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SENATOR DEAN FLOREZ:  …yes, that helps.  Thank you very much.


The goal of it is to talk about cow power and clean air, as we call it, implementation of digester technology, and the dairy operations in the State of California.


Number one, I'd like to thank all of you for being here this afternoon.  Obviously, the focus today will be on the issue of digesters, particularly on California dairies.  This is the 14th hearing of the Select Committee on Air Quality.  We've had these hearings over the past two years on air quality issues that are facing the San Joaquin Valley.  Many of the hearings, we've looked at the impact in terms of agricultural industries and air pollution and today's issue, of course, is—it's been raised several times during the air quality debates--on methane digesters.


The information hearing that we'll be looking at today will be the issues of implementation, getting them up and running, and on our dairies particularly, and the impact it will have on air quality and water quality.


California, as you probably know, leads the nation in production of renewable energy, whether it be solar or wind power.  And in the case of digesters, California has also greatly supported the availability and the ability of dairy operations to turn pollution-producing waste into power.


Since 1982, with some assistance from the state, several dairies and farms in California have used anaerobic digestion to take animal waste and produce and to produce clean, reliable energy, at the same time, allowing dairy operations to reduce some harmful greenhouse gas emissions.


While constructing a digester takes significant up-front costs—and the committee recognizes that—it can save, we believe, dairy operations money in the long run.  This, in part, has happened through the recent establishment of the methane digester net metering pilot program.  Despite these advantages, the technology has been costly, many have failed, and several challenges exist to farms and dairies attempting to hook up to the grid.


Today we're going to talk about the potential advantages and challenges.  We're going to be looking at three basic questions today from the committee's perspective, and I should say that we will have the transcript of this particular hearing available soon on, not only on the Internet but in our office, if people are interested.


But the three questions we'd like to get answers for today:


First, what changes to the net metering laws would promote the use of more dairy digesters, what are the costs of such changes, and who would pay for them?


Two—well, that's three in one but let me get to the second—is there a need to revisit the state's Generation Rule 21 to require more consistency between utilities and reducing existing barriers so that methane digester operations are easier to implement?


Three, to what level are methane digesters able to reduce air quality pollution contributed by dairy operations?


Obviously, today we have here to testify the California Energy and Public Utilities Commission, the environmental consultants, methane digester engineers, dairymen, investor-owned and municipal utilities, as well as air- and water-quality officials.


The bottom line is, considering the cost savings and ability to reduce some air pollution, as well as the possibility that air districts may require this technology in legislation that we've passed early last year, this is a very important legislative hearing in terms of keeping the legislature informed on how we can move forward on this particular issue.


That being said, I'm sure Senator Bowen will join us at some portion during the hearing as well as some other members of the Energy or Air Quality Committee.


Until that time, let's go ahead and start with the Digester Technology on California Dairies Overview.  We have Allen Dusault, Sustainable Conservation; George Simons, Renewable Program manager of California Energy Commission; Mike Marsh, Western United Resource Development; and Valerie Beck, California Public Utilities Commission.


If you could all come up and find a space somewhere within this.  I know we have a PowerPoint presentation.  Who's doing that?  Okay.  This is a later presentation.  So you can come up and we'll start with Allen.


MR. ALLEN DUSAULT:  Thank you, Senator Florez.


My organization is a nonprofit environmental group.  We're based in California.  We have been working over the last four years or so to improve the performance of some of the agricultural industries in California.  We work both from a perspective of looking at environmental benefit.  We also work to identify financial advantage to adopting environmental technologies.  I think that's a centerpiece of the Methane Digester Program, where there is a potential to have a cost savings by offsetting electricity purchases and maybe in the future to sell electricity.  I think there's one dairyman currently doing that under an old contract.


Our partners include regulators, researchers, ranchers, dairy trade associations, and others.  We also work with utilities and have met regularly with PG&E.  We have a former board member who is an executive with Southern California Edison, so we're very much in a collaborative mode.


When we started working on this issue about three or four years ago, we were, I guess, very idealistic and probably a bit naïve about what the issues would be and how easy this would be to do.  But let me talk about the experiences we've learned from over the last three or four years, particularly in the last two years, since the legislation, the SB 5X monies became available and the process, AB 2228 was adopted.


I'm going to talk about two categories of issues.

One is problems implementing the AB 2228 and then a second category relating to the interconnection problems, getting the digesters hooked up.  Beginning with the issues with AB 2228, the major problems have been really in our interactions with utilities.  I'm going to begin with, setting the tariff of the net metering under AB 2228 took a year.  The first advice letters from the utilities were inconsistent with or contradicted the legislation, AB 2228, and they were challenged by sustainable conservation, Western United Dairymen, Milk Producers Council, and others.  That was before the PUC.  They agreed with these challenges and the utilities had to revise the tariffs.  Then while the revisions from Southern California Edison and San Diego Gas & Electric were acceptable, those revisions by PG&E, we found not acceptable and, again, challenged them before the PUC and they, again, sided with us a second time, and finally some acceptable tariffs were adopted.


 A consequence of this process was a delay of about 12 months in implementing net metering.  There was confusion in postponement of an interconnection, and there was a negative perception, I think, developed among dairymen about the benefits of billing digesters.


Let me move onto some of the interconnection problems that we've had.  I'm not going to go through some of the detail.  I think others will speak to that and I'll have some written testimony submitted on that.  But basically, the interconnection problems with utilities have proved very challenging.  We all understand the importance of safety for the utility, for the farmer, and the importance of grid reliability.  We also know that these problems can be solved and there are many examples from other states and from Europe.


Denmark, for example, has 62 percent of its electricity produced by distributive generation and they do it safely, without substantial interconnection problems that we've had in California.  It often appears that safety is used as an excuse for contradictory requirements, both between the utilities, within the utilities, and with existing rules or guidelines, such as Rule 21.  Many of these requirements are not required by other states, were previously not required in California, or required by one utility engineer and not another.  The safety issues do not explain all the problems we've had, and some of the interconnection experts say the system is broken.


Let me wrap up quickly and summarize.


SENATOR FLOREZ:  What was the percentage in Denmark?


MR. DUSAULT:  Sixty-two percent.


SENATOR FLOREZ:  Sixty-two percent, and those are self-sustaining, self-producing…


MR. DUSAULT:  That's distributive generation.  That's both renewable and nonrenewable.  That's the same scenario rather than centralized power plants.  It could be windmills; they could be combined-cell gas turbine but they've done distributive generation.  There's other Scandinavian examples—when I was in Sweden, some things going on there and Germany, et cetera.


Just to summarize…


SENATOR FLOREZ:  What percentage of dairies, of the dairies that you've seen…


MR. DUSAULT:  What percentage have interconnection problems?


SENATOR FLOREZ:  Yes.


MR. DUSAULT:  All the ones I've dealt with.


SENATOR FLOREZ:  No, in these other countries.


MR. DUSAULT:  They don't seem to have—I haven't discovered any, not that they don't have any.  But if you talk to the people in Sweden or Denmark and whatnot, they seemed to have figured out the system, how to do it.


SENATOR FLOREZ:  Okay.


MR. DUSAULT:  I think there's other states in the United States—New York being an example—where they have a streamlined process that actually works fairly well.  I think there's someone's going to speak to that.


SENATOR FLOREZ:  Okay.  Before they do, just give me an idea.


MR. DUSAULT:  I think New York has a requirement, a certain timeline, for implementation, that is, if a utility gets an application, they don't have a year or two to review it.  They have to review it by a certain deadline.  I think the fees are set; they can't charge more than a certain amount.  There's some discretion but it's not unlimited as it is in California.


SENATOR FLOREZ:  Okay.


MR. DUSAULT:  That gets to my summary issue here.  The interconnection process in California is controlled entirely by the utility.  The utility completes the process in the timeframe that it determines.  The utility charges what it wants and decides to grant an approval when and if it chooses.  There is no appeal from any of its decisions.  This situation has resulted in problems for dairymen, specifically in obtaining timely review of applications, having reasonable fees, consistent interconnection requirements, and a clear and understandable process that does not deter future investment and digester technology.
I have actually about seven or eight specific recommendations.  Let me just read three or four of them real quick.


SENATOR FLOREZ:  Why don't you read all of them so can get them on the record?


MR. DUSAULT:  (Laughter)  An appeals process needs to be put in place to counterbalance the IOU's, the investor-owned utilities', absolute authority in determining installation requirements, setting interconnection study fees, or making potentially flawed decisions.  Other states may provide some examples.


Net metering legislation to replace AB 2228 needs to be put in place before it expires in January 2006.  It should include review time limits similar to AB 58 which I think is for wind and solar.  AB 2228 gives the net-meter customer credit for the electricity produced at the cost of generation, not the full retail rate, reducing the benefit of net metering.  Replacement legislation should provide for net metering at the full retail rate.

Then a couple of other issues relate to—it would be nice if the dairies could receive compensation for the excess electricity that they generate.  They do not now.  A faster tariff process would be advantageous and avoid some of the delays.

The Rule 21 process is dominated by the utilities.  In many cases, the requirements are now more complex and incomprehensible before there was a Rule 21 process.  I think the dominance of the utilities needs to be reduced in a more user friendly and workable process installed that works in practice and not just in theory.

A final point, as we speak, California is again experiencing electricity shortages.  There needs to be new incentives for the IOUs to pursue or support distributive generation.  It's not just dairies that are having the problems.  But if the IOUs are not, have no incentive to either invest in distributive generation or purchase electricity from distributive generators, then we're going to face a much more difficult future in terms of our electricity, reliability, and supply.

SENATOR FLOREZ:  Great.  Thank you.  A couple of questions for you.

MR. DUSAULT:  Yes.

SENATOR FLOREZ:  Your organization's role in terms of the administration of these monies, what do you do?

MR. DUSAULT:  We were on the review committee for the applications so we provide, I guess, technical review and evaluation of the submittals with Western United Dairymen and some other partners.

SENATOR FLOREZ:  And how is that going?

MR. DUSAULT:  That process is completed and all the applications have been submitted, reviewed, and construction has taken place.  I can give you some numbers.

SENATOR FLOREZ:  In terms of the 30-some-odd projects that you have improved in terms of—okay.  Give us an update in terms of the installation of these projects.

MR. DUSAULT:  Well, only about a dozen were actually, you know, proved for the go-ahead for construction.  There were about three dozen applicants; about a dozen or so were approved.  Of those, maybe…

SENATOR FLOREZ:  Where are they in terms of implementation?

MR. DUSAULT:  Most are nearly complete.  I think there's a couple that are still in construction.  Most are complete and actually some are operational; probably three or four operational.  Others are just about operational or the interconnection problem is the delay.

SENATOR FLOREZ:  So the thought is, once they're fully operational—which one would be the first, do you imagine, would be fully operational and ready to connect?

MR. DUSAULT:  Let's see.  In PG&E territory, that probably was the Strauss Dairy.

SENATOR FLOREZ:  The Strauss Dairy?  And where's that located?

MR. DUSAULT:  That's up in Marin County.

SENATOR FLOREZ:  Marin County?  And so the thought is, as soon as that's fully operational and ready, the date would be…

MR. DUSAULT:  It is.  It's open.  They're doing it and it's going.  They actually are on the news and everything.

SENATOR FLOREZ:  And they're connected?

MR. DUSAULT:  They are, they are.  That was about an 8-to-12 month process.  There's a dairy in Lodi that's been waiting a year for an approval and still does not have it.

SENATOR FLOREZ:  Approval meaning…

MR. DUSAULT:  That's the approval from PG&E in this case.

SENATOR FLOREZ:  Okay.

MR. DUSAULT:  And there's another dairy in the Atwater area that's, I think, recently received approval.  I think there was a problem that the utilities discovered and it's not—I don't think the approval was rescinded but it's not officially operating under the requirements.

SENATOR FLOREZ:  Okay.  And how much, just for the record, how much on average, how much power is actually generated for a ton of manure?

MR. DUSAULT:  Oh, boy.  It varies a little bit.  I don't want to give you a wrong number here, but you want per ton?

SENATOR FLOREZ:  Yes.  Give me an equivalent.

MR. DUSAULT:  Each cow generates about 120 pounds per day of manure—excuse me—of liquid and solid waste.  That's about—you can generate about 200 kilowatts, about two light bulbs, 200 watts per cow per day.  I think that's about right.  If you multiply that by number of cows, I think that gives you a pretty good estimate of how much.

SENATOR FLOREZ:  One cow, two light bulbs.

MR. DUSAULT:  It's about right.  It just depends on how much you capture and all the rest of it but that's a ballpark.

SENATOR FLOREZ:  Okay.  All right.  In terms of our website, you have on it, it says "digester"—the technology, I assume you're speaking with—"will destroy methane gas and air pollution from dairy liquids would be substantially mitigated."  Is that correct?

MR. DUSAULT:  Oh, boy.  Well, we get to the science of air pollution.  I'm not an expert on that.  I think with the methane, that's pretty clear.  When you burn the gas in an engine, you destroy the methane.  It's converted to moisture and C02 and whatnot.  The VOCs, the Volatile Organic Compounds, is one of the possible constituent's air pollutants in it.  We don't have an opinion as to the…

SENATOR FLOREZ:  I'm not necessarily speaking to the VOCs.

MR. DUSAULT:  Right.  But presumably, the people we've talked to, when it's combusted an engine, the temperatures in that engine, it will basically destroy some of those pollutants, the ones that I think are of concern.  There is some N0x production, irrespective—you know, pure methane still produces some N0x but it's nominal.

SENATOR FLOREZ:  Okay.  Also in your website, you say that there is "a strong economic incentive to install and utilize environmentally friendly methane digesters."  I guess given your testimony, what's the strong economic incentive?

MR. DUSAULT:  Well, certainly with the matching funds under the SB 5X, the economics are fairly attractive.  I think the basic incentive is for dairymen, some of which pay $40,000, $50,000, $60,000 a year in electricity bills.  They can basically supplant that bill over the course of a year by generating really all their own electricity and possibly surplus for export.

SENATOR FLOREZ:  Okay.  And you mentioned the legal impediments—I think you did a very good job—in AB 2228.

MR. DUSAULT:  Correct.

SENATOR FLOREZ:  A revision and also the interconnection issues.  Anything beyond that in terms of legal impediment?

MR. DUSAULT:  I mean I think there are some other legal issues but I think most of those are not directly related to the utilities.  I mean I think there's some longer-term issues about what we can do to provide incentives for construction of more digesters but I think, if we can address the legislation, the net metering, and the interconnection issues, I think that would go a long way toward solving the problem.

SENATOR FLOREZ:  I know we're going to talk about this a little later in the hearing, but maybe you can just give me your perspective on it.  What difference would it make if net metering for these digesters was accounted for, let's say, solar or wind technology?

MR. DUSAULT:  You mean in terms of revenues?

SENATOR FLOREZ:  Yes, same accounting, same, if we were to use net metering in the same manner.

MR. DUSAULT:  Well, if you can generate 1.5 times your use, and obviously we're talking about averaged over a course of the year--there's peak demand and all the rest of it—but that would be, could be another $20,000, $30,000 worth of revenue, depending upon the size of the dairy; and if it's a very  large dairy, maybe significantly more than that.  Of course, that would also help our electricity problem a little bit.

SENATOR FLOREZ:  Absolutely.  Okay.  Great.  Thank you very much, appreciate it.

George Simons, Renewable Programs manager, California Energy Commission.

MS. CECILLE ?? MARTIN:  Hi.  I’m Cecille Martin.  I'm the leg. director for the Energy Commission.  I wanted to introduce George Simons.  He is the lead in our Public Interest Energy Resource Program for all renewables, and this is just a part of what he does.  He's brought a presentation.

Did you want to go back there?

SENATOR FLOREZ:  Is this the PowerPoint we have?

MS. MARTIN:  Yes.

SENATOR FLOREZ:  Yes.  And if you can probably turn that towards the audience.  We'll follow.  We have our hard copy here.  That way, everybody can follow along.

MS. MARTIN:  We've provided you with that and also with a report that was done last year that might give you some specifics in your ongoing investigation.

SENATOR FLOREZ:  Okay.

MR. GEORGE SIMONS:  What I'm going to talk about is the Dairy Power Production Program that was referred to in SB 5X.  We managed that program; we hired Western United Dairymen, or WURD, to go ahead and administer it.

When we set up the program, it was important that—I typically run a research program, and it was very clear from 5X that this was not a research effort.  What we wanted was commercialized technologies.  We wanted to deploy these as fast as possible.  The intent was to try to get as much peak production as possible.  So we really thought that--there's over 2,100 dairies in California.  We obviously couldn't touch all the dairies so we had to pick representative dairies; that if we these were successful, we could translate the results throughout California.

