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February 28, 2007 
 
 
Advice 2996-E 
(Pacific Gas and Electric Company ID U39 E) 
 
Public Utilities Commission of the State of California 
 
Subject:  Demonstration Project to Convert Dairy Waste for Renewable 

Natural Gas Electric Energy Production  
 
Pacific Gas and Electric Company (“PG&E”) hereby submits a contract 
(“Contract”) with Microgy, for approval by the California Public Utilities 
Commission (“Commission” or “CPUC)”.  If approved, the contract would require 
PG&E to purchase “digester gas” or “biogas”, produced by the digestion of 
agricultural, food or dairy wastes (organic waste) by anaerobic bacteria or other 
processes and converted into pipeline-quality methane, as set forth in the 
contract.1   
 
Approval of this gas purchase contract will allow PG&E to demonstrate the 
conversion of a form of organic waste into a renewable source of pipeline-quality 
methane or “biogas” that can be used to generate energy at a power plant.  
When converted to pipeline-quality methane (which is also known as natural gas) 
the biogas can be used instead of fossil fuel to generate electricity.  A positive 
ruling will further enhance the CPUC’s goal of acknowledging the unique benefits 
that biopower provides in meeting global greenhouse gas emission reduction 
targets.2   
 
Approval of the Contract will also initiate an opportunity for the California Energy 
Commission (“CEC”) to certify the eligibility of a generation facility that uses a 
hybrid fuel source that includes biogas and to verify the methodology for 

                                                 
1 The term “digester gas” is defined by the California Energy Commission to mean “gas from the 
anaerobic digestion of organic wastes.” Overall Program Guidebook April 2006, CEC-300-2006-
008-F, at 17.  The term “biogas” is defined by the Contracts as “methane, carbon dioxide and 
associated non-combustible gases in a gaseous state produced by anaerobic digestion, 
fermentation, or gasification of organic matter.”   
2 See August 21, 2006, “Assigned Commissioner Scoping Memo and Ruling” issued in R.06-05-
027, p. 10-12. 
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converting digester gas into RPS-eligible electricity that was proposed in the Staff 
Draft Renewable Portfolio Standard (“RPS”) Eligibility Guidebook.3  
 
By enabling a demonstration project with growth potential, the biogas Contract 
also complements PG&E’s emerging renewables technology program, described 
in PG&E’s 2006 Long-Term Procurement Plan.4   In both cases, PG&E’s 
payments under the Contract will provide the revenue stream necessary to 
enable the digester gas resource to develop to full commercial scale.   
 
The purchase of pipeline quality biogas under this Contract is a significant 
opportunity for PG&E to assist in the conversion of a burdensome nuisance, cow 
manure, into a combustible fuel and thereby assist in the destruction of 
greenhouse gases.  By approving this contract, the Commission would authorize 
PG&E to lend its demand for natural gas to facilitate the development of new 
sources of energy in the State of California, foster reductions in greenhouse gas 
emissions, and provide other air emissions benefits in U.S. Environmental 
Protection Agency (“EPA”) Non-Attainment Areas.  
 
I. INTRODUCTION 
 
California is a significant dairy producer in the United States, with over 1.7 million 
dairy cows in the state.  The 3.6 million bone dry tons of manure produced by 
those cows each year can be converted into biogas, which consists of methane, 
carbon dioxide, and associated non-combustible gases in a gaseous state 
produced by anaerobic digestion, fermentation, or gasification of organic matter.  
Additionally, California has significant quantities of agricultural and food wastes 
that can also be converted into biogas.   
 
