2025 Legislative Session to B&O
tax rates that are to go into effect in 2027. Given the above and other reasons cited below, the
Department sees no technical reason to recommend a change to the current level and manner
of taxing of LNG used in marine vessel transportation and makes no formal recommendations.

In our discussions with the Workgroup’s other members, it became apparent that there are
several policy issues that have significant implications for Workgroup’s other members and
their operations. As a result, the Department invited other Workgroup members to submit
recommendations for inclusion in this report for the Legislature’s consideration (see Appendix
A). Please note: The Department takes no position on Workgroup members’ recommendations.

Introduction

About the LNG used in Marine Vessel Transportation Workgroup
(Workgroup)

In 2014, the Legislature passed ESSB 6440. Section 209(2) commissioned the Department to
create a workgroup “for the purpose of examining the appropriate level and manner of taxing
liguefied natural gas used for marine vessel transportation.”


https://lawfilesext.leg.wa.gov/biennium/2013-14/Pdf/Bills/Session%20Laws/Senate/6440-S.SL.pdf?q=20250707113134

The legislation required the Department’s recommendations to be delivered to the fiscal
committees of the Legislature by December 1, 2025.

Workgroup Members
The proviso in Section 209(2) instructed the Department to select representatives from the
following:

e Department of Transportation,

e Marine shipping industry,

e Manufacturers of liquefied natural gas, and

e Other stakeholders as deemed necessary.

The Department requested at least one representative from the following to participate in the
Workgroup:
e Pacific Merchant Shipping Association
e Port of Seattle
e Puget Sound Energy
Saltchuk
Seaport Alliance/Port of Tacoma
TOTE
Washington State Department of Transportation

Background Information

Legislative History

In the same legislation that commissioned this report, ESSB 6440 (2014), the Legislature made
tax policy changes to natural gas products used as transportation fuel. The Legislature explicitly
expressed its intent that it wanted to provide uniform tax treatment:

...The legislature further finds that it is sound tax policy to provide uniform tax
treatment of natural gas used as a transportation fuel, regardless of whether the
taxpayer providing the natural gas is a gas distribution business or not, so as to prevent
any particular entity from receiving a competitive advantage solely through a structural
inefficiency in the tax code. ..

The legislation made the following policy changes specific to natural gas products, as
summarized in the Final Bill Report for ESSB 6440 (2014):



https://lawfilesext.leg.wa.gov/biennium/2013-14/Pdf/Bills/Session%20Laws/Senate/6440-S.SL.pdf?q=20250707113134
https://lawfilesext.leg.wa.gov/biennium/2013-14/Pdf/Bill%20Reports/Senate/6440-S.E%20SBR%20FBR%2014.pdf?q=20250821100941
https://lawfilesext.leg.wa.gov/biennium/2013-14/Pdf/Bills/Session%20Laws/Senate/6440-S.SL.pdf?q=20250707113134

Other State and Local Taxes. The compression or liquefaction of natural gas by a gas
distribution business that is used as transportation fuel is considered a manufacturing
activity. Liquefied natural gas and compressed natural gas that are manufactured, sold,
or used as transportation fuel by a gas distribution business are exempt from state and
local PUTs and instead are subject to fuel taxes if it is used in a motor vehicle, or state
and local sales and use taxes otherwise. The gross receipts of a gas distribution business
that are exempt from the PUT are subject to the state B&O tax at the manufacturing
rate of 0.484 percent and local B&O taxes of up to 0.2 percent.

The existing sales and use tax exemption that a gas distribution business is eligible for on
machinery and equipment that is used in the production of compressed natural gas and
liguefied natural gas for transportation purposes is changed to a refund. A gas
distribution business may not apply for the refund until July 1, 2017, at which time they
would be eligible for a refund for the prior two years. After that time the gas distribution
business may apply for refunds quarterly. The refund is available to gas distribution
businesses until July 1, 2028, after which time they are not eligible for a refund or an
exemption.

The state and local brokered natural gas use tax does not apply where a consumer uses
the gas as a transportation fuel.

The existing export exemptions from fuel tax and sales tax on liquefied natural gas and
compressed natural gas for private and common carriers that operate by water in
interstate or foreign commerce is limited to 90 percent of the fuel that is transported or
consumed out of state. Proceeds from the additional revenue derived from the
narrowed export exemption are transferred from the General Fund-State to the Motor
Vehicle Fund and used to support Washington State Ferries and other state highway
system needs.

The provisions of the act are identified as a tax preference with the following public
policy objectives:
e promoting job creation and positive economic development;
e |lowering carbon dioxide, sulfur dioxide, nitrogen dioxide, and particulate
emissions; and
e securing optimal liquefied natural gas pricing for the Washington State ferry
system and other public entities.