We wanted them to be reproducible, we wanted to make sure that the operations were reliable and seamless to the dairymen.  Dairymen are in business to produce milk, not to produce electricity.

We also wanted these to have economic gain to the dairies, and that's a critical point because one of the things that we focused in on—and I think it has a bearing on the distributive generation nature of these biogas systems—is that they can be sized to displace retail-rate electricity.  It just so happens, you asked the question about wind and PV.  Both of those are intermittent, what we call intermittent renewables.  They don't provide power on a 24-hour basis a day.  Dairy digesters have a great capability to follow peak, so they provide very good, valuable contributions to distributive generation.

We also felt that there was a real economic objective here of reducing potential ground or—excuse me—surface water contamination by in fact having a contained vessel that would be a standard future for most dairies and eliminating or essentially eliminating methane emissions.  Again, from the Energy Commission's perspective, we did this because, one, we think it makes a lot of sense for dairies to be good environmental partners but also it helps to reduce the peak demand issue in California.

There are some other slides in here.  I'm going to skip through them or go through them very quickly.  The framework was that we would be the program administers [sic] or managers setting the policies.  We'd hired WURD as the administrator to deal with day-to-day issues and we did put together an advisory group.  Sustainable conservation was one of the entities.  In addition, we had some other state agencies and private-sector folks on there.

We set up a screening criteria that was pretty, what we thought was pretty straightforward, because we knew there was a high amount of interest in the program from the dairy industry and we wanted to make sure that we were objective in what we did.

I'm going to jump to the overall program status, where we're at.  We've had over 60 applications to the program requesting in excess of about $60 million.  We've awarded 14 projects.  When we set out with this program, my initial goal was to try to get around 20 projects.  I think we've done fairly well in getting 14 projects.  I think that there's some issues that impeded us in getting an even higher number of projects.  So we've awarded, out of the $10 million, $5.8 million.

I do have—if you look at the very back end of your package—it's a project snapshot so it's a status of the 14 projects.  Of the 14 projects, ten are essentially 80 to 85 percent complete.  Two are complete with interconnection—both of those were talked about earlier—and then we have some that are on hold.  All of these projects have to be completed by the end of this calendar year, however, and we anticipate that they all will be completed.

I'm going to come back and talk about this a little bit later, though.  I did want to mention, that what we've seen throughout the program is, that the dairies that are putting in these systems are fairly representative of the California dairy industry.

SENATOR FLOREZ:  …project snapshots.  Those are the—you're looking at the 201(b), down?

MR. SIMONS:  Yes.

SENATOR FLOREZ:  Okay.  Are one of those the West United Resources Development Corp?

MR. SIMONS:  Well, Western United Resource Development is the program administrator, so all of these projects--

SENATOR FLOREZ:  Does that fall within that administration?  Okay.  Gotcha.


MR. SIMONS:  --are all within the WURD program.


SENATOR FLOREZ:  Thank you.


MR. SIMONS:  So they are well distributed.


SENATOR FLOREZ:  So they administer the entire program?


MR. SIMONS:  Yes.  We manage it and they do the day-to-day operations.  And what I mean by that is, if invoices come in for payment on the projects, then they process the invoices for us.


SENATOR FLOREZ:  And what was the process to select those folks?


MR. SIMONS:  To select WURD?


SENATOR FLOREZ:  To select West United Resources.


MR. SIMONS:  What I did is I was looking for a program administrator that I wanted some credibility with the dairy industry, and so we went through a sole source on this.  Again, Western United Dairymen—Mike Marsh had come in to talk to me about SB 5X legislation.  I realized that they had very high credibility with the industry, and so I asked him whether or not he'd be willing to administer the program for us.


SENATOR FLOREZ:  Okay.  So that was the sole source?


MR. SIMONS:  That was the sole source.


SENATOR FLOREZ:  Okay, and we'll get back to that.  Go ahead.


MR. SIMONS:  Okay.  What we've seen throughout the program also is that the costs are all over the place, which is what you would expect with 14 projects.  It's not a large statistical sample.  Generally, though, what we're seeing is, they do provide economic payback to the dairymen on the order of about six years without the rebate and half of that with the rebate.


There's a slide in here that talks about projects addressing the electricity needs.  Again, what we did is we looked at what's the actual electricity consumption at the dairy and then we plotted that against what's the anticipated amount of electricity generated from these biogas systems.  What we found generally was a very good fit between electricity consumption and production.  Again, from a DG perspective, that's exactly what you'd like to see.  Again, because these are not intermittent resources, we see a good capability for them to load ?? follow.


In addition, on methane gas reductions, these 14 projects would reduce methane gas emissions on about the order of about 2,000 tons per year.  If you looked at the entire dairy industry, there's about a potential for over 100,000 tons per year of methane gas reduction.  So this about 2 percent that we're getting.  Again, we think that these are projects that we can translate throughout this state.


So our overall program results, again, we funded 14 projects for $5.8 million.  We actually had to hand back $2.8 million to the general fund because we were not able to hand out all the monies.


SENATOR FLOREZ:  What year was that?


MR. SIMONS:  That was last year.


SENATOR FLOREZ:  Last year's budget?


MR. SIMONS:  Yes.  I actually held off on handing it back as long as I could because I thought there was the capability to maybe be able to use the money for Dairy Power Production Programs.


SENATOR FLOREZ:  And the reason it was sent back to the general fund?


MR. SIMONS:  Well, under the SB 5X legislation, we had to get these projects in under a rapid timeframe.  The governor then directed—there was an executive order saying, any of the monies that could be unencumbered, that were not currently encumbered for projects, had to go back to the general fund. 


SENATOR FLOREZ:  And "encumbered" is a broad term.  So what does that mean?  You hired someone to oversee the program, correct?  Could they have entered into even some preliminary discussions in order to, in essence, say that some of these funds are encumbered?


MS. MARTIN:  This applied to the entire program and it really was all funds that were not currently under in contract, and under contract means encumbered.  We didn't pull back…


SENATOR FLOREZ:  Who does the contracts?  Who'd you hire to do the contracts?


MS. MARTIN:  Well, it was a state contract.


SENATOR FLOREZ:  How does that…


MR. SIMONS:  What we did was we encumbered the full 10 million to Western United Dairymen.  Then they had to come up with individual contracts.  That was the selection process.  I actually tried to delay on this as long as I could, to be honest.


SENATOR FLOREZ:  So Western United Dairymen had the opportunity to not lose $2.8 million, and they couldn't find people that would want to take money?


MR. SIMONS:  They couldn't find dairies that were willing to, under the expedited process that we had—with the problems that they were encountering.  I mentioned that we wanted this to be a commercial program.  One of the reasons for that is, the dairy industry went through a cycle in the 1980s with putting biogas systems.  Some of the dairymen who put in those systems, and sometimes with greater than 50 percent match on their side, ended up with biogas systems that didn't work, ended up with rate tariffs that were a disadvantage to them, so the industry has been very hesitant.  When they saw a lot of volatility in milk prices and they saw some hang ups with interconnections, so we saw what was initially a very high amount of interest in the program then being put on hold.


SENATOR FLOREZ:  Okay.  Go ahead.


MR. SIMONS:  So the lessons learned, what we've learned out of this is, again, the diary industry is very wary of these systems.  I think they see a high potential for benefit, both on an environmental, as well as an economic and energy perspective, but they've very leery of government processes and potential lawsuits.  Like Allen, we thought this would go much faster.  I think I was very naïve about the number of hurdles that are involved in this.


SENATOR FLOREZ:  Okay.  Just a couple of questions for you.  You're part of a—give us maybe an update on Rule 21 in the Working Group Report.  Where is that?


MR. SIMONS:  I'm not really part of the Rule 21.


SENATOR FLOREZ:  You're not part of that process at all?


MS. MARTIN:  The Energy Commission is participating in that process in a collaborative way with the PUC, and I think the PUC would handle any of those questions.


SENATOR FLOREZ:  Yes.  I'm going to ask him about it.  So you don't have any thought on how it's going?


MS. MARTIN:  In terms of the collaboration, I think it's going well.  We've done some assessment overall, distributed generation, not this in particular, and it seems like costs are going down and times are shortening, but that doesn't necessarily represent any particular area.  It's an average.


SENATOR FLOREZ:  And are 5X dollars the only revenue source for, in terms of grants for methane digesters?


MR. SIMONS:  For commercialized technologies, yes, but I run a research program and we're very focused in on a dairy digesters.  We're doing work on reducing the costs of the reactors.  We're looking at a centralized application. We're working, in fact, with USDA with some of the other state agencies, and USEPA to look at a centralized dairy process in the San Joaquin Valley.


SENATOR FLOREZ:  You talked about SB 5X.  The goal of that, as I remember, was to get this up and running in the year that we needed it up and running.

MR. SIMONS:  Yes.

SENATOR FLOREZ:  Given that, how many were up and running in that timeframe in 2002?


MR. SIMONS:  None.


SENATOR FLOREZ:  None.  Okay.  In terms of the, again, back to 5X, the biogas programs was to, the goal, I believe, was to reduce the peaks; is that correct?


MR. SIMONS:  That's correct, or to produce electricity that would help reduce peak demands.


SENATOR FLOREZ:  Of not less than 50 megawatts or something of that sort?


MR. SIMONS:  For SB 5X or for…


SENATOR FLOREZ:  Yes, for 5X.


MR. SIMONS:  I don't know what the exact goal was.


SENATOR FLOREZ:  Okay.  I guess my question is, do you see it as a—now it's 2004, was this a successful program, given it didn't produce anything in 2002?

MR. SIMONS:  I think so; I think so.  I think it's successful for a number of reasons.  One, we've learned a lot.  I think about how to put on dairy biogas systems in California.  I think this has really helped the utilities to understand the issues that they're confronting with these types of processes.


SENATOR FLOREZ:  Great.  Thank you very much.  I appreciate it.


Mike Marsh, Western United Resource Development.


MR. MIKE MARSH:  Okay.  Senator, I have just a few slides here too.  If I can—I don’t have them available for you.  Did you want me to have this turned around again?


SENATOR FLOREZ:  Yes.  We'd like to see them, if possible.  Maybe if you can just kind of tilt it a little bit so we get it jointly.  A little more, Ken.  Right there would be great.


MR. MARSH:  There we go.

Mr. Chairman, my name is Michael Marsh.  I'm the chief executive officer of Western United Dairymen.  We represent approximately 1,100 of the state's 1,950 dairy families.  I'm also the CEO of Western United Resource Development which is a nonprofit corporation that administers SB 5X grant monies for the installation and technical research on methane digesters.  Additionally, I'm also a certified public accountant.


SENATOR FLOREZ:  I’m sorry.  I missed the very beginning.  In terms of the Western United Dairymen, what role are you?


MR. MARSH:  I'm also the chief executive officer of Western United…


SENATOR FLOREZ:  CEO of that?


MR. MARSH:  Yes.


SENATOR FLOREZ:  And also the CEO of the Western United Resource Development?


MR. MARSH:  That's correct, two separate corporations.


SENATOR FLOREZ:  Okay.

MR. MARSH:  Our testimony and presentation today will focus on three areas in an attempt to answer questions that you may have regarding methane digester technology.  Those areas are dairies and air quality, methane digester technology, and third, potential environmental benefits.


What we know about California dairies and their impact on air quality in California is limited.  However, what we do clearly understand is that California farmers face the strictest environmental regulations in the world.  Scientific studies underway at various academic institutions—both within and without the state—shall soon shed light on air quality issues.  This research is important because it will assist regulators and the regulated in understanding what dairy emissions might be and what control technologies may be available to best mitigate any impact such emissions might have.


Something we also understand clearly is that emission factors for California dairies established by the San Joaquin Valley Unified Air Pollution Control District—they're seriously flawed or, as clearly admitted by district staff, is in error.  Unfortunately, these admittedly erroneous emission factors create a number of mandatory triggers that regulated dairy farmers fall within.


Just for information, an experiment was done in 1938 which is the basis of the air emission factors that the San Joaquin Valley Air District is using.  This was a ruminant study that tested metabolism of an elephant—I’m not kidding—an elephant, a horse, goats, sheep, and 12 cattle.  Of course, to the best of our knowledge, this has never been peer reviewed.  But subsequently, for about a period of about 40 years in literature reviews, not peer reviews, this was cited as a methane figure at 160 pounds per cow per year.


SENATOR FLOREZ:  I've seen this presentation a lot.  What does digesters got to do with this?


MR. MARSH:  Well, it ties into exactly, because, of course, the Air District is indicating…


SENATOR FLOREZ:  So it will lead to the Air District saying you guys should implement digesters and you're here to tell us you don't want to implement it?


MR. MARSH:  Oh, no.  That's not the case at all.


SENATOR FLOREZ:  So then what is this…


SENATOR JEFF DENHAM ??:  If I understand what you're saying is, the study that you're referring to doesn't use scientific data at all.  In fact, right here, what I've got highlighted is bogus data.


MR. MARSH:  That's according to an email from district staff, that it was bogus, emission factor, but it ties in directly to the digesters because the draft…


SENATOR FLOREZ:  So it leads you to digesters, correct?


MR. MARSH:  Pardon me?


SENATOR FLOREZ:  So bogus or not, it would lead you to digesters?  Follow my logic, right?  It's leading you to a technology that you support?


MR. MARSH:  Yes.


SENATOR FLOREZ:  That you support?


MR. MARSH:  That we do support, yes, yes.


SENATOR FLOREZ:  Go ahead.


MR. MARSH:  Okay.  But then in 1978, abracadabra, it was all of sudden turned into a TOG factor, total organic gas factor.  And why does this make a difference?  Well, interestingly, VOCs and digester gas—of course, methane is what we're looking at combusting in the digesters, methane equal to CH4—the San Joaquin Valley Air Pollution Control District guessed about the amount of VOCs that might be there, and they determined that that was 8 percent.  However, in USEPA tests on landfill methane, they found out that the gas there represented 1 percent VOCs.


Now interestingly, fortunately, and hopefully not too late for science to play a role in regulation, preliminary data from ongoing experiments tend to indicate that these factors significantly overstate actual dairy emissions of volatile organic compounds.  Furthermore, initial data call into question whether, where on the dairy, primary and control emissions actually occur.  Any assignment of specific sources can only be speculative at best; but ignoring science or worse, relying on bogus emission factors, risk misdirecting control measures and directions that may not improve air quality and waste limited resources.


Sciences are working quickly with their experiments.  Over $2 million in air research is presently ongoing to provide some answers to these questions.  Today in the United States there are approximately 557,483 confined animal feeding operations, and they raise hogs, poultry, beef, cattle, and milk cows.  According to USEPA, there are about 40 digesters in operation on these 557,483 CAFOs.  USEPA indicates, that of these 40, only ten or so are in operation of dairy facilities and most of the rest are hog operations due to the significantly higher methane content in hog manure.

USEPA also indicates that all 40 of the digesters were constructed with some level of public support.  A number of word digester projects is, as George and Allan have both indicated, are nearing completion as we speak and we're very encouraged by that.  The Dairy Power Production Program, administered by Western United Resource Development, used ?? SB 5X monies, will actually double the total number of dairy digesters in the United States.  This pilot program has been very effective at highlighting some of the advantages of this technology, the pitfalls, as well as some of the impediments to successful digester implementation.

Methane digesters are not inexpensive to construct.  The average cost of newly constructed digesters in the program is $1,229,330, exclusive of land and internal costs of development.  Actually, land costs could add up to another half a million dollars on some of these projects.  New construction costs range from $362,000 to $4,565,000.  The gross cost per installed kilowatt on these new on-farm dairy digesters is $4,273 per kw which actually compares rather favorably to both wind and solar which are at a much higher cost.  West United Resource Development is presently financing a fix, by the way, to the regional IEUA project which should drive that digester's efficiency upward and the cost per kw down.

As George indicated, we received nearly 60 applications for methane digester refurbishments and new construction.  Following a huge drop in milk prices, combined with the overall cost of the systems, a number of the applicants withdrew their applications.  Some of the other applications were rejected because the projects proposed would use experimental or unproven technology.  The remaining applications went through a rigorous due-diligence process that included a financial, legal, and technical review of the applications, word-of-proof funding for 14 projects.


Methane digesters that had been funded in the Dairy Power Production Program have a number of purposes.


First, by the covering of a lagoon or using a plug-flow system, the digesters anaerobically break down digestive material to produce as much methane as possible in order to generate electricity, that is to say, there's more gas coming out of the digester than there was going in by placing the cover on.  That's the intent of the process and this is by design.


Second, we attempted to size the digesters to only offset the dairy's electrical costs due to a lack of market for the excess power.  For instance, if a dairy digester could produce enough gas to run a 300 kw generator but the dairy only had need for 150 kw, the application was only approved at the lower-production capacity.  In a number of instances, Senator Denham, Senator Florez, we actually have situations where the dairies could generate far more power but they simply have no market for their excess power.  It is important note here that only about 1 percent to 2 percent of a dairy's costs are tied up in electrical usage on the farm.  The other costs are primarily into other inputs on the farm.


Third, we wanted geographical dispersion of the digesters in order to account for climatic differences that affect performance.


Finally, we wanted to only approve projects using vendors with a positive performance record so as to conserve available resources and maximize the probability of the program's success.


However, we did run into a number of obstacles along the way that we'd like to bring to your attention as you consider digester issues.


Interconnection difficulties of one sort or another have been experienced in all of the projects.  We had to run legislation, AB 2228, Assemblymember Gloria Negrete McCleod, in order to facilitate net metering on the projects.  And, by the way, we're presently working with Assemblymember Negrete McCleod to lift the sunset and expand the net metering legislation, resolve some of the challenges encountered in this process.


Once AB 2228 was signed into law—thirdly—the investor-owned utilities proposed tariff rate schedules to the California Public Utilities Commission.  We, along with Sustainable Conservation and Milk Producers Council, appealed these proposed tariffs to the CPUC and our appeal was granted.


This week, PG&E extended an invitation to Western United Resource Development to participate collaboratively in a workshop to define issues related to interconnection and we're very pleased to have that opportunity to work with PG&E to see if we can resolve some of the issues that are outstanding.


SENATOR FLOREZ:  And when was that invite extended to you?


MR. MARSH:  That was extended this week.


SENATOR FLOREZ:  This week?  How about prior to that?  How many times had they extended that courtesy to you?


MR. MARSH:  Actually, Ms. Van Wordam (sp?) has been working with Gary Cohn (sp?) over on some of these issues, and we're excited at the potential that exists with a collaborative effort as we move forward.  To tell you the truth, I can't tell you how long that's been.  It's been within the recent past.


SENATOR FLOREZ:  The timing is impeccable.  I mean we have a hearing on this and you're getting invited to a meeting that’s solves something, right?


MR. MARSH:  It works out very well.


SENATOR FLOREZ:  It does.


MR. MARSH:  However, standby charges, surcharges, and the net metering rate available to producers continue to vitiate the legislative benefit, when in solar power net meter at the retail rate, whereas projects under the Dairy Power Production Program receive a much lower rate and that's very important.  I think that's something that Allen raised as well.


Importantly—fifth--no technology clearinghouse exists that would assist potential buyers of this technology and segregating vendors with a proven track record in digester development from those with no experience whatsoever.  Even today, Senator Florez, I've probably received five or six calls a week at the office with somebody who's got the latest and greatest technology that's going to solve all the air quality issues in the valley.  Perhaps I should refer them to your committee, but a technology clearinghouse would be helpful.  Recently, I even heard a spurious claim of an over 50 percent reduction in dairy emissions from use of a covered lagoon.  This claim can only be spurious because scientific support for it doesn't exist.


A market for renewable energy—this is the sixth and final point that I've got on this side—market for renewable energy from digester technology should be fostered and we are committed to working with dairy producers, the legislature, the utility companies, environmental groups, regulators, and consumers to see that such a market encourages needed invasion ??.  Although we are insured, no one can definitively argue or, for that matter, quantify with any degree of reliability whether air quality benefits can be derived from the methane digester technology.  We are convinced that environmental benefit does accrue from this technology.


The United States imports a majority of its oil, reducing California's reliance on fossil fuels by use of renewable energy, is an environmental benefit to be had from the use of methane digester technology.  Additionally, the state recently indicated that electricity supplies were tightened.  In fact, yesterday, I believe we set a record for electricity usage in the state.  Not only are we working on projects to develop electricity from renewable energy but Western United Dairymen is also working with a collaboration to ascertain other uses for bio-natural gas that holds some promise for the future.


Methane is a greenhouse gas ____ unregulated in the U.S. to the extent that it wouldn't occur normally and would be subject to capture through digester technology would also be reduced.  I concur with Mr. Desault.


Methane digester technology works to reduce our dependence on fossil fuels by using a renewable resource.  Digester technology is not an inexpensive proposition and public support is needed to ______ its adoption.  Removing impediments to digester implementation and designing a market that encourages adoption is a pathway to success.  Mandates to farmers based on bogus emission factors and pro limine or demonstration technologies waste limited public and private resources and surely deviates, I would suggest, from legislative intent.


Kerry (sp?) Drake, the associate director of the air division for USEPA Region 9 summed up a number of these points in a presentation recently made on behalf of EPA administrator, Mike Levitt (sp?) at a digester conference in Chino, in the Chino Basin.


One of the very key elements, I believe, to Mr. Levitt's comments is that markets should occur before mandates.  If we are able to provide enough market for this type of power, this type of renewable energy, farmers will be more inclined to implement the technology, and I'd be happy to answer any questions that you might have, Senator.


SENATOR FLOREZ:  Farmers or dairymen?


MR. MARSH:  Dairymen.

SENATOR FLOREZ:  Okay.

MR. MARSH:  They typically also farm.


SENATOR FLOREZ:  Okay.  In terms of just overall, going back to the comment of us grabbing, not us, but those who voted for the budget, I assume, $2.8 million out of the 5X…


MR. MARSH:  Yes.


SENATOR FLOREZ:  …again, the question is, why didn't we tie up some of those dollars, irrespective?  Why weren't we able to tie up, recover, if you will, some of those dollars?


MR. MARSH:  Well, probably for a couple of reasons.  One is, that during that same period of time, you have that historic drop in the milk price, Senator, which actually put a lot of the dairy farms in jeopardy.  Actually, at the beginning of 2002, I would guess we had about 2,150 dairy farms in the state.  Today, we have about 1,950.  Since the program was set up to cost share, that is, providing half of the cost to the dairy producer based upon his kilowatts that he was going to produce, we didn't get as much participation because they couldn’t come up with the other half of the money.


SENATOR FLOREZ:  Okay.  Are you sitting on a surplus now?


MR. MARSH:  Excuse me?


SENATOR FLOREZ:  Are you sitting on a surplus?


MR. MARSH:  No.  That money has been returned back to the state.


SENATOR FLOREZ:  So all of the resources are currently being utilized in leveraged at this point?


MR. MARSH:  Yes.  We have one project that we're watching and hopeful that they're going to go ahead and sign their contract.


SENATOR FLOREZ:  And how many projects are up and running again?


MR. MARSH:  The Strauss Project has had their official grand opening, and we've got a number of other projects that are right on the cusp.  We have a couple that, I believe, have done test runs but they aren't ready yet because primarily due to interconnection issues.


SENATOR FLOREZ:  So would you say most of this is due to interconnection issues, most of the delays?


MR. MARSH:  With regard to—well, delays in the permitting process.  There was a lawsuit that was brought down in Tulare County against the county on permitting issues that kept one of our projects there for years from getting approved.  I can't remember the name of the group that was down there that was suing the county.  But unfortunately, that impeded them getting a permit.


SENATOR FLOREZ:  Okay.  That was one of the projects that you had targeted for these dollars?


MR. MARSH:  We wanted to be sure that we had good geographic dispersion because, of course, you're going to have climatic differences between Humboldt County and what you have down in San Diego County.


SENATOR FLOREZ:  How many of your projects are in Kern County?


MR. MARSH:  In Kern County—oh, goodness—I think it's probably in George's slide.  


MR. SIMONS:  Table number three, approved project?


MR. MARSH:  It probably is.  One or two.


MR. SIMONS:  Page 10?


SENATOR FLOREZ:  Oh, thank you.  Okay.

MR. MARSH:  In Buttonwillow.

SENATOR FLOREZ:  Okay.  One of the projects that we had presented on the prior slide presentation was a couple of projects that were "on hold."  And what's the reason for them being on hold?


MR. MARSH:  George, can I borrow your copy of the presentation?


Okay.  One of them, Project Number 250(b), is on hold awaiting an outcome of positive or perhaps a more positive climate for interconnection and retail net metering and perhaps elimination of standby charges and those other costs that actually drive away a lot of the economic benefit of the digester.  By the way, that's a very good project.  It is in Kern County.  We're hopeful that that does get…


SENATOR FLOREZ:  That's on hold awaiting for interconnection issues?


MR. MARSH:  We want to be able to—I think that they want some security, that net metering legislation is not just going to sunset, so that they do have an available market going into the future and that it is profitable for them to operate.


SENATOR FLOREZ:  And where would that project be?


MR. MARSH:  It's in Kern County.


SENATOR FLOREZ:  So we have a $4.5 million project on hold in Kern County waiting for interconnection issues to be…


MR. MARSH:  Interconnection and some of these other issues.  If we're able to eliminate some of the standby charges, determine a better rate, and perhaps even pay the producer for the excess power…


SENATOR FLOREZ:  Great.  That's my case study for the day.  You just created that.  So we have, no, you're not sitting on any surplus, there's monies available, and we have a project that could get up and running if we can settle and solve some of these interconnection issues?


MR. MARSH:  I think so.


SENATOR FLOREZ:  Okay.  Well, it's a lot of money to be sitting on it; 4.5 million is a lot to be waiting for.


MR. MARSH:  Our share of it would be…


SENATOR FLOREZ:  No.  I've got you.  I mean overall project costs.  Your share of $2 million; overall project cost, $4.5-plus million.


How instrumental, how involved were you when 5X was being put forth through the legislature when the energy crisis was…


MR. MARSH:  Our staff was.  Gary Conover (sp?), our director of government affairs, was very involved, very interested because, of course, we felt that we had a potential role to play and, of course, going through the dairy industry over the past several years, you hear folks, of course, indicating something occurred during the 1980s and these projects didn't work very well.  Then I talked to Mr. Langerwerf and he's had great success and he's got a real commitment.  I did ?? get a chance to talk to Mr. Langerwerf for a little bit but he's got a great commitment to his project as well.


SENATOR FLOREZ:  Okay.  And how are you able to kind of—how was it decided there would be a sole-source contract on this?


MR. MARSH:  Boy, I don't know.  I think that probably because we were the folks that have the broadest reach in the dairy industry representing over 50 percent of the dairymen and also about 60 percent of the milk.  We would probably have the best…


SENATOR FLOREZ:  So does that mean the other 50 percent and the other 40 percent of the milk would be excluded from your purview?


MR. MARSH:  Absolutely not.  Actually, some of these projects—actually, Mr. Strauss is not a member of our organization.


SENATOR FLOREZ:  Mr. Strauss isn't a member?


MR. MARSH:  No.  He's not.  It has to do with the organic milk issue, if you ask him.  (Chuckle)


SENATOR FLOREZ:  Okay.  Just one more question.


The program offers aid in two ways and I just want to get this for the record.


MR. MARSH:  Sure.


SENATOR FLOREZ:  One is a cost share of up to 50 percent of a dairy producer's capital cost of constructing the digester.  The other is reimbursement up to 50 percent of the capital cost through the electricity generated.  I guess, how was that grant money distributed among those two standards?


MR. MARSH:  Well, they were both capped at $2,000 per kilowatt, but it was primarily based upon—one, I believe most of the projects went forward on the capital cost reduction.


SENATOR FLOREZ:  Okay.  And what would you say would be the method that's proved most effective, given those two?


MR. MARSH:  Well, probably—yes, I would say the capital cost reduction.


SENATOR FLOREZ:  Capital cost?


MR. MARSH:  Yes. We are starting to receive some invoices now from one of the projects in Tulare County, that is, it seems that they may have resolved their interconnection issue with Southern California Edison so we're hopeful that that's going to move forward.


SENATOR FLOREZ:  Okay.  One last question.


MR. MARSH:  Yes.


SENATOR FLOREZ:  The overall—one might say, what's the tenor of discussion's routine—the utilities and the dairy industry?


MR. MARSH:  I think that I'm very encouraged by the conversations we've had recently about moving forward.


SENATOR FLOREZ:  How about a year ago?


MR. MARSH:  There really weren't a lot.  I think that some of the vendors were working with—actually, let me take that back.  PG&E has been very good about outreach to our board of directors, Western United Dairymen.  They've routinely made presentations on different issues that are affecting the dairy industry and agricultural rates.  They will call and ask if they can come make a presentation on our board.  We always allow them to do so.


I believe that some of the vendor issues, though, we didn't—the Board of Directors at Western United didn't really get involved in it because that was between the vendor, unless, of course, the dairymen asked us to.


SENATOR FLOREZ:  Given that a year ago, and then 48 hours prior to this hearing, better?


MR. MARSH:  Yes.


SENATOR FLOREZ:  Okay.  Okay.  Great.  Thank you very much.


MR. MARSH:  You're welcome.


SENATOR FLOREZ:  Valerie Beck, California Public Utilities Commission.


MR. ALAN LaFONSO (sp?):  Mr. Chairman, I'm Alan LaFonso.  I’m the commission's director of governmental affairs and I wanted to introduce Ms. Beck who is the lead analyst on a variety of distributed generation proceedings, including some of the ones relevant here.  She had some comments to make and I understand that you have some questions for her to answer.


SENATOR FLOREZ:  Yes, I do.  I do.


MS. VALERIE BECK:  Good afternoon.  I can speak to two of your objectives today—net metering…


SENATOR FLOREZ:  Can you pull that just a little closer to you and, Sergeant, if we can turn it up just a little bit, the mikes?  I see a few folks doing this in the back, so that would be great.


Go ahead.  Ms. Beck, go ahead.


MS. BECK:  Is that better?


SENATOR FLOREZ:  That's better.  I think it's on our side.  That's fine.


MS. BECK:  I can hear myself now.


I can speak to two of your objectives today—biogas net metering and Rule 21.


Our involvement with biogas net metering was to implement Assembly Bill 2228.  We adopted a tariff in response to that legislation.  I would note that two of our commissioners attached statements to that resolution recommending that biogas net metering be treated equal to solar and wind net metering.


SENATOR FLOREZ:  Okay.


MS. BECK:  With respect to Rule 21, since 1998, we've had a joint agency collaboration with the Energy Commission to, among other things, revise Rule 21, the interconnection rules.  Those rules were developed in the early '80s for large generators—10 to 50 megawatts--and so we, through a working group process, we adopted new interconnection rules in 2000 to address interconnection for smaller generators.


We continue our collaboration with the Energy Commission.  The Energy Commission continues to facilitate the Rule 21 group monthly--the group meets monthly—and we are actually, conveniently, we are collecting testimony to determine if we need to revise Rule 21.  I expect the first round of comments will be due in October.  Concurrently, the Energy Commission is submitting a report containing recommendations on revisions to Rule 21 and I believe we will receive that in January 2005.


SENATOR FLOREZ:  Can I ask you some questions on that?


MS. BECK:  Sure.


SENATOR FLOREZ:  Just in terms of the report, the report then will have some recommendations, I assume, then in terms of consistency with utilities in Rule 21.  Is that what the report's going to include?


MS. BECK:  That will be one of the aspects, yes, and that is specifically spelled out in the commission's scoping them on this proceeding.


SENATOR FLOREZ:  And how does the industry participate in that?


MS. BECK:  It's an open group that meets monthly, and we have broad industry participation.


SENATOR FLOREZ:  And so dairymen have participated in this?


MS. BECK:  Yes.


SENATOR FLOREZ:  They have.  And in terms of the majority of people participating then, would it be dairymen or utilities?


MS. BECK:  Well, we have three utilities so there's three right there.

SENATOR FLOREZ:  And they're there consistently, I assume, right?

MS. BECK:  We have at least two entities representing the dairy industry.


SENATOR FLOREZ:  Okay.  Is that a pretty much of a consistent, ongoing participation or sporadic?


MS. BECK:  It started pretty much around the time that tariffs were adopted for 2228.


SENATOR FLOREZ:  Okay.


MS. BECK:  To facilitate implementation of that rule.


SENATOR FLOREZ:  And the Rule 21 working group, who does that include?  Who's in that?


MS. BECK:  It includes obviously the utilities.  We have a service list of about 200 people.  All 200 don't participate, obviously, in every monthly meeting.  But we have DG developers, we have manufacturers, representatives of the solar industry.


SENATOR FLOREZ:  Okay.  Just for the record, can you tell us of Rule 21 and how it pertained to methane digesters just so we have it within our transcript?


MS. BECK:  Sure.  Rule 21 is technology neutral.  It doesn’t favor one technology over the other.  The purpose of Rule 21 is to get DG on board with minimal impacts to the utility distribution system.


SENATOR FLOREZ:  Sorry.  At least in our preparation for the hearing, there have been some concerns raised in terms of utilities interpreting Rule 21 differently than maybe you just might have mentioned.


Could you tell us how _______, but what's your take on that?


MS. BECK:  The commission has received no formal complaints with respect to interconnection.  We do have an appeal process and it has not been exercised once.  Having said that, we want consistent rules, and that's why we're collecting testimony in the new rulemaking.