Utility Companies. A gas distribution business that serves both private and public
customers operating marine vessels must provide liquefied natural gas to the
Washington State ferry system and other public customers at a rate that is not higher
than the rate that is charged to the private customer.

Since 2014, the Legislature has made other natural gas tax-related changes.

e [n 2019, HB 1070 was enacted and made the following natural gas tax-related changes:
o Codified a definition of “renewable natural gas.”
o Exempted sales of renewable natural gas by a gas distribution business from the
public utility tax (RCW 82.16.310).
o Inlieu of the public utility tax, a gas distribution business’ sales of renewable
natural gas are subject to B&O tax. (RCW 82.04.310)
o Included the production or processing of renewable gas within the definition of
“to manufacture” for B&O tax purposes.
e Inthe 2025 Legislative Session, the Legislature passed ESHB 2081. Section 102 of that bill
raises the manufacturing, wholesaling, and retailing B&O tax rates to .5% as of January
1, 2027.

Washington'’s Ferry Fleet & Electrification

While the 2014 legislation appears to assume Washington’s ferries would run on LNG, the
Washington State Department of Transportation has confirmed that it currently plans to build
and modernize Washington’s ferry fleet to hybrid-electric power by 2040. They have also
converted one of their largest vessels to hybrid-electric, with a decision on converting the two
others delayed until after the World Cup in 2026.

Taxation of LNG - Current Law

Retail Sales Tax

Generally, retail sales tax applies to all retail sales of tangible personal property, including LNG
and machinery and equipment used to manufacture LNG, unless a statute requires other tax
treatment. There are several such statutes as it pertains to LNG used as a “transportation fuel.

Sales of LNG to common carriers engaged in interstate commerce by water
Until June 30, 2028, RCW 82.08.0261 provides a retail sales tax exemption that applies to sales
of LNG to common carriers engaged in interstate commerce.


https://wsdot.wa.gov/construction-planning/major-projects/ferry-system-electrification
https://app.leg.wa.gov/rcw/default.aspx?cite=82.08.0261

Sellers of LNG are not required to collect retail sales tax from customers that are operating as
private or common carriers by water in interstate or foreign commerce if they meet both of the
following requirements:
e The customer is registered with the Department of Revenue.
e The customer provides a completed Buyer’s Retail Sales Tax Exemption Certificate to the
seller.?

Buyers entitled to this retail sales tax exemption must do one of the following:

e If the seller does not collect retail sales tax from the buyer, then the buyer must remit
directly to the Department retail sales tax on 100% of LNG consumed in this state and
on 10% of LNG that is transported and consumed outside of this state; or,

e The buyer may choose to pay retail sales tax to the seller on the full amount at the time
of purchase and then request a refund on the qualifying amounts directly from the
department.

After June 30, 2028, RCW 82.08.0261(3) limits this exemption to sales of LNG for uses other
than “use as fuel in any marine vessel.”

Sales of Certain Machinery & Equipment

A gas distribution business that manufactures LNG for use as transportation fuel must pay retail
sales tax when purchasing machinery and equipment used in the manufacturing process. Under
RCW 82.08.02565, the gas distribution business may then apply quarterly for a remittance
(refund) from the department for the retail sales tax paid on such equipment until June 30,
2028.

The equipment must qualify as “machinery and equipment” as defined in RCW 82.08.02565. A
gas distribution business may apply for such a remittance no more than once per quarter and
may not apply for a remittance after June 30, 2028.

The business must retain adequate records to substantiate the exemption, including:
e |nvoices,
e Proof of tax paid, and
e Documents describing the machinery and equipment.

1n lieu of a Buyer’s Retail Sales Tax Exemption Certificate, the seller may accept a completed Streamlined Sales
Tax Exemption Certificate that includes the buyer’s tax registration or UBI number.
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Businesses that do not meet the definition of a gas distribution business that manufacture LNG
for use as transportation fuel do not need to apply for a remittance. These businesses may use
the Manufacturer’s Sales and Use Tax Exemption Certificate to purchase qualifying machinery
and equipment if all requirements are met for the exemption.

Use Tax & Brokered Natural Gas Use Tax
If a consumer uses LNG for “transportation fuel” as defined in RCW 82.16.310, the LNG is not
subject to use tax, including local use tax? under RCW 82.12.022(6).

If a consumer uses LNG for any use that is delivered in any other way besides a pipeline, that
use is exempt under RCW 82.12.022(3). Neither the Department nor participating Workgroup
members were aware of any transfers of LNG via pipeline to end consumers.

B&O0 and Public Utility Tax

Generally, the sale of LNG gas by a gas distribution business that will be used as transportation
fuel is subject to Business and Occupation (B&O) tax under the retailing and, possibly,
manufacturing tax classifications per RCW 82.16.310 and RCW 82.04.310.