SENATOR FLOREZ:  And getting consistency means that getting utilities all moving in the same direction.  Is that what you're looking for?


MS. BECK:  Correct.  Implementing Rule 21 consistently, statewide.


SENATOR FLOREZ:  Do you think that some utilities go far beyond, if you will, some of the guidance you provide currently in Rule 21?


MS. BECK:  Well, our first set of comments are due in October and I expect we'll learn a lot more then.

SENATOR FLOREZ:  Okay.  And if they do, do that, is that a violation of PUC law?


MS. BECK:  I'm sorry.


SENATOR FLOREZ:  Regs.  I mean if they're going beyond, as you start to get consistency on this, do you see anything in terms of folks doing what the PUC says you shouldn't do?


MS. BECK:  You know, I really can't answer that until we get comments.  We don't have a record.


SENATOR FLOREZ:  Do you think the utilities want to see distributive degeneration?


MS. BECK:  Umm…


SENATOR FLOREZ:  Do they like the growth of digesters?  Do you get an idea, given these rulemakings, that utilities like this movement towards that?


MS. BECK:  I don't know that I can answer that question.  That's probably a question for the utilities to answer.  What I can tell you is that the commission has directed the utilities to participate in this Rule 21 revision process.


SENATOR FLOREZ:  Okay.  Distributive generation overall, without you making a value judgment on that, does it have any benefit for utilities?


MS. BECK:  Again, that's probably a question for the utilities.  The DG certainly has a place in our procurement rules that we're setting up.


SENATOR FLOREZ:  DG definitely affects their bottom line.


MS. BECK:  DG has specifically asked the utilities to submit their plan for forecasting DG and how that will meet their procurement needs.


SENATOR FLOREZ:  Okay.  And you mentioned Rule 21 being technology neutral; is that right?  The distinction between wind and solar then, how does that all work if this rule is, per se, technology neutral?


MS. BECK:  When I say technology neutral, what I mean is…


SENATOR FLOREZ:  Specific technology?


MS. BECK:  One technology is not favored over another.


SENATOR FLOREZ:  Okay.  I gotcha.  So you're not necessarily saying large movements within renewable energy; you're just basically saying one specific technology?


MS. BECK:  Is not, with respect to interconnection.


SENATOR FLOREZ:  Mr. Marsh is send over to our committee from now on, the people that have new stuff all the time, these technology companies is what you're speaking to?


MS. BECK:  I'm sorry.  I didn't…


SENATOR FLOREZ:  These technology companies are what you're speaking, these specific technology companies.  What do you mean by technology neutral?


MS. BECK:  For example, the rules do not favor solar over biogas.  The rules don't favor microturbins over internal combustion engines.


SENATOR FLOREZ:  Large categories.


MS. BECK:  Right.


SENATOR FLOREZ:  Do you folks collaborate with air agency, air quality agencies, and the development of distributed energy?


MS. BECK:  We have invited them to collaborate with us in this rulemaking.


SENATOR FLOREZ:  Okay.  And finally, in terms of Rule 21, in the final report, who ultimately decides how the implementation—is that the PUC board itself?


MS. BECK:  Yes.  That's what we do.  We set rules for the utilities to follow.


SENATOR FLOREZ:  And that's what you'll do, once this report—what's the timing for this?


MS. BECK:  The report will be submitted in January 2005 and that will be submitted for public comment.


SENATOR FLOREZ:  Okay.  Great.  Thank you very much.


MS. BECK:  You're welcome.


SENATOR FLOREZ:  Do you have anything else you'd like to add that I didn't cover?


MS. BECK:  Not at this time.


SENATOR FLOREZ:  Okay.  Thank you very much, appreciate it.


Okay.  We'll dismiss this panel and we will go onto the panel Implementation by the Dairy Industry.


We have Mark Moser, RCM Digesters; Roy Sharp, president, Sharp Energy; and Doug Williams, Cal Poly SLO.


Mr. Denham is going take over for one moment while I go vote in Health Committee and I will be right back.


SENATOR DENHAM:  Mr. Moser.


MR. MARK MOSER:  I have a prepared PowerPoint presentation, if you'd like to see it now.  If not, we can just append it to the rest of it.


SENATOR DENHAM:  We can go ahead and start that.  That'd be fine.


MR. MOSER:  This is just—it's a little informational.  It deals with our perceptions and we deal with utilities every day.


I'll introduce myself.  My name is Mark Moser.  I'm an agricultural engineer.  I'm also the president of RCM Digesters.  I've been designing and building anaerobic digesters for about 20-some-odd years and currently have about 40 units running.  We have several running here in the State of California, which I'll show you pictures of.  We have many running throughout the United States.  We are operating in at least a dozen utilities, and nine of those are outside of the State of California so I'm able to compare experiences between utilities, which I'm sure other people here don't have that type of experience.


There are a couple of issues that concern us.


One of the first things that comes up—and I'm going to try not to hop around too much, but we've just heard an awful lot about Rule 21 and, boy, I've been to those Rule 21 meetings and my perception of those meetings is a whole lot different than I think I just heard.  There was something about the rules being consistent.  And near as I can tell, being a practitioner in the field and having to live with the outcome of the "Rule 21", the rule is, there are no rules.  You know, there's guidelines.  But for every guideline, there is an exception.  Each utility is allowed to take its own exception.  It has its own set of rules on the side.  We have all the examples in the world that you want.  I'll read them into the record.  As long as you want me to read, I'll read.  We have lots of them.


Utility interpretation is very even between regions of the same utility.  For instance, in Lodi, at the Castle and Elliot ?? area, they were going to charge about $6,671 for metering; whereas for PG&E installation that Mr. Williams worked on, there was initially no charge.  Then once we found that out, we went, That's sort of silly. Aren't we doing the same thing here?  PG&E graciously—once I pointed it out, and I think it was quoted in the newspaper—backed off of that position and lowered our metering costs to a couple of thousand dollars and I think went back and charged Strauss some, just so they could say they did.


That presents a problem for me as an engineer.  It presents a problem for me trying to work with a client to fairly develop an estimate of what's going to happen.  The utility requirements that we've had to deal with have varied in cost to a project between $18,000 and $80,000.  Okay.  It's not exactly comparing apples to apples but there is a wide range and it all has to do with what the utility has to determine you're going to do, and it really doesn't have a whole lot to do with Rule 21.  Edison accepts one thing; PG&E accepts something else.  PG&E has its own secret rules but you only find out about them later.  San Diego Gas & Electric's been okay, but they only have eight dairies.  They don't really have a dog in this fight, so they've been fairly accommodating, well, right up to the point until last week, they tried—at San Diego Gas & Electric attempted to put in a tariff to exclude a farmer from supplying his own house with power and receiving credit for it under dairy net metering.  We had to challenge that, you know.  San Diego Conservation wrote in and said that's probably not fair. 


With regarding that nice statement about there are no complaints at the PUC over this process, let me tell you what I was told standing in the farmyard in one of my projects.  I was told, If you can file a complaint with the PUC, we will leave now.  Your project will never be completed.  You will be talking to our lawyers forever.


Now let me see, would I, with that as a direct threat from a very large utility—and that would be PG&E—actually go out and then decide to file a CPUC complaint?  I don't think so.  I want to get my job done.


This wind versus solar versus biogas, I noticed the words were parsed very carefully.  Wind and solar have different rules for interconnection than biogas.  I really wish we had the wind and solar rules.  I believe that was the intent of the original assembly bill.  But, no, that's not the case.  As I say, I do this for a living.  I sort of have an understanding of what things mean. 


As far as implementing digesters, the single, largest barrier in this state is currently the utilities.  There's no doubt in my mined.  Technology's there.  There are willing buyers.  We did have a few hiccups in getting some built in the last year or two because of the very economic situation.  In some of the projects that dropped out, I know in our case, the bankers said no, not the dairymen.  So that was as far as getting the rest of the monies for projects.


What we'd like to do or I'd like to see as an outcome of this hearing is, we set up a fair and equitable process.  Our proposal in implementing dairy digesters is not to be unsafe.  We intend to be safe.  We are safe.  We've been doing this over 20 years.  It's done in other states.

In New York, you have fixed limits that the utility, you know, as far as, they have to respond to you if you apply within a certain period of time.  Here in California, they have no requirement to respond in any reasonable time whatsoever.  It's totally up to them.  As far as costs, uniformity of intertie, this is something I talked about before.  In New York, there's this fixed set of rules.  Here in California, this Rule 21, I guess, pretends to be a fixed set and then you'll find that, you know, PG&E whipped out, you know, oh, gee, you need this, you need that, because that's in our supplemental rules because they're not Rule 21 rules; they're our rules.  And you say, But you really can't require us to do that.  And they say, Oh, yeah, we can.  We just won't approve your application.


We've been working on some of these things for a very long time and that's ridiculous.  We've done jobs all over the place and it's just a job.  You know, here are the rules; here is the equipment.  You put two together and you build it.  With PG&E, it's like, oh, nine months later, we want to change this or we actually had them come in, in June, swapped out their engineers, and the engineer told us, Well, I know we've been at this for nine or ten months so far.  But we're not going to believe anything that any other engineers did.  We're going to start over.


I would like to seriously, on behalf of one of my clients, thank you for holding these hearings today because, without these hearings today, we wouldn't have had PG&E out on one of our project sites last Friday and Saturday to energize the project.  They also tried to pressure us into having a, what's called a last inspection—a pre-parallel inspection--on Tuesday before the hearing today.  Now that didn’t happen because you can't do that.  It's like you can't, you know, take off in a plane without a preflight.  We couldn't preflight it in 48 hours to be ready to be approved, declare it approved today.


SENATOR FLOREZ:  So you want us to hold a hearing like this on every site that needs to be expedited, right?  (Laughter)


MR. MOSER:  No.  I don't care about that.  I would just care about an equal and fair set of rules.


SENATOR FLOREZ:  I've gotcha.


So let's talk about some of your experiences—New York, Europe.  What's different about the State of New York than California in terms of some of these digester technologies?


MR. MOSER:  Same digesters, different state, you know, same…


SENATOR FLOREZ:  So different state meaning clear, more responsible or…


MR. MOSER:  Ten days, ten days to turn around the first—okay.  There's the state application.  You fill it out, you send it in.  Ten days later, they have to let you know.  There's an approved intertie for the state.  You send it in, they approve it.  It's the same Beckwith relay they approve here.  Here, in each case, we submit it and they pretend they've never seen the Beckwith relay before, yet they're all on an approved lists.


SENATOR FLOREZ:  I've gotcha.


MR. MOSER:  Then they might take 45 or 60 days here, and then they might come back nine months later and just have you redraw your first drawing.


SENATOR FLOREZ:  When you say they, who are you referring to so we know?


MR. MOSER:  Oh, the utility review engineers.


SENATOR FLOREZ:  You're talking about the utilities?


MR. MOSER:  Right.


SENATOR FLOREZ:  Okay.


MR. MOSER:  A lot of this all has to do with attitude and action.  I mean it's a management attitude that seems to indicate to the staff that we're not really in a rush for you to do this stuff.


SENATOR FLOREZ:  And why wouldn't they be in a rush to do this stuff?


MR. MOSER:  Because it's been indicated that it's probably not a real good idea.

SENATOR FLOREZ:  It's a good idea from the bottom-line perspective or a good idea in general?


MR. MOSER:  Well, they don't seem to—you know, the utilities, say, PG&E in general, specifically, because they're on my mind a lot—as their actions in the past have indicated, they don't really support other people in the business.  It's their business and it's their party and why should they have somebody else at it?


SENATOR DENHAM:  Is it government-mandated in New York?


MR. MOSER:  Yes.  We had a few go-arounds in New York in the early days, and then people decided that we really just need to have an equal and fair set of rules and that was what…


SENATOR FLOREZ:  So there's a process, a timeline, and everybody understands how it works?


MR. MOSER:  It's no mystery.


SENATOR FLOREZ:  Since I've got you in an honest mode, in terms of honesty, and you want to follow up with this on your projects in PG&E territory, make sure that you keep talking with us so that they continue on, Rule 21 in general, your thought on that participation.  I asked a prior panel, you know, is it even?  Utilities seem to go all the time; it’s part of the process.


MR. MOSER:  Yes.  I believe it had 56 monthly meetings.  They vary from Northern California to Southern California; and nobody that I know, other than the utilities, attends all those meetings.  We tried; but frankly, that's been over five years of meetings to come up with what?  The rules that they had 20 years ago?  And like I say, it's a fluid situation.  There's always something going on.  It's just impossible for people in the industry to be there.  You can't afford it.  I  mean they have all the money they need to send as many lawyers and as many engineers as they want to these hearings.


SENATOR FLOREZ:  And Rule 21 then, from your perspective, is dysfunctional?


MR. MOSER:  I can't get a straight answer out of them.  I mean, the funny things is, our first Edison Project was problematic.  Our second Edison project went fairly well following Rule 21.  We've got—PG&E projects were just like dysfunctional, the issue of the week.


SENATOR FLOREZ:  I understood that you once made a proposal for a 30-day turnaround time for interconnection application.  What happened to that?


MR. MOSER:  This was made in the Rule 21 meetings, you know, to try and make it responsive and the utilities objected vociferously and the issue was tabled.  Interestingly enough, there was a call made last night to our organization informing us that, gee, maybe that issue will be revisited for us.


SENATOR FLOREZ:  And when did that happen?


MR. MOSER:  It happened last night about 9 p.m., I think.


SENATOR FLOREZ:  Okay.  So another 24 hours, 48 hours?


MR. MOSER:  Yes.  It was real great to get it back on the table.  It was picked up out of the garbage can.


SENATOR FLOREZ:  So that's the discussion now?


MR. MOSER:  We don't know.  For today, it's back in play.


SENATOR FLOREZ:  I gotcha.  Okay.


In terms of the other challenges that you might see, you mentioned the attitudes from the utility, but are there these opportunities for utilities to see things that we may not see here at the legislative level, and I'm talking about legal impediments that you mentioned, lots of attorneys, lots of folks coming to meetings?  Are there things that we should know about that also, beyond attitude, that are real hard and fast, if you will, hurdles, barriers to this?


MR. MOSER:  Well, how do you encourage the utility to—I mean it's a straightforward process.  If you submit a paper—you know, if the paper was good on day one, why is it not good nine months later?


SENATOR FLOREZ:  Okay.


MR. MOSER:  It's a completely arbitrary position.  You may not appeal those decisions.


SENATOR FLOREZ:  We talk about utilities as a grand group.  But in terms of municipal utilities versus the other large ones, how do you compare them in terms of attitude?


MR. MOSER:  I'm sorry.  I should have made my PowerPoint presentation.  We got off and didn’t do that.  But the municipal utilities have actually been really quite favorable.  We haven't installed anything in with them yet, but we have had very good discussions.  Sacramento SMUD is promoting anaerobic digesters in their territory for dairies.  We've worked with—Turlock and Modesto have indicated the same, that they're favorable for members in their territory.


UNIDENTIFIED SPEAKER:  __________?


MR. MOSER:  I haven't talked to them.

UNIDENTIFIED SPEAKER:  ___________?

MR. MOSER:  The difference, let's say, investor-owned utilities, that's where all the action is.  They're the ones who are part and parcel to Rule 21.  Really, I can't say.  I'd have to continue on this honesty thing, to think that they're against us specifically is to allow ourselves too much importance.  They're really just against distributive generation and we're collateral damage.  So I don't think it's any great work—we don’t like dairy stuff.  It's just we're running up against the thing.  I've talked to other people in the cogen industry who have had similar experiences.


SENATOR FLOREZ:  Okay.  Thank you very much, appreciate it.


Roy Sharp, Sharp Energy.


UNIDENTIFIED SPEAKER:  _________, do his first?


SENATOR FLOREZ:  Yes.  Sure.


Doug, do you want to go ahead?  Sure.  Doug Williams , Cal Poly SLO.


MR. DOUG WILLIAMS:  Now do you want me to make some comments beforehand?  I was told that you're going to ask us questions.


SENATOR FLOREZ:  Well, let me ask the questions and move this along because I do want to get the utilities up here, and I’m going to subdivide the agenda, if I could a bit.  We had a consultant engineer perspective and then we had a dairy operator perspective, and then we had the utility participation in this.  So what I would like to do, right after this panel, is get the utilities up here and then we will have the dairy operator perspective right after the utilities.  So I'll give some of the operators an opportunity to kind of comment on what you've heard as well, if that works.  And it has nothing to do with Bob Feenster being on the agenda at all either—just kidding, Bob.


Then we'll get the impact on air quality issues, okay?  So let's go ahead and do that.  So why don't you go ahead?  And then if the utilities will come up right after this panel and then we'll go to the dairy operator perspective with Carl, Leo, and Bob, and then we'll end up with the impacts on dairy.  That, I think, will allow us to get to the utilities' perspective very quickly.


So go ahead.


MR. WILLIAMS:  Now did you have some questions to ask me to get this thing off the…


SENATOR FLOREZ:  Just your experience.  In terms of digester, you've been working with this technology how long?


MR. WILLIAMS:  Yes.  I've been working with digester technologies for 30 years, since 1974.  It appears that some of us—Mark, as well as myself—go back to Cornell University for having had the first experience in this.


In California, I've been teaching at Cal Poly for 21 years and have established Williams Engineering Associates, which is my consulting company, for 19 years.  The work on the digesters has been primarily within the last five years on full-scale digesters.  I have five projects completed and running.  Two of these are in Asia—in the Philippines and in Thailand.


SENATOR FLOREZ:  The project at Cal Poly is…


MR. WILLIAMS:  It's a covered lagoon project on—it's a 200 -cow dairy.


SENATOR FLOREZ:  It's a flush system?


MR. WILLIAMS:  It's a flush system, correct.


SENATOR FLOREZ:  Those and three others that you're working on in the U.S.?


MR. WILLIAMS:  That's right.


SENATOR FLOREZ:  Okay.  And in terms of the other countries, you experience any of those?


MR. WILLIAMS:  Mostly a different kind of deal there.  Things are a little bit more—what shall I say?—don't have quite the same regulations.  But at any rate—and in both these cases, interconnection was not an issue.  They simply wanted to create power so that they had an alternative source of power at their pig farm.  When they turned the digester on, they turned the utility off.


SENATOR FLOREZ:  Okay.  So once that starts, the utility aspect of this starts and begins?


MR. WILLIAMS:  Right.


SENATOR FLOREZ:  In terms of your working relationship with utilities, how's that?


MR. WILLIAMS:  Well, my experience has been a little bit more favorable.  I have two projects that are up and completed and running.  Now one's a Strauss dairy in Marin County; the other is the Joseph Gallo Dairy.  And that water, Strauss is fully permitted and operational.  I called this morning and he's got about 810 hours on the generator now.  This is since May.  They have a net metering type of agreement in which the power that they generate at the digester is balanced against 11 different meters on their farm.


SENATOR FLOREZ:  Who's the utility?


MR. WILLIAMS:  PG&E.


SENATOR FLOREZ:  PG&E.  Any of your products have to change in terms of midstream construction?


MR. WILLIAMS:  Well, we've had delays because of additional requirements from the utility.  Strauss had to put in some new equipment, new electrical equipment, probably about $20,000 worth more than original, but some of this had to do with the fact that he had fairly old switch gear which was going to have to be replaced anyway.


SENATOR FLOREZ:  Your thoughts on air districts requiring this?



MR. WILLIAMS:  Requiring the digesters.


SENATOR FLOREZ:  I imagine you'd say a good thing.  You do that.  That's what…


MR. WILLIAMS:  Well, I can speak from a selfish standpoint as a consultant to say, yes.  It gives me all kinds of business.  On the other hand, you know, I think the jury's still out about exactly what is the impact of a covered lagoon, say, on air quality.  It does definitely traps the methane and all the other emissions from the covered lagoon, but then you overflow that manure into an uncovered lagoon; and from there, it has to be irrigated on a cropland or recycled or whatever.  So it depends on the management practices, what's the overall influence on air quality.  I'd say in general, it's very positive.  I can't really say, a percentage, of how much emissions are going to be trapped.  Definitely, you're going to get all the methane, or at least most of it, you know, through a well-operated, covered lagoon system.


SENATOR FLOREZ:  Thank you very much.


Roy, anything you'd like to add?


MR. ROY SHARP:  Are we here to discuss anaerobic digestion itself as well as the changes needed on the rule—


SENATOR FLOREZ:  Yes.


MR. SHARP:  --and the costs and so forth?


SENATOR FLOREZ:  All of the above.


MR. SHARP:  Okay.  I have been operating four cogeneration units on swine operations since 1981.  We have gone through all of the processes that my two colleagues have mentioned.  To summarize 20 years in five or ten minutes is going to be extremely difficult.


We have seen different approaches from PG&E and from Southern California Edison who are the two units that we have worked with.  There has been an indication from Edison to be much more cooperative than PG&E initially.  The requirements and regulations that have been mentioned by the other two gentlemen here have been a serious problem.  We have been able to work through them on a person-to-person basis if we get back to the engineers themselves and encourage them to avoid some of their bureaucracy, so it can be done if it's worked amicably, I guess I would say.


Anaerobic digestion—and we use a triple-lagoon system—controls the dust on a confined animal operation.  It controls over 80 percent of the odor; it controls the fly problem; it cleans up the water that goes from the high BOD level to a level of 25 to 50 parts per million, which is almost clean enough for EPA to allow it into a stream.  We also have fertilization value in the water that goes through the system, and we also have water that is available for crops also.  All of these are environmental positives for which there is no value, so to speak, except for the methane that is produced in that primary digester.  By collecting the gas on the primary digester and utilizing it through a combustion engine, you will destroy almost all of the VOXs and so forth.  It burns totally as clean as natural gas, which is recognized as one of the cleanest fuels.


We operated four of these on our own with no subsidy money and did it profitably for a very long period of time.  We think that there are innovations and things that can be used today that will cost a very, probably less, far less than $2,000 a kw unit that you've heard used here.


We did our first ones from the neighborhood of $1,200, and we can do them even cheaper than that today but they have to be designed correctly.  And from that standpoint, there's been some controversy in the industry as to which approach is most valuable or most effective.   We have comparative figures between plug flow digesters which are considerably touted and they do work well.  I'm not arguing that point.  But our system compared to a plug flow costs half as much and produces twice as much energy.  I would summarize that with a difference in some of the approaches.


The failure of many dairy operations that tried this, as was mentioned by Mark, failed for probably two or three different reasons, but they did fail.  And the dairymen are no dummies.  They look at those and they say, I want two or three up and going with satisfactory economics before I want to put my money into it.


The funding or grant money of 50 percent is a great incentive, but you still have to put up 50 percent of your own money.  And if you have a reservation as to its success and its operating cost after the money is gone, that's where the reluctance comes from and that's where there are certain approaches that need to be made that will definitely give you the bottom line that will justify what can be done.  Every dairy or every livestock operation in anyplace can produce 150 percent of its used energy.


SENATOR FLOREZ:  Let me ask you these couple of questions.


In terms of the technology interconnection, if you will, I guess there have been some that say that we should not subsidize, that this should be self-sustainable.


MR. SHARP:  I firmly believe, that if it's not self-sustainable when your grant money runs out, it's going to die.


SENATOR FLOREZ:  Okay.  How do we make it self-sustainable?


MR. SHARP:  You have to go into the engineering part of it and use a simplified system that does not involve the high-tech approach that most promoters have done with all of the industry.


SENATOR FLOREZ:  From a long-term energy perspective, how do we make it more sustainable?  How about purchasing excess energy?  Would that help?


MR. SHARP:  If we started with a contract with Edison that allowed us to offset our main meter, we were not in a situation where there was any net metering at that time…


SENATOR FLOREZ:  How about net metering, the same as wind and solar?


MR. SHARP:  I sent objections to PUC when that was brought up.  Now I don't know whether anybody saw it or not, but I could see no reason why wind and solar, who are not nearly as competitive, should have the advantage in what was done.


SENATOR FLOREZ:  All right.  That's a good point.


MR. SHARP:  What's fair for one should have been fair for the other.  If you want to encourage renewable energy, then you're going to have to have a value for that renewable energy.  If you're restricted as to the amount of energy that you produce, even though you have the capacity to do twice as much, that’s self-defeating.


SENATOR FLOREZ:  Is it fair to say then that we are heading down the path of being self-defeating, of being self-defeating?



MR. SHARP:  I think that the legislative approach and some of the approaches to the operations that have been—and are being put in—will be self-destructive.


SENATOR FLOREZ:  I didn't want you to attack us.  I was trying to get you to whether or not, if we have net metering, would that make a self-sustainable difference and whether or not allowing for the purchase of excess energy would allow us to be more self-sustaining in the marketplace, regardless of the grants, the regs, and some of the pushes that we may have here?  Would that help take us in that direction?


MR. SHARP:  If you increase the value of the electricity sold and allow it to be sold, it has to increase the bottom line by whatever amount that is.


SENATOR FLOREZ:  And how many of your colleagues then would say this is much more feasible than, let's say, waiting for the two or three test runs for people in the system that may not avail themselves of that solution yet?


MR. SHARP:  That's a psychological thing for the individual dairy really.


SENATOR FLOREZ:  Okay.


MR. SHARP:  I don't think any of us three here would have a bit of reservation about putting a unit in and having it self-sufficient.


SENATOR FLOREZ:  Is there a difference between digester working absolutely correctly and yet not being able to have any cogeneration?


MR. SHARP:  Well, if you do anaerobic digestion without cogeneration, you've left the only revenue stream untouched.


SENATOR FLOREZ:  Last question for you.  In terms of the standards we've mentioned earlier in terms of the utilities, your thought on clear, present, concise, easy-to-follow standards when putting this technology in?


MR. SHARP:  I think that Mark explained it very well, that there should be some kind of stabilized requirements.  These are not necessarily giant, megawatt situations and the utilities—I shouldn't say it—attempt—but they use the restrictions and so forth that they have for large units that might overpower a substation or something like that when it really has not effect, as far as I'm concerned.


SENATOR FLOREZ:  Thank you very much.  We appreciated all of your testimonies.  Thanks, Roy.  Thank you for coming to Wasco when we had our hearing there as well, appreciate it.


Let's go ahead and have our utilities come up, if possible, Utility Participation in Methane Gas Power.  John Busterud, counsel, Pacific Gas & Electric; Kevin Payne, director of Renewable Resources, Southern California Edison; Ruth MacDougall and Mike DeAngelis, Sacramento Municipal Utility District, SMUD.


Okay.  Let's go ahead and start with PG&E, if we could.  Do you have statements, or I have questions.


MR. JOHN BUSTERUD:  Well, Mr. Chairman, I'm John Busterud from PG&E and I have a brief opening statement and I believe they are responsive to certainly some of the issues you've already raised this afternoon.


I'm the senior environmental counsel for Pacific Gas & Electric Company.  I want to say at the outset that PG&E strongly supports the use and development of methane digesters.  We supported AB 2228.  We also believe that the legislation should be extended beyond 2005 and that the megawatt cap should be raised.  Methane digesters are a win-win for the environment, our dairy farmers, and California's energy mix.


We've hooked up three dairy digesters to date, with one about to go online and several others who are pursuing these projects.  We believe we've hooked up more alternative energy projects than anyone else in California.


SENATOR FLOREZ:  And that would be three?


MR. BUSTERUD:  Five thousand direct DG projects and 3,000 each month but the digesters, yes.  That would be—we have three today and we can hear from the others as to who has the lead in that category.


SENATOR FLOREZ:  When you say "three today", that means three--


MR. BUSTERUD:  Three digesters.


SENATOR FLOREZ:  --in the entire State of California?


MR. BUSTERUD:  In our service territory, yes, Mr. Chair.


SENATOR FLOREZ:  Okay.  What percentage of California did you service there, category…


MR. BUSTERUD:  Well, with Northern and Central California, I can get you the exact percentage but it's certainly more than half with Edison and Sempra to the south.


SENATOR FLOREZ:  Okay.  Go ahead.  I’m sorry.


MR. BUSTERUD:  In addition as a charter member of California's global climate change registry, PG&E wants to do all we can to encourage the control of the greenhouse gases, such as methane.   We have encountered some challenges in the initial phases of the net-metered dairy digester program and we're taking steps to address those issues and are committed to making methane digesters viable now and sustainable in the future.


I want to talk directly to the questions of Rule 21, Mr. Chairman, and the issues that had been raised.  We acknowledge that we have room for improvement in the area of hookups, and I want to assure this committee and all the e-bio stakeholders that we're committed to addressing the issue.


As you've already noted, last week we filed an advice letter with the California Public Utilities Commission seeking authority to end the charges for interconnection studies currently being collected from dairies and to refund the costs of studies performed to date.  Further, we'll be sponsoring workshops in Tulare and the Stockton area with dairy farmers, contractors, and other interested parties to make sure that all parties understand the interconnection process and to share information on integrated energy, efficient dairy design, and to discuss rates and tariffs.


We want to make this program work, Mr. Chairman.  I understand, and I hear the testimony given today, today so far, and we appreciate your holding these oversight hearings and, as you noted, perhaps timing is important often.


I wanted to say one last thing as well about DG and whether that affects our bottom line and somehow we have some economic interest in that.  I want to say very clearly to you that DG does not affect our bottom line.  We are held economically harmless.  We have a rate-making mechanism that ensures we can earn our rate of return, regardless of how much DG comes on or how much does not.


Just lastly, I want to say that we have supported the RPS bills, SB 1038 and SB 1078, as well as the solar net metering and fuel cell net metering legislation so we want to make this work.


SENATOR FLOREZ:  Thank you.  Before all of you start, let me say first, for the record, that we want to have this hearing in August once a year, at least in the time that I'm here.  So we'll have a hearing this time next year to kind of see where we're at and we'll have a hearing the next year after that--and I don’t know what happens after that but 2006—but we want you to know that we want to follow progress so we're not just going to have a hearing today and disappear.  So this is kind of the marking point in the transcript on what we're saying today, whether or not, indeed, comes to fruition and whether or not we can go through the transcript and find statements, ideas, that were either never implemented or, in essence, just words.  So we want to make sure everybody understands that at the start of the hearing; so just count on next year, the first week of August, or second.  We have the same hearing in the same room.


Let me ask you a question about your renewable portfolio standard.  Do you have one?


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  Okay.  You mentioned that the issue of methane digesters is important; is that correct?


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  Okay.  Are methane digesters mentioned anywhere in that renewable portfolio standard?


MR. BUSTERUD:  Well, the general concept of renewable certainly is in there, and part of the objective of meeting the 20 percent—either by 2017 or we think we actually can make it even by 2010—it's a part of that mix.


SENATOR FLOREZ:  So the 2017 deadline, you believe methane digesters will help you get there?


MR. BUSTERUD:  They can contribute to it.


SENATOR FLOREZ:  Okay.  Then why aren't they mentioned anywhere in your renewable portfolio standards, specifically?  I mean, if it's something that's going to get you there, if it's something that your company has a standard on, why isn't it mentioned?


MR. BUSTERUD:  Well, I can just say it's part of the mix.  We acknowledge it and we support it.


SENATOR FLOREZ:  Any thought about revising it so people can be very clear that it is part of your mix in terms of reaching your deadline?


MR. BUSTERUD:  We can certainly look at that.  I, again, think it's part of a very broad, overall initiative and this certainly is a piece of it.


SENATOR FLOREZ:  Are other technologies mentioned within that particular portfolio standard?


MR. BUSTERUD:  Yes.  They are.


SENATOR FLOREZ:  Okay.  What makes them so special?


MR. BUSTERUD:  Well, I believe that this legislation was an effort, as the other bills we've discussed, which were technology specific, to address pieces of the puzzle.


SENATOR FLOREZ:  You said this is a piece of the puzzle, so I'm just wondering if you're going to commit to putting it in as those other technologies have been mentioned.


MR. BUSTERUD:  Certainly.  We want to make…


SENATOR FLOREZ:  Because if not, it just sounds like word service, to be quite frank.  I mean you're either going to do it or you're not going to do it.  It's going to be part of the puzzle piece or it's not going to be part of the puzzle piece.


MR. BUSTERUD:  It is.  It's part of the puzzle piece.


SENATOR FLOREZ:  Okay.  So do you think you can talk to folks about including it?


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  Okay.  Thanks.


Now you have a policy for net metering agreements with methane digesters; is that correct?


MR. BUSTERUD:  A policy for net…


SENATOR FLOREZ:  Yes.  Net metering agreements.  Do you have those for methane digesters?


MR. BUSTERUD:  Right.  That's, in fact, under this committee's—under AB 2228, that's exactly what we have.


SENATOR FLOREZ:  Right.  And how does someone become eligible to enter into that particular agreement?


MR. BUSTERUD:  Well, it depends.  The net metering contemplates a situation in which there is some generation by the digester.  It is sometimes capable of exceeding the demand that the digester may have so it's in a, I would say, a category that can't always exceed its demand but can on occasion and over a 12-month period if it does have—if it nets out as having excess generation, then they get the generation credit for it.


SENATOR FLOREZ:  Okay.  Does given what you just said, does that allow anyone to ever enter into this program?


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  How so?  Can you give an example?



MR. BUSTERUD:  The three hookups we've had today?