As of January 1, 2027, the retailing and manufacturing rates will increase to .5% under ESHB
2081 (2025).

Gas Distribution Businesses Who Manufacture or Sell LNG as Transportation Fuel.
Gas distribution businesses who manufacture LNG can report income under the manufacturing
B&O tax classification instead of the public utility tax if they meet both of the following:
1. The gas will be used as transportation fuel or for manufacturing transportation fuel, and
2. The buyer provides a Purchases of Natural Gas for Use as Transportation Fuel certificate
to the seller.

Producing LNG for sale or uses other than transportation fuel is not a manufacturing activity for
purposes of B&O tax.

A business that sells LNG for use both as transportation fuel and other uses must separately
report their income under the B&O tax and public utility tax, as appropriate.

2 Per RCW 82.14.030 and RCW 82.14.230, local use tax does not apply.


https://app.leg.wa.gov/rcw/default.aspx?cite=82.16.310
https://app.leg.wa.gov/RCW/default.aspx?cite=82.12.022
https://app.leg.wa.gov/RCW/default.aspx?cite=82.12.022
https://app.leg.wa.gov/RCW/default.aspx?cite=82.16.310
https://app.leg.wa.gov/RCW/default.aspx?cite=82.04.310
https://app.leg.wa.gov/RCW/default.aspx?cite=82.14.030
https://app.leg.wa.gov/RCW/default.aspx?cite=82.14.230

Recommendations

Since this report was originally commissioned in 2014, the Legislature has considered and made
several tax-related changes. This includes rate changes, effective in 2027, to B&O tax
classifications under which a gas distribution would likely report; Washington’s ferry fleet is
being electrified instead of being powered by LNG; and the Legislature has taken action to treat
other natural gas products, such as renewable natural gas, similarly to non-renewable natural
gas for tax purposes.

Given the above, the Department sees no technical reason to recommend a change to the
current level and manner of taxing of LNG used in marine vessel transportation and, therefore,
makes no formal recommendations.

In our discussions with Workgroup members, it became apparent that there are several policy
issues that have significant implications for other Workgroup members and their operations.
These are substantive issues, the answer to which is beyond what the Department considers its
proper purview. As a result, the Department invited the other Workgroup members to submit
recommendations for inclusion in this report for the Legislature’s consideration.

Appendix A contains the recommendations of the other Workgroup’s members. The
Department takes no position on the recommendations in Appendix A. We hope this additional
information proves helpful.



Appendix A: Other Workgroup Members’ Recommendations

Please note: The Department of Revenue takes no position on recommendations that follow.



October 28, 2025

Mr. David Duvall
Department of Revenue
6500 Linderson Way SW
Tumwater, WA 98501

Re: Liquefied Natural Gas (LNG) Tax Preference for Marine Vessel Use under RCW
82.08.0261

Dear Mr. Duvall,

Thank you for your time and consideration regarding the existing tax preferences added by
the Engrossed Substitute Senate Bill (ESSB) 6440 of 2014. In that bill, the Department of
Revenue was directed to examine the appropriate level and manner of taxing liquefied
natural gas (LNG) used for marine vessel transportation, to convene a workgroup, and after
consulting the workgroup, make recommendations to the fiscal committees of the
Legislature by December 1, 2025. As members of the workgroup selected by the
Department of Revenue, we offer the following recommendations.

Summary

Washington should continue the existing tax preference for LNG used as a marine
transportation fuel. The current preference supports the use of cleaner-burning LNG in
state’s maritime sector, enabling substantial reductions in air emissions while preserving
Washington’s competitiveness as a fueling and logistics hub for interstate and
international maritime commerce. Allowing the exemption to sunset in 2028 would create
a significant tax disparity that penalizes LNG users relative to other maritime fuels,
undermining both state environmental objectives and the operational viability of LNG
infrastructure investments already made in Washington.

Background and Tax Context

Washington State taxes fuel through multiple statutes administered by the Department of
Licensing and the Department of Revenue. Generally, fuel taxes apply to highway use,
while retail sales or use tax applies to off-highway consumption, including maritime fuels
(WAC 458-20-126).



Under RCW 82.08.0261 and 82.08.0262, common carriers by water engaged in interstate
or foreign commerce receive a partial sales and use tax exemption for fuel used both inside
and outside Washington waters. This longstanding policy preserves the competitiveness of
Washington ports.

In ESSB 6440 (2014), the Legislature created a specific carve-out for LNG, limiting the
exemption to 90% of fuel used outside Washington and applying a sunset of July 1, 2028.
When the sunset takes effect, LNG will be the only marine fuel taxed at the full retail sales
rate, while diesel and other fuels will retain the use-based partial exemption. This creates
an immense and immediate burden on the use of the only cleaner burning fuel available for
vessels of this size within Washington waters, and disincentives the fueling of marine
vessels operating in Washington state entirely.