SENATOR FLOREZ:  Yes.


MR. BUSTERUD:  Some example.  Obviously, you would like to see a faster pace, as we would as well.


I think it's fair to point out, though, too, that with the 5,000 DG hookups to date, they're just a large number of hookups.  I think we've also heard today that we are not trying—no one at PG&E that I’m aware of and no one else that's testified today has said that this is somehow biased toward a certain technology.  Certainly Rule 21 is not biased towards a certain technology.  It's a hook up; it's the early phase.


SENATOR FLOREZ:  Okay.  You mentioned three digesters connected to the grid thus far.


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  Okay.  Given, kind of, as you start to look at the broad landscape of this, what would you say that you would say next year about this time?


MR. BUSTERUD:  Well, we would hope we'd have more than three, since the first one is earlier this year, we'd hope that we'd have a higher rate of hook up than that.  I believe—and I don't have the number of the specific listing of those who are in the pipeline. There's one that's about to be hooked up, as was discussed earlier, but I would hope our pace would be greater than this.


SENATOR FLOREZ:  How about the $4.5 million on-hold project within my district?


MR. BUSTERUD:  That's the…


SENATOR FLOREZ:  Buttonwillow.


MR. BUSTERUD:  I can get you some information on it.  I don’t know if I’m prepared to speak to it today.


SENATOR FLOREZ:  Is there a hope, that if we got here next year this time, that that would be connected?


MR. BUSTERUD:  I would hope so.  Is that—just to be clear, do you have the name of that project, Mr. Chairman?


SENATOR FLOREZ:  It was Strauss.


MR. BUSTERUD:  Strauss is already…


SENATOR FLOREZ:  Hold on, hold on, before everybody starts—Mendocino, right?—or something like that.


UNIDENTIFIED SPEAKER:  Marin.


MR. BUSTERUD:  Marin.


SENATOR FLOREZ:  What was the project's name again?  I'm sorry.  You mentioned the dairy.  Somebody, anybody.


UNIDENTIFIED SPEAKER:  Medart (sp?).


SENATOR FLOREZ:  Medart.  Is there a possibility that might actually, you know, before we gather here next year, even prior to that, that that's really going to be connected?


MR. BUSTERUD:  Medart, I show, as being—now I won't throw out a word like Eminek/Imminent ?? because that can mean different things to different people.  Medart is in the four that are either hooked or about to be hooked.


SENATOR FLOREZ:  So Emineck/Imminent ?? could be like Microsoft _____ coming out real quick, right?


MR. BUSTERUD:  Where I have that right now is an incomplete application presently and I will look into that myself.  But it wouldn’t be on my list of four right here if it wasn't just about to go.


SENATOR FLOREZ:  Okay.  So that's good.  That's really good.  How will we know when that actually happens?


MR. BUSTERUD:  We can let you know, if you'd like that.


SENATOR FLOREZ:  Could you?


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  That would be great.  That would very good in terms of us understanding it.


In terms of the first steps in this procedure that many of the engineers just mentioned it being a cumbersome, almost it's up to the utility, cavalier attitude, what would you say to that?  Is that correctly characterized from your perspective?


MR. BUSTERUD:  Well, no.  I wouldn't say it's correctly characterized.  I understand what they're saying.  We know it's an issue.  I mean obviously we wouldn't be doing what we're doing, with all due respect, solely because there's a hearing here; but obviously, that was, I suppose, some impetus as well.  But we knew it's an issue and we have to deal with it, and I think it is fair to note that what seems to be disparate treatment at times results from the difference in generators that may be hooked up.  Maybe there's not a huge delta ?? there, but there is a difference in the local lines and what they can take.  Again, it's not, is it going to drop the system statewide.  No.  But if it has a local effect, that's also important as well so there is a project-specific component, in fairness.


And in Rule 21, the process that you're working through now, how would you characterize that?  How's it going?


MR. BUSTERUD:  Well, it is not well understood widely, and I think that's why we want to hold these workshops and that's—I think we will also weigh in, along with the other utilities, in the OIR that the commission is holding.  It's not as well understood as it should be.


SENATOR FLOREZ:  Let me get to the issue Mr. Sharp mentioned or maybe I led him to that conclusion, but I think I hear from a lot of dairy folks in terms of net metering.


Would PG&E support—and I really wish Ms. Bowen was here because this is kind of the purpose—in terms of net metering laws for digesters—is that being consistent with solar and wind?  Is that something that PG&E would support?  Is that something that you would work with us on in terms of allowing for some sort of equity, if you will, among solar and wind?


MR. BUSTERUD:  When you ask that question, Mr. Chairman, are you asking about what aspect of equality there…


SENATOR FLOREZ:  Could not come to committee and oppose it?  That's what I'm asking.  (Laughter)  If we were to try to move to a standard that would allow for self-sustainable, number one—I'm going to ask you the first question on wind and solar, and then I'm going to ask you the second on excess energy being produced and bought so it seems somewhat more of a realistic thing for a dairy person to look at in terms of a profit.  I mean are these things that PG&E, beyond, I assume, the meetings of Rule 21, is this something that you would actually openly help us with?


MR. BUSTERUD:  Well, to answer the second question first, we are willing to buy power from bio-digester projects.


SENATOR FLOREZ:  Okay.


MR. BUSTERUD:  We have a variety of solicitations for power from renewable projects now and we're willing to buy from the winning bidders.  In our current request for bids, we'll allow customers to aggregate the output of biogas digesters at more than one location and to make the one megawatt minimum bid requirement.  So, yes, we are willing to do that.


As to the first—I don’t want to put words in your mouth—but one of the issues, I think, posed in your question is whether the e-biodigesters get the generation component as opposed to saying full retail prices.  Maybe that's what you're talking about, the sustainability.  We're certainly willing to discuss the right mix of incentives to make the program work, but I think it's an important thing to remember that these are costs that need to be borne by the right parties.  That's all.  We have to look at the cross-subsidy issues as is one sector of the economy, like our ratepayers or customers, for example, paying to address a very important environmental problem in another part or more limited part of the state?  And that's above my _____ rate but it's something that we have to look at.


SENATOR FLOREZ:  Okay.  Let me look real slow through that because—so you're saying, that if there were—not to put words in your mouth, but if the right incentives, meaning that PG&E might consider that if, indeed, there was some sort of way for you to recoup what you might feel is an opportunity to connect these folks to the grid; is this like the standby charge, the issue of dairy, that we're discussing?


MR. BUSTERUD:  I think we're talking customers, which customers would be paying for it.  That's all.


SENATOR FLOREZ:  And what do you mean, which customers?  Kind of tell me what that means.


MR. BUSTERUD:  PG&E, for example, if the dairy digesters do presently use our transmission and distribution system to some extent—and obviously we pay under the 2228 vice terms; we pay the generation component—if we were to say, well, for a certain class of generators they don't have to pay for part of our system that they use, then obviously the rest of our customers are going to have to subsidize that, if you will.  Again, it's not right or wrong.  It's just that it has to be looked at by…


SENATOR FLOREZ:  I understand.  Do you have, within your bill—I'm talking ?? of my PG&E bill—but is there a component for public goods charge?


MR. BUSTERUD:  Yes.


SENATOR FLOREZ:  And what is that paid for?


MR. BUSTERUD:  I'd have to get back to you on the components of that.


SENATOR FLOREZ:  Do some components have to do with renewable energy?


MR. BUSTERUD:  I believe so.


SENATOR FLOREZ:  Solar, wind?


MR. BUSTERUD:  Right.


SENATOR FLOREZ:  Any for digesters in that component?


MR. BUSTERUD:  We'd have to get back to you on that one as such.


SENATOR FLOREZ:  There's not, but could you get back to us anyway and tell us what you think about that?  Because I think that's part of—again, we're trying to equalize the mix here.  I'm just kind of wondering, as you said, that some customers who have to pay—I think everybody pays.  I think, that if we don't have solar in Kern County or we don't have wind in Kings County, I'm kind of wondering why we're all paying for stuff that's maybe outside of our area for other people but why other people couldn't help this particular industry through that particular charge to get on its way to this particular movement.  And if you're talking about somehow making it an incentive, I think that's something that would be in the mix so I'd like you to look into that, if you could.


Just two general questions.


In terms of the frustration that you may have heard in terms of the other states—we've talked about New York and some of the other folks having more streamlined government-driven deadlines—what is your thought on that?  If we were to put a bill together and say, Look it's just, we'd like you to have all of these things done when an application is submitted to you by a certain timeframe, what do you think about that?


MR. BUSTERUD:  I guess I come back to my initial point, that we want to make this program and other programs like it work.  We all know that, for example—at least as my perspective as an attorney—the Permit Streamlining Act may not at times quite live up to its name.  If you put a deadline on something and the proponent would come in and say, Well, we've give you a decision,  but you're not going to like what it is.


Not to evade the question, that will probably come up in the OIR, at the commission, and it's a question of, it's a question of priorities, I assume.


SENATOR FLOREZ:  And the company's position on that, those discussions, is a good thing or a bad thing, in terms of permits streamlining and moving deadlines, et cetera?


MR. BUSTERUD:  Well, the permit streamlining, that was in reference—those are government permits, of course.  But we want to make the program move faster and I can't tell you today what specific date or…


SENATOR FLOREZ:  Yes.  Okay.  That's all the questions I have.  Thank you very much.


MR. BUSTERUD:  Thank you.


SENATOR FLOREZ:  Kevin Payne, Southern California Edison.


Your position.


MR. KEVIN PAYNE:  Yes.  Thank you, Mr. Chairman.


I am the director of QF Resources, the department responsible for procurement of cogeneration and renewable power and the coordination of the distributive generation interconnection process.


SENATOR FLOREZ:  Okay.  How many do you have online?  PG&E has three.  Where are you?


MR. PAYNE:  Biogas specifically or all distributed generation?


SENATOR FLOREZ:  No, just digesters.


MR. PAYNE:  Digesters.  We have…


SENATOR FLOREZ:  Don’t tell me what's coming.  Just tell me…


MR. PAYNE:  Two online, four in process, on their way to installation.


SENATOR FLOREZ:  And that would total how many megawatts of power?


MR. PAYNE:  One point six.


SENATOR FLOREZ:  One point six.  And in terms of the ones who are in process, you know, what does that mean?


MR. PAYNE:  That means that they've made application; they've had discussions with our engineers about what kind of facilities will be required, and they're in some phase of either planning or construction.


SENATOR FLOREZ:  Okay.  In terms of that process that they're in, what kind of guidance are you giving them in terms of connecting to the grid?


MR. PAYNE:  We're following the process in Rule 21 which generally has a standard fee for a project like this of around $1,400.  Unless there is something unusual about the project, its location…


SENATOR FLOREZ:  Okay.  So your refer them to Rule 21?


MR. PAYNE:  Right.  The process is defined Rule 21.  Our engineers tell them what's needed.  It's generally fairly standard.


SENATOR FLOREZ:  Okay.  And in Rule 21, it doesn't specifically give us an idea of how long they may be in that process; is that correct?  It could be a year; it could be a month, six months?


MR. PAYNE:  For unusual circumstances, there is discretion in there.  We try to get these through as quickly as possible.


SENATOR FLOREZ:  Okay.  When you say unusual circumstances, there are exceptions.  How many times has that been used?


MR. PAYNE:  In our case—the exception you're talking about specifically is where there's a detailed interconnection study that needs to be done based on the generator and where it's located.  In the case of the six generators that I referenced, we haven't seen the need to do that study for any of them so it's been a fairly expedited process with relatively standard technical requirements.


SENATOR FLOREZ:  If you could just, again, just to go back and take us through how somebody becomes connected to the grid under your processes at California Edison?


MR. PAYNE:  Again, the process of going into Rule 21, they submit an application which describes the process.  We provide information packages that tell them how the process works and provides the agreements that need to be signed and that sort of thing.  There is an initial review of the project and its characteristics.  If, under certain circumstances, it's a fairly quick review by the engineers.  Under unusual, limited circumstances, it could be a much larger study.  Again, for this size generator and these particular cases, it's been a fairly expedited process.  It hasn't required a lot of detailed studies.  There is a fee.  Usually, it's $1,400 because these are not pre-certified units.  That's been our experience with the biogas, specifically.


SENATOR FLOREZ:  And how does one become pre-certified?


MR. PAYNE:  Pre-certification is something that a manufacturer of a specific piece of equipment needs to do.  It's a specific manufacturer of a generator.  It would take it to an independent testing laboratory who would certify it specifically to the requirements of Rule 21.


SENATOR FLOREZ:  I assume you're technology neutral as well?


MR. PAYNE:  In Rule 21?  Oh, yes.


SENATOR FLOREZ:  Under your process?


MR. PAYNE:  Yes, absolutely.  We've been there connected…


SENATOR FLOREZ:  But then you have a pre-certified list for manufacturers, right?


MR. PAYNE:  Who have gone through that process and who have submitted all the right information to demonstrate pre-certification.


SENATOR FLOREZ:  And out of ten of those folks, how many are pre-certified, percentage-wise?


MR. PAYNE:  Out of ten…


SENATOR FLOREZ:  Out of ten ____.


MR. PAYNE:  Very small number.  It would typically be done—it is an investment that a manufacturer would need to make.  We have some small micro-turbins, for example, that where the volume of sales was anticipated to be very large.  That might be a cost-effective way to do it.  Other manufacturers have not pursued it.


SENATOR FLOREZ:  And in terms of a person applying, what's the most efficient?  It's someone with pre-certified equipment or someone applying without pre-certified equipment?


MR. PAYNE:  Clearly, the fastest and cheapest way is through pre-certified equipment.


SENATOR FLOREZ:  And how much does that cost somebody to do, to get into the program, pre-certified?


MR. PAYNE:  I really don't have a number for that.  That's something a manufacturer would have to do, probably get you a ballpark, but we haven't done that ourselves.


SENATOR FLOREZ:  Okay.  In terms of the issue of methane digesters specifically, do you do anything to encourage folks towards this technology?


MR. PAYNE:  Well, there are a couple of things. 


One is that we have a Self-Generation Incentive Program—all the utilities do—and they qualify for up to 40 percent funding of the project cost.  If they're less than, I believe it's 1.5 megawatts, and we publicize that program.  We also try to expedite interconnection as well as we can when these projects are decided on.


SENATOR FLOREZ:  Okay.  Let's go back to the original question I asked PG&E in terms of renewable portfolio.  You have one, right, in terms of meeting the 2017 standard?

MR. PAYNE:  Yes.

SENATOR FLOREZ:  Methane digesters included anywhere in that portfolio?

MR. PAYNE:  I think there's an important clarification I'd like to make here.

SENATOR FLOREZ:  Sure.

MR. PAYNE:  The  removable portfolio standard has to do with power that we procure as a percentage of our total retail sales.  Much of what we're talking about here today is net energy metering which is really designed to serve onsite load at dairies, even though there is a credit given that's sort of banked and then given back to the dairy later.  So they are not actually counted towards our renewable portfolio standard.

SENATOR FLOREZ:  So none of these have assisted you in terms of meeting your deadline?

MR. PAYNE:  No, because what they're doing is they're serving their load and they're not selling to us on a net basis.

SENATOR FLOREZ:  They're not selling to you on net basis but they can sell to you…

MR. PAYNE:  Now we would be more than happy to have a methane digester maybe in a larger size that wasn't intended to bid into one of our solicitations, we would be very interested in that.

SENATOR FLOREZ:  Okay.  And you do have a policy for net metering agreements with methane digesters?

MR. PAYNE:  Yes.  We do.  We have a tariff and…

SENATOR FLOREZ:  Okay.  In terms of that particular policy, how does someone become eligible for that net metering agreement?

MR. PAYNE:  They have to be an eligible biogas generator within a certain size limit and they qualify for the tariff.

One clarification I would make as well with regard to your question on PGC charges earlier, once a biogas generator signs up for the net energy metering tariff, they're exempt from paying for their PGC charges.

SENATOR FLOREZ:  Okay.  So there's an exemption process for those folks, right?

MR. PAYNE:  Right.

SENATOR FLOREZ:  Now under current law, why are, I guess I would say, that there's different standards for biogas technologies; is that correct?  Meaning, they are investor-owned utilities, correct, and there's interconnection agreements up to a certain megawatt limit; is that correct?

MR. PAYNE:  Right.

SENATOR FLOREZ:  Okay.  Under this particular rule, methane digesters, how do they, where do they fall in?

MR. PAYNE:  In terms of size?

SENATOR FLOREZ:  Yes.  You mentioned they were so small as not to allow you to even quantify towards your 2017 guidelines; is that right?

MR. PAYNE:  Well, again, the ones that we've been talking about are serving the dairy loads so they don't qualify as procurement for us.

SENATOR FLOREZ:  Okay.

MR. PAYNE:  Our renewable portfolio is for procurement specifically.

SENATOR FLOREZ:  And the folks that you've mentioned, how many are in that metering agreements now with you folks?

MR. PAYNE:  The two that we have online are, one of them has a net energy-metering agreement; and the other one, the generator, is so small compared to the load, that they didn't enter into that agreement.

SENATOR FLOREZ:  Okay.  And the tariff, some are paying some—I mean everyone pays—some got in before, some got in after.  How does that work?

MR. PAYNE:  In terms of net energy metering tariff?

SENATOR FLOREZ:  Yes.  The tariff that was—I think someone testified earlier that was kind of imposed.  Was it a process?  Did they all pay that?

MR. PAYNE:  These would all be eligible for the net energy metering tariff if they choose to select it, and these all came into existence after the tariff was on the books, if that's what you mean.

SENATOR FLOREZ:  Okay.  In terms of standby charges, they're exempted if they participate in this program?

MR. PAYNE:  Yes.

SENATOR FLOREZ:  From you folks?

MR. PAYNE:  They are.

SENATOR FLOREZ:  Okay.  There's two other questions.


Rule 21, do you participate?  What do you think about that process thus far?


MR. PAYNE:  Going back historically, I think the Rule 21 process and the working group has been very effective.  I think what it's accomplished is a couple of things.  It's taken Rule 21 from three different utilities and it's essentially standardized it, and I think it's gone a long way towards streamlining it.  It's defined a process that I think people can rely on.  I think maybe what we've heard here today is, that at times, when you get into the more complex issues and you get into engineering studies, that maybe there are some things that could be improved.  But I think the process itself has come a long way and the working group, as someone mentioned earlier, it's almost five years of meetings and I think that's evidence the working group is not giving up.  They want to keep making this better, and we're always looking for ways to do that.


SENATOR FLOREZ:  Thank you very much, appreciate it.


Let's go to SMUD, if we could.  Mike and Ruth, thank you for joining us.


What department do you work for and what's your roles?


MR. MICHAEL DeANGELIS:  Sure.  My name is Michael DeAngelis.  I manage the advanced renewables and distributive generation technologies at the Sacramento Municipal Utility Districts.


I do have a brief statement that might answer some of your questions, if you'd allow me.


SENATOR FLOREZ:  Sure.


MR. DeANGELIS:  To begin with, SMUD has long had a reputation of being a pioneer and leader in advanced energy technologies.  As an example SMUD has had the largest solar program of any electric utility company in the United States and also, for the longest time, we've had a program for 20 years.  We've had over 900 installations just in solar energy in the past 20 years and over ten megawatts interconnected to our distribution grid.


Lately, we've been broadening our renewable energy programs beyond solar and expanding our support for other renewable energy technologies, including our understanding of the feasibility of diverting problem biomass waste and residues to productive electric generation.  These biomass waste and residues are currently problematic because they are burned, landfilled, or stored in open lagoons from agricultural, municipal, and forestry sources.  So we're really inventorying them to really understand the potential benefits to the Sacramento Municipal Utility District region.


One of our first opportunities were the 43 dairies that we were aware of in Sacramento County since about, as mentioned earlier, I think, 120 pounds of manure per healthy dairy cow is generated per day.  So if you have a thousand-cow dairy, you certainly have manure management challenges in front of you.


We also became aware of a U.S. Department of Agriculture program that was available for funding 25 percent of the cost of dairy digester systems.  So we invited our 11 largest dairies to partner with us and RCM.  I believe you have Mark Moser here a little bit earlier to develop proposals for the U.S. Department of Agriculture.  Out of the 11, we did this in a very hurried fashion because there's a deadline on submitting the proposals to USDA.  Five of our largest dairies did agree to participate.  We decided to split the cost of a feasibility study in preparation of proposals.  RCM did prepare the proposals, and we submitted proposals just a few weeks ago in July.


Now if we are able to get 25 percent of the project costs from USDA, SMUD's staff will propose to our elected board of directors some additional financial incentives—a pilot net metering program with the dairies and also to expedite interconnection with each dairy with our rate Rule 19.  That technically conforms to the Rule 21 used by investor-owned utilities in California.


Now assuming our board approves and we don't see any reason why they will not, because they do have very significant policy direction to us and this program is very consistent with that policy direction, we will then implement this pilot dairy digester program at SMUD, hopefully beginning of October.  So that really summarizes what we are doing at SMUD to accelerate the use of biomass and dairy digesters in our service territory, and we're very excited about it.  And if you have any questions, I'd be pleased to answer them.


SENATOR FLOREZ:  I do.  You've actually delved into a few of the things I wanted to ask you about.


Rule 21 and Rule 19—what's the principal difference?


MR. DeANGELIS:  Well, we again are regulated by an elected board of directors, so we're not regulated by our public utilities commission; so sorry, we don't want to confuse you.  They're very similar, they're technically similar.


We have attended the Rule 21 meetings and have made sure that we've conformed technically with the Rule 21 specifications.

SENATOR FLOREZ:  You mentioned, that in order to think about methane digesters, you've now created some sort of consortium with USDA in trying to figure out how to get funding there?


MR. DeANGELIS:  We have submitted proposals to the U.S. Department of Agriculture.


SENATOR FLOREZ:  Okay.


MR. DeANGELIS:  Actually, it was our dairies that submitted the proposals but we did work with our dairies to help prepare the proposals.


SENATOR FLOREZ:  Okay.  Given that, then there's no interconnection at this point in time?


MR. DeANGELIS:  Not yet.  We have agreed in these proposals to net meter the installations and also to expedite interconnection.


SENATOR FLOREZ:  For a dairyman to figure out how to then participate in that, you would refer them also to Rule 19?


MR. DeANGELIS:  Yes.  We, as I mentioned before, we have asked our 11 largest dairies whether they wanted to participate and we do have five that are beginning to participate with us, but it really depends on whether we do get the funding.


SENATOR FLOREZ:  Will it depend then on that?  Are you going to create net metering?


MR. DeANGELIS:  Yes.  Again, we will go forward with our board, with a pilot net metering program for these dairy digester systems.


SENATOR FLOREZ:  Okay.  Thank you very much, appreciate it.


Thank you, gentlemen.


Let's go back to the panel.  Dairy Operator Perspective.  Carl Morris, general manager, Gallo Farms; Leo Langerwerth, Langerwerth Farms; Bob Feenstra, executive director of Milk Producers Council.


After this panel is the last panel on the Impact on Air Water Quality, Dave Warner and Lonnie Wass.


Larry Testalone ??, also, if you'd like to testify, you're welcome to come up as well.


Okay.  Let's start with Carl Morris, and I have questions.


MR. CARL MORRIS:  Okay.


SENATOR FLOREZ:  Unless you have a statement.


MR. MORRIS:  No.  That's fine.


SENATOR FLOREZ:  Okay.  Just a summary of where you're at on your particular project.


MR. MORRIS:  We're generating electricity and we have been for all of three weeks now.


SENATOR FLOREZ:  So that has been happening?


MR. MORRIS:  Yes, very recent.  We have a few bugs that we're still working on.  We're expecting to have a grand opening and dedication we'd like for you to attend.


SENATOR FLOREZ:  Okay.  Absolutely.  Let us know.


In terms of the digester, what type is it?


MR. MORRIS:  It's a covered lagoon digester.


SENATOR FLOREZ:  Covered lagoon.


Just from the operator's perspective, what motivated you to go beyond, if you will, the industry, and installed a digester.  You didn't have to do it so quickly, so fast.  What motivated you to do that?


MR. MORRIS:  There are essentially three things.


One, we've been environmentally conscious in many ways.  We try to do the work that way.  We border wildlife refuge and we've done a lot in environmentally and compatible farming and wetlands restoration with the Wildlife Service and try to keep on the leading edge of the environmental areas here and this was very much in line with those inclinations.


SENATOR FLOREZ:  Any economic?


MR. MORRIS:  Very much the economic issue because this area's next to a cheese plant.  We use a lot of electricity in the cheese plant--the rates have been going up—and the attraction of generating our own electricity and offsetting propane usage was very attractive.


SENATOR FLOREZ:  Given the cheese plant, do you foresee fully, if you will, powering your operation?


MR. MORRIS:  No.  This generator will provide about 25 percent of the load.


SENATOR FLOREZ:  Will that cover the dairy itself?


MR. MORRIS:  The dairy's actually across the street.  This is only going to the cheese plant.


SENATOR FLOREZ:  Okay.  All right.


MR. MORRIS:  It would more than supply the electricity for the dairy which is we're in a unique situation that we can use all the electricity we provide and produce.


SENATOR FLOREZ:  You also use heat and sludge; is that correct?


MR. MORRIS:  We captured the wasted heat off the generator and the exhaust and generate steam for the cheese plant.


SENATOR FLOREZ:  Is it fair to say that you use all of our waste from dairy operations to move this forward, energy?


MR. MORRIS:  This dairy—all the manure goes into the digester.  We use all of the electricity produced and a large, almost all of the heat off the engine to offset propane, yes.


SENATOR FLOREZ:  Maybe you can tell us—obviously, it's in now—but some of the highs and lows of this particular process.


MR. MORRIS:  Well, the high is now that we're generating electricity.  The lows were all getting to this stage.  The costs and the time was much higher.  Both of them were much higher than we anticipated.  Our costs are probably closer to double what we originally budgeted, and we're six to eight months, more like six to eight months longer than we expected to incur.


SENATOR FLOREZ:  Okay.  And the reasons for those being over budget would be…


MR. MORRIS:  A lot of the costs were over budgeted in the civil works area—the concrete work, that area that we had to do—and we just didn't estimate a lot of those as well as we should have.  But some of them were due to regulatory issues, the new surprises with electrical things and Air Board requirements and things that we face along the way.


SENATOR FLOREZ:  Even with cleaning the air, the Air Board requirement is that you get a permit?


MR. MORRIS:  In our case, the Air Board requirement was rather onerous because it was connected to the cheese plant.  We needed a permit and we were required to meet the full requirements of industrial unit even though, and with no consideration of the mitigation on the dairy.


SENATOR FLOREZ:  Do you have to hire an operator to run this particular digester?


MR. MORRIS:  Not specifically.  We hired an environmental administrator to handle many of the aspects of compliance on this as well as other things around the ranch and otherwise utilize air maintenance people and outside contractors to operate.


SENATOR FLOREZ:  We were talking about the Energy Commission was up earlier in terms of the dollars that you received from that particular—did it end up being about half of it or did it end up…


MR. MORRIS:  No, no, far less.  More like a quarter, and then we received a smaller—we're going to receive a smaller self-generation incentive brand as well.


SENATOR FLOREZ:  And from a learning perspective then, your experience with the utilities…


MR. MORRIS:  With the utility, it was quite difficult.  It was probably 16 months to get the interconnect agreement.  There was a lot of back and forth and a lot of changes along the way.  Even now, one of the bugs we're working out, after we got the interconnect agreement, they came back and said, We overlooked something.  You need to put in another relay, which is not that big a deal—it doesn't sound like that big a deal—but the process you have to go through with submitting drawings, getting them approved, getting the test independently tested and then stalling back and forth, it's time consuming and costly.


I want to also say that PG&E is paying for this extra relay.


SENATOR FLOREZ:  Okay.  So it is PG&E, was the utility; is that correct?


MR. MORRIS:  Yes.


SENATOR FLOREZ:  Okay.  The additional requirements you've mentioned, were those mid-project or prior to, starting the process?


MR. MORRIS:  With the utility, there were some that were mid-process.  It was kind of learning and changes.  I don’t know how much was learning and how much was changes but all through the process.


SENATOR FLOREZ:  Would you say that contributed to some of the cost overruns?


MR. MORRIS:  Yes.


SENATOR FLOREZ:  Budget, additions?


Last question I have for you in terms of—you do have other dairies; is that correct?


MR. MORRIS:  Yes, four other dairies.


SENATOR FLOREZ:  And given your experience with this particular project, what would you, what would your thought processes be for those other dairies?  Would you do the same thing?  Is there something you'd do differently?


MR. MORRIS:  Well, we like the idea and we’re already exploring it, but we're moving ahead cautiously.  The capital costs is pretty high on this.  A major—I have to make it pay; the economics have to work.  A major problem would be not being able to utilize all the electricity or a source of selling it at retail rates.


SENATOR FLOREZ:  Great.  Thank you very much, appreciate that.


Leo.


MR. LEO LANGERWERTH:  Yes.


SENATOR FLOREZ:  Okay.  Just a couple of questions.


Number one, how long have you operated your dairy, and I guess the question is, why did you build it in the first place?


MR. LANGERWERTH:  We've operated the digester since '82.  We put it in for a couple of different reasons.  My dad was big into it at the time, and he wanted to find a different way put power in his own pocket instead of in PG&E's so that's it.


SENATOR FLOREZ:  Okay.  Would you say you got your money back at this point?


MR. LANGERWERTH:  Big time.


SENATOR FLOREZ:  Okay.  And how much does it save you a month as a real practical application of this?


MR. LANGERWERTH:  Total?


SENATOR FLOREZ:  Yes.


MR. LANGERWERTH:  Power, water, fertilizer, bedding material for the cows for the free stalls, somewhere in the neighborhood of $7,000 a month.


SENATOR FLOREZ:  Given that, what's your thought in terms of talking to your colleagues about why aren't they doing it too?  What do they think ?



MR. LANGERWERTH:  Somebody else said it earlier.  I think when I started ours or we started ours, it was in '82.  Five or six—I’m up from Northern California and there were five or six up in that direction that went in, then went out, because of whatever reason—I'm not going to say what the reasons were because there were different ones for all of them, I think—but it was a failure attitude and people just said, I'm not going to spend that kind of money.  A couple of other people said that same thing.  I think Roy said it.  They don't want to spend that kind of money on something that has proven itself not to be—how do I say that without screwing it up ??—because it's very profitable but these people were scared because so many of them fell on their face, so to speak, but not because it's a bad technology.  It's an outstanding technology.  We've been doing it since '82 and we're producing a lot of power.  But now keep in mind, I have a contract with PG&E where they buy my power.  It's not a net metering thing, so that's one of the reasons I make a little more money because I sell power to them and they pay me for it.


SENATOR FLOREZ:  Okay.  You did this prior to all the grant dollars available; is that correct?


MR. LANGERWERTH:  My project was 225,000.  I got 90,000 from the state at 5 percent interest and the rest was at 12 percent when the rate was 12 percent in '82.


SENATOR FLOREZ:  So going forward, if you were to do it or advise other folks to do it now with the dollars available, was that a better bargain now than it was before?


MR. LANGERWERTH:  Absolutely.  I wanted you guys to retroactive that money back to me so I could get a little bit back.  (Laughter)


SENATOR FLOREZ:  Okay.  We rather give it to the general fund.  That would have probably been a better use than…


MR. LANGERWERTH:  Yes.  That's true.


SENATOR FLOREZ:  Net metering, your opinion of it.  We've been talking about it quite a bit today.


MR. LANGERWERTH:  I know.  It's scary because it seems to me, like if a dairy has enough power to run their own place and a little extra, when are they going to be able to utilize that power back?  Now if they have something like this gentleman has a cheese plant, maybe they can incorporate it into there and that would be fine.  I think it gives the power company a way to get power from the person producing it, and then there's a chance they'll never use it back so I’m not sure.  I don't know if net metering is the way to go but that's for everybody else.


SENATOR FLOREZ:  In terms of what you've heard today in terms of the rules being changed midstream, what is your thought on that, in terms of utilities changing those particular rules?


MR. LANGERWERTH:  I don't know.  There's still a lot of things that they've done to us over the years that have irritated me, one being, standby charges.  They don't charge standby charges; they're not supposed to.  They've changed that and called it a ratcheting fee and there's a $400-a-month fee that I have regardless if I buy a stick of power from them or not.  That's just the standby fee that they change the name for.


SENATOR FLOREZ:  What's it called now?


MR. LANGERWERTH:  Ratcheting fee.


SENATOR FLOREZ:  Ratcheting.


MR. LANGERWERTH:  Nice word, huh?


SENATOR FLOREZ:  Ratchet.  That's a real term?


MR. LANGERWERTH:  That's a real term.


SENATOR FLOREZ:  Ratcheting.  Do we know why it's called ratcheting?


MR. LANGERWERTH:  Because it's a way to change the word.  (Laughter)


SENATOR FLOREZ:  I just wondered.  I know standby is clear but…


MR. LANGERWERTH:  The way they figure the ratcheting fee is, they use my anytime power that I would purchase at any given time.  When I did that, I had an oil cooler go down on my engine so the engine was down for four hours changing the oil cooler.  At that point in time, we're milking, we're pumping in.  We're doing all our work that could possibly happen and I ran up a figure of 58 kilowatts, times 29 cents a kilowatt is where they came up with the $407, I think it is, that the ratcheting fee is.