Economic and Market Implications

If the LNG preference is allowed to expire:

e Washington fueling operations would become noncompetitive. LNG-fueled vessels
would have strong incentives to bypass Washington ports to refuel elsewhere.

e State LNG infrastructure investments would be stranded. More than $80 million has
been invested in LNG bunkering facilities, including TOTEs Tacoma LNG terminal,
which was developed in reliance on long-term market and policy stability.

e Localjobs and port activity would suffer. The LNG supply chain supports unionized
maritime, terminal, and engineering jobs, along with secondary economic activity
across the state.

Maintaining the exemption ensures continued economic activity, energy reliability, and
regional competitiveness consistent with state policy goals.

Environmental and Climate Implications

LNG is widely recognized as a cleaner-burning alternative to marine diesel, significantly
reducing key pollutants:

e 90% reduction in particulate matter (PM)
e 80-90% reduction in nitrogen oxides (NOXx)
e Virtually zero sulfur oxides (SOx)



e 20-30% reduction in greenhouse gas emissions on a lifecycle basis compared to
conventional marine fuels

LNG is an important transition fuel in supporting the decarbonization of maritime transport
while the industry advances toward zero-emission fuels such as hydrogen or ammonia —
but these technologies are decades away from being able to be utilized at scale. Not
renewing this tax preference would directly contradict the state’s goals to incentivize

lower-emission fuels.
Administrative and Tax Policy Considerations

The continuation of the LNG tax preference aligns with long-standing tax neutrality
principles for interstate commerce:

e |t avoids discriminatory treatment of one fuel type over others used in the same
manner.

e [t maintains consistency in tax administration between the Department of Licensing
(for fuel taxes) and the Department of Revenue (for retail and use taxes).

e Itupholds the policy intent of RCW 82.08.0261 - to tax only the portion of fuel
“actually used” within the state.

Eliminating the preference would introduce administrative complexity, require sellers to
assess and collect tax on LNG transactions that are predominantly out-of-state use, and
contradict the principle of equitable tax treatment among fuels.

Recommendation & Conclusion:
We recommend that the Legislature:

1. Extendthe 2028 sunset for LNG used as a marine fuel out by ten years.

2. Align LNG’s treatment with that of other fuels under RCW. 82.08.0261 providing
use-based exemption rather than full retail sales tax liability.

3. Consider codifying neutrality across fuel types to ensure that tax policy supports -
not penalizes — adoption of cleaner lower-emission marine fuels.

LNG is the only commercially viable clean alternative to conventional marine fuels
currently available in Washington. The tax preference has successfully met its statutory



purpose - facilitating cleaner fuel adoption, catalyzing major private investment, and
delivering measurable environmental and public-health gains.

Discontinuing the preference would impose punitive taxation on a cleaner fuel, discourage
refueling in Washington ports, and erode years of progress toward sustainable maritime
commerce. Continuing the LNG tax preference is not only justified — it is essential for
ensuring long-term economic and environmental returns to the state.

Sincerely,

Jory Kalwerson

Joey Halverson, Vice President of Operations
TOTE Maritime Alaska, LLC

Matt Steuerwalt, Senior Vice President of External Affairs
Puget Sound Energy

Blaise Sinclair, Senior Tax Manager
Saltchuk Resources, Inc.
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Sean Eagan, Government Affairs Director
Port of Tacoma



Supporting References
RCW 82.08.0261; RCW 82.08.0262; WAC 458-20-175
ESSB 6440 (2014) - Legislative intent and fiscal notes

Washington State JLARC 2025 Tax Preference Performance Review: Natural Gas Used for
Transportation (DRAFT)

Puget Sound Clean Air Agency: Tacoma LNG Air Permit Findings

Maritime Blue Strategy, 2021: Decarbonizing Washington’s Maritime Sector



	Cover Memo_LNG Report_10-29-25
	DOR LNG Legislative Report_12-1-2025
	Executive Summary
	Introduction
	About the LNG used in Marine Vessel Transportation Workgroup (Workgroup)
	Workgroup Members

	Background Information
	Legislative History
	Washington’s Ferry Fleet & Electrification

	Taxation of LNG – Current Law
	Retail Sales Tax
	Sales of LNG to common carriers engaged in interstate commerce by water
	Sales of Certain Machinery & Equipment

	Use Tax & Brokered Natural Gas Use Tax
	B&O and Public Utility Tax
	Gas Distribution Businesses Who Manufacture or Sell LNG as Transportation Fuel.


	Recommendations
	Appendix A: Other Workgroup Members’ Recommendations

	DOR LNG Report Appendix A