It's at any time that they can find that you bought power from them and that's what they use for a figure.  That's the way it was explained to me.


SENATOR FLOREZ:  You know that most of the 5X dollars, obviously, were created at a time we needed to produce more energy and try to buy it cheaper.


MR. LANGERWERTH:  You're talking about the net metering?


SENATOR FLOREZ:  Yes.


MR. LANGERWERTH:  I think that in a case like his where he would use more power, that would be fine.  But on a dairy where they're really using the same power virtually year round, I don't see how it would—it wouldn't work for me.  I don't know it wouldn't work for other dairymen, so I shouldn't really say.  But for me, it wouldn't.


SENATOR FLOREZ:  Okay.  You said in the San Francisco Chronicle, "Utilities just hate it when they have to buy power from us."


MR. LANGERWERTH:  Well, I did some work to a digester and got it to start producing more gas.  And one of the first things that happened was they called and said, What the hell are you doing?  Well, I'm producing more power.


Well, they couldn't figure out why I was producing more and I didn't tell them.  It wasn't any of their business.  They just was wondering what was I doing so they don’t like it when you produce more power.  (Laughter)


SENATOR FLOREZ:  Okay.  I think that's all the questions I have.  Thank you.


MR. LANGERWERTH:  Thank you.


SENATOR FLOREZ:  Okay.  Larry, you want to—go ahead.

MR. LARRY TESTALONE ??:  Well, I’m just getting started.  We just got power into our building, thanks to this hearing that you're having today.  I think it sort of motivated them.  They worked on Saturday to get me hooked up.  I haven't started producing power yet.


SENATOR FLOREZ:  Our next hearing is in Button Willow—no--I'm just kidding.


MR. TESTALONE:  _________?  Mine's a simple lagoon.  It's a covered lagoon.  It's something like that over there.  It's two acres of covered lagoon that was a generator, period.  I deal with PG&E.  It's been interesting.  I should have said just utility district instead of PG&E.


I went to one meeting.  They said one of the costs was going to be about 35—well, maybe six, maybe seven.  It could be ten.  One ?? of the members ______, Well, we'll just charge you ten.  I said, Well, wait a minute.  I thought you wanted to get this thing started.  Well, the fee ended up being 75.  And hopefully, we get that back through some of these hearings.


SENATOR FLOREZ:  Have what you heard today pretty much matched what you experienced and what you're seeing now?


MR. TESTALONE:  Absolutely.  At one time, we were looking at even buying power lines.  This net metering, it looked like it was going to go sideways and it looked like we were going to buy power lines down the way.  It's about $60,000 to rewire the dairy.


SENATOR FLOREZ:  Okay.  Anything else you'd like to add?


MR. TESTALONE:  No.  Thanks for having the hearing.


SENATOR FLOREZ:  Thank you.  Glad we can be helpful as well.


Let's go to Bob.  Thank you for joining us.  Good to see you again.


MR. BOB FEENSTRA:  Glad to be here.


SENATOR FLOREZ:  Just in general, who do you represent?  I think that would be the most important to start this off.  Obviously, we'd like to talk about some of the digester operations in Chino.


MR. BOB FEENSTRA:  First of all, I'm Bob Feenstra.  I'm the CEO of Milk Producers Council.  I'm happy to be here today; and generally, on events like this, you should bring gifts.  So we have for you, not today, a Cow Power hat so we do have quite an operation in Chino.


The idea came from the concerns and the hearings that we had at the South Coast Air Quality Management District that Chino had, a large concentration of dairy cows.  They were concerned about the emissions and odors, and we had to implement a plan that would reduce that.


We did that several ways, Senator.


One was to cover the compost ____.


The second one is to hook up many dairies to the _____.  But most of all, we said we'd work with the local municipal water district to build a composter and we've done that.  It's been in operation just short of two-and-a-half years.  It produces just short of a megawatt of power.  We provide 225 tons a day of liquid manure that's collected with honey vacs ?? and delivered either in a end dump or in what we call a nursing truck.  It's working extremely well.  It's not a silver bullet.  We've had some problems.  It's a plug-flow operation but it's a pilot project so we're learning from it.


The energy that we produce is being sold to the Inland Empire Utility Agency and also to one of our major de-salters in the area where we piped the gas approximately a quarter of a mile.  The exciting thing is that the positive impacts, of course, is the health impact on the dairy or less odors, of course, of the daily removal of wet manure and that comes off of the feeding area.


Most of all, the automatic compliance now with the new South Coast rules that those dairies that are on the digester projects, Senator, will be exempt from the new four removals a year.  It works really well with the municipal water district, Senator, and I come at a different approach.  The individual dairies, as we have them in Northern California. The onsite may work better for them.  I'm more on a regional approach.  And it's just not dairy livestock, Senator, that has methane problems or gas problems or air quality problems.  The counties and municipalities have them also.  So if we do what we all a total mix digester, we can bring in the food hoist, we can bring in the other products along with the dairy waste.  As the earlier speaker said, it's a win-win for everybody.


Any problems with the power company, what we did early on is negotiate with them.  We sat down and worked out a plan, but we worked from a position of power.  We sold them about 38—we bought about $38 million worth of power a year.  Working with the municipal agency, they sat down and went, Uh-oh.  We're going to sit down and we're going to work things out.  We do have a standby cost, so that went on the district site that we have a standby cost.


SENATOR FLOREZ:  Was that negotiated?


MR. FEENSTRA:  Yes.  But all in all, it's a win-win.  We now are putting in a second digester, total mix.  We're going to bring it up to 600 tons of liquid manure a day.  The dairymen are in line to get into the project because of the overall benefits.  So we're really, really pleased with it.  Again, it's a big expense and that's why I want to do the regional approach.


SENATOR FLOREZ:  Given that, your thoughts on that metering?


MR. FEENSTRA:  I'm going to leave that to you and the committee.  I prefer to work directly with the power agencies and cut our own deal.  And if we can't, we'll find a way around it.


SENATOR FLOREZ:  Okay.  But for your colleagues, it may not be so fortunate to deal with the municipal utilities?


MR. FEENSTRA:  We're going to support what they think needs to happen, Senator. But right now, we're working quite well with our power agency.


SENATOR FLOREZ:  Okay.


MR. FEENSTRA:  I think you said earlier in your comments, what can you do without a hearing, and I sort of liked that approach.


SENATOR FLOREZ:  Or what can you do with a hearing once in a while?


MR. FEENSTRA:  Like they benefited from this hearing and I commend you on that.


SENATOR FLOREZ:  In terms of just a larger, broader question, the new dairy rule's being put out by South Coast to remove manure more often.  Your thoughts on that in terms of participation, digesters, et cetera.


MR. FEENSTRA:  Senator, that new rule was caused by some legislation that moved in the state and…


SENATOR FLOREZ:  Giving you a free opportunity here.


MR. FEENSTRA:  We had to deal with that.  We're somewhat disappointed in it that we made our deal with South Coast.  We had 68,000 cows leave the area.  We put in a digester, we hooked up dairies to sewers, and we covered our wind ?? rows ??.  We're going to meet that rule.  We're going to meet it head on; we're going to work with our producers; we're going to get it accomplished.  We have some concerns now.  Now the regional board says we don’t know if we want any manure in the district, in the Santa Ana district, so now we may have to take the finished product further out.  That will be a greater cost to the dairymen.  But if we can get more and more dairymen into the digester, we're removing as much as 55 to 60 percent of the manure when you put it into the digesters.


SENATOR FLOREZ:  I thought I'd give you some free moments to at least give you a perspective for the transcript and for the record on that, so I appreciate that.


Anything else you'd like to add?


MR. FEENSTRA:  I think this hearing has been beneficial.  The dairy industry has got some real challenges in front of them, Senator.  And one is, what are we going to do with those dairies in Southern California?  How are we going to keep them in California and maintain this $4.7 billion industry?  I know that we're going to have to address the air issues.  I don’t believe that the digester is a silver bullet for everybody, but I think that we need to work on opportunities giving the dairymen a choice of how he wants to manage his waste.  One of those opportunities is a digester.


I think as we go along and the technology improves, the savings, as my colleague here has realized--when the dairyman realizes that there is a profit, they're going to act to it, and I'll end it with a story from my mother.


We went to Holland several times in the '50s and '60s because of the payment from the manure that we received to bring to all the farmers.  She said before she died Monday that they'll be worth a lot of money again.  I think, as we move ahead and we look at these opportunities, it's going to have the value because your family and others have realized and dairymen are going to move to where the money's at.


SENATOR FLOREZ:  Just more thing.  As you're here, you heard PG&E talk about the particular project within my district being Buttonwillow, and I hope you'll stay with working with us on that because that's a lot of money to be on hold and I think you heard him say it was imminent, I think was the word.  So hopefully you can stay in contact with us to see if we can see that project through fruition.  That would be very helpful.


MR. FEENSTRA:  Senator, we met early on with PG&E when we were looking at major commercial digesters for Southern California.  We couldn't get them financed but PG&E was willing to listen.  Again, I think if we get across the table from them and we arm wrestle, we're going to make a deal so we're willing to work with them.


SENATOR FLOREZ:  Thank you very much.  Thank you all for being here.


Let's go to the impact on air and water quality.  Dave Warner, San Joaquin Air Pollution Control District; and Lonnie Wass, California Water Quality Control Board.

Thank you both for being here, as usual, and I appreciate your input on these issues.


Let's start with the Air Pollution Control District.  Dave, and then we'll got to Lonnie—and I do have questions.  Can I ask them?


MR. DAVE WARNER:  Sure.


SENATOR FLOREZ:  Okay.  I didn't know if you had a larger statement.


Just on digesters, what do we know about the impacts of digesters on air quality?  I mean your thoughts on that.


MR. WARNER:  Well, Senator, first of all, I do want to say thank you for holding this hearing.  It's been a very informative session for me, largely because I found something we've got in common with the dairy industry.  We finally found something in common.  We both like digesters.


SENATOR FLOREZ:  Okay.


MR. WARNER:  We really do believe there's a benefit to air quality from the use of digesters.  There's wide disagreement on how big a benefit there is.  But digesters definitely do control various emissions from dairies, and we have been the source of that so-called spurious comment that we do believe that there can be as much as 50 percent benefit to air quality, 50 percent removal of VOC emissions from dairies.


SENATOR FLOREZ:  In terms of the research that the Air Board is utilizing, and we've heard some about that today, but your thoughts on that.


MR. WARNER:  Well, I'm going to resist the temptation to settle our court case here today.  As you know, the dairy industry has sued us and that is one of the issues.  I guess I'd have to say that we're satisfied that the emissions factor that we are using for VOCs from dairies is the best available right now.


Can it be improved?  Yes.  I mean that's the general process in air quality, is that emission factors improve with time with further research and that research is ongoing right now and will adapt to new emission factors as they become available, based on better science.


SENATOR FLOREZ:  In terms of the digester issue altogether, is that something that the Air District is going to be requiring?  And where are you in the rulemaking process in terms of requiring this particular technology?


MR. WARNER:  Well, the process is a little—it's not a rulemaking; it's not a requirement.  But what we do have as a result of the permitting requirements that came out of SB 700 is that all new dairies and expanding dairies, they have to reach, they have to obtain permits, will have to go through a process of finding what is the best available way to control the air pollution.  We do that on a case-by-case basis.  We have proactively come up with a guideline that's in draft form right now that concludes that digesters are the best way right now to control emissions from dairies.  It's not a mandate.  Anybody that proposes a new dairy can propose something that's equivalent to a digester, and there are other promising technologies out there.



We're in favor of digesters because there's a usable product that comes out of that digestion process and it's the cow power that everybody's been talking about today.  We're very much in favor of that, and we're very committed to helping work with you folks and everybody in this room to take down some of those impediments that we've heard about today.


SENATOR FLOREZ:  Okay.  Now in terms of—you heard me mention maybe earlier about South Coast, the decision regarding emissions.  In terms of San Joaquin Valley, do we see us moving in that direction or is it something that you're considering in rulemaking?  How do we look at what's happening in South Coast and also in your district ______ some of these dairies?


MR. WARNER:  Well, we have a mandate that comes from SB 700 to address and come up with a program that reduces emissions from dairies.  The timeframe for that is sometime after the Air Resources Board comes up with their definitions of what is a large, confined-animal facility.  Directly after that, research is completed by the State Air Resources Board.  We'll use that information to begin with a process of rulemaking to reduce emissions from large, confined animal facilities.


SENATOR FLOREZ:  In terms of the digester issue, I know we talked about this in Wasco as well.  But in terms of the pollutants mitigated, is this a complete win in terms of air quality or are there some things that are not going to be captured?


MR. WARNER:  It's certainly not the silver bullet as we've heard a couple of times today.  A large amount of emissions from dairies are fugitive in nature.  The great thing about a digester, though, in whatever form it takes, is that there's, in a well designed operation, there's a concerted effort to get as much manure into that digester as possible. That reduces dust; that reduces ammonia emissions; that reduces VOC emissions and methane if it's captured and controlled with an engine.


SENATOR FLOREZ:  In terms of the pollutants that are produced by digesters, are there pollutants produced by the digesters themselves?


MR. WARNER:  By the engine that's driven by the methane, there are pollutants produced.  I've heard of one of them at least today—nitrogen oxide—that would probably be the one of the most importance.  However, that's the amount of nitrogen oxide that is produced compared to the amount of pollutants that are controlled is minimal.


SENATOR FLOREZ:  Is there anything you'd like to add that I didn't cover?


MR. WARNER:  Only again, thanks.  I've heard a lot about interconnectivity problems today and the over the last few weeks that I hadn't been aware of before, and the Air District are committed to working with you to try to find solutions to those problems.


SENATOR FLOREZ:  Thank you again for participating.


Let's go on to the Air [sic] Quality Control Board.  Lonnie, thank you for joining us.


Just in general, we've heard about air pollutants.  Any issues with digesters and mitigating water quality?


MR. LONNIE WASS:  In terms of the water quality, the waste management at a dairy or any confined animal facility is a matter of looking at the nutrients in that as well as the salts and balancing it out into the crops and such.  Adding the digesters will take some of the organics and convert it into methane, but there would still be nutrients in the waste product from that digester.  There would still be salts and there still is a need for a waste management plan for proper use of that on irrigated land.


SENATOR FLOREZ:  In terms of the Air Quality Board requiring liners and dairy ponds, in terms of lagoons, ponds, et cetera, how does that all tie in?


MR. WASS:  Certainly, if we're lining ponds, it's a lesser threat to groundwater quality, I mean a positive effect on that.  There could be and I have not researched it very highly.  But if you're reducing some of the organics and not loading the soils up with organics as much, the organics themselves can create an anaerobic condition in the soils and release certain metals like iron and such.  There's possibly a benefit to that, although it would take more research to see if those conditions really do exist in some of the application areas and whether or not there would be a benefit.


SENATOR FLOREZ:  In terms of the elements that are specifically produced by dairies that affect water quality, what are those?



MR. WASS:  The elements in terms of nitrogen, in particular, and just salts in general, I think, with the digester and the understanding that there's solids that come from the cows as well as a big contribution of ammonia, the district's rules, in terms of the DACT ??, is trying to get it to the digester as quickly as possible so that ammonia isn't gassing off the lanes and such.


Once you have it in the digester and that the digestion process is going to make a more uniform waste so, that instead of having some organic sources of nitrogen that will decompose over time, maybe as it's applied to the field, it's going to make it a more uniform waste and will need to be factored into their waste management.  Much of it's going to be ammonia rather than the more complex sources of nitrogen and the dairyman needs to work that in.  It's more readily available to the crop immediately, and he'll just have to work it into its management plan for his land.


SENATOR FLOREZ:  Okay.  In terms of working with air districts on digester issues, you guys do that at all?


MR. WASS:  We've been over to talk to them, communicating with them, yes.


SENATOR FLOREZ:  Okay.  Last question I would have is, are there any studies as digesters start to become more of a factor that the air quality—excuse me—the Water Quality Board—is looking at?


MR. WASS:  We've discussed it.  We would like to have some more monitoring.  I would hope to work with maybe the UC system on that, and we have a lot of questions of just what quality of waste we're going to be getting from the digester.


SENATOR FLOREZ:  Great.  Thank you both, appreciate it.


That kind of concludes our testimony.  But if anybody has any burning issue they'd like to put on the record—okay.   Seeing none, I want to thank everyone for coming.  I do expect, as I mentioned, that we will now have a follow-up hearing next year on this issue to see where we're at, but we may indeed always go into the district and try to figure out what we can do to help facilitate some of these projects as they move forward.


So with that, I'll adjourn the hearing.  I want thank everyone for coming.
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