The anaerobic digestion or bacterial decomposition of manure in an oxygen-
starved environment is a natural process that occurs unaided in many California 
dairies.  Typically, the biogas is released into the atmosphere, but biogas can be 
produced through a controlled process.  Anaerobic digesters allow the dairies to 
capture the biogas and convert it into BioMethane, a process which generates 
greenhouse gas (GHG) reduction credits so long as the BioMethane is 
combusted.  Dairies can flare the BioMethane, combust it on-site in a generator 
and feed it into the electric transmission grid, or scrub and inject it into the gas 
transmission pipelines.  Proximity to gas and electric transmission lines, size of 
the dairy farm, and on-site energy needs, among other things, help determine 
whether the BioMethane is converted into electricity or converted into pipeline-
quality gas and then subsequently combusted off-site.  The CEC has determined 

                                                 
3 The Staff Draft RPS Eligibility Guidebook was published for public comment in December 2006.  
PG&E and other parties commented on this, and other Renewables Guidebooks at the CEC’s 
workshop on January 10 and through written comments filed with the CEC on January 22.  These 
comments are provided in Appendix C to this advice letter. 
4 R.06-02-013, PG&E’s 2006 Long Term Procurement Plan, filed December 11, 2006, vol. 2, 
chapter 1, p. I-18 to I-29.  
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that “digester gas”, which is another term for BioMethane, is a renewable fuel.  
Thus, RPS-eligible electricity may be created directly by the dairy, a middleman, 
or by a generating facility that purchases the pipeline-quality BioMethane for 
electric generation.   
 
II. THE DEMONSTRATION PROJECT CONTRACT 
 
The counterparty to this Contract is a developer of “cow power” projects and has 
experience in installing the anaerobic digesters and scrubbing equipment, as well 
as building the compression equipment necessary to elevate the BioMethane to 
pipeline-quality gas.  However, the developer/manufacturer has never built a full 
scale facility on a dairy where the gas is created, scrubbed, compressed and 
injected as pipeline quality natural gas into a transmission pipeline.  The biogas 
Contract submitted for Commission approval in this Advice Letter has the 
potential to foster development of a new renewable energy source; it will use its 
own facilities and processes to create BioMethane.  At this stage of biogas 
resource development, it is important for producers to have a buyer for their 
products while efficiencies are being identified and improvements are made.  
This project will provide valuable information about the feasibility of future biogas 
projects and hopefully provide guidance for more commercial deployment of the 
most successful techniques.  PG&E anticipates deliveries under the Contract 
may begin as early as May 2007.  
 
The counterparty, Microgy, is a subsidiary of Environmental Power, Inc., a 
company involved in various co-digestion projects which generates biogas.   

  
Under the Contract, PG&E will procure a product consisting of the BioMethane 
and the environmental attributes necessary to count the resultant electrical 
generation toward California’s RPS requirements.  The delivered BioMethane 
must meet PG&E’s tariffed gas quality guidelines.  In particular, the heat content 
of the BioMethane from the biogas producer will be metered to verify that it falls 
within PG&E’s minimum and maximum range when the gas enters PG&E’s gas 
transmission system.   
 
III. SIGNIFICANCE OF DEMONSTRATION PROJECT CONTRACTS FOR RPS 
PROCUREMENT 
 
Consistent with the direction provided in the CEC Staff’s Draft, PG&E proposes 
to nominate delivery of the biogas to one of PG&E’s electric generation facilities 
which will be certified as “RPS-eligible” per CEC guidelines.  Delivery of the 
biogas to the facility will occur just like any other nomination of gas pursuant to 
PG&E’s gas system tariffs.  For the reasons given above, the CEC should adopt 
a procedure that relies on recorded gas consumption times actual electricity 
output, instead of the forecasted heat rate, to calculate RPS-eligible MWh.  The 
use of biogas as proposed will demonstrate how seamlessly a renewable energy 
resource can be integrated into California’s electric generation system and how 
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easily documented its contribution can be documented using publicly available 
data.5  
 
IV. BENEFITS FOR PG&E’S CUSTOMERS 
 
Approval of this Contract should provide many benefits for PG&E’s customers, 
including: 
 

• Creating demand for a renewable fuel that can be used to produce RPS-
eligible electric energy, depending on CEC certification;   
 

• Providing a predictable source of renewable gas that satisfies a portion of 
PG&E’s overall electric portfolio gas needs;  
 

• Providing significant reductions of greenhouse gas by capturing and 
destroying methane, a greenhouse gas that has approximately 21 times 
the climate change impact as carbon dioxide.6 

 
 Providing some implicit value as a hedge against natural gas price 

fluctuations because the cost of the BioMethane is fixed (in $/MMBtu) over 
the contract term.  However, because the BioMethane is provided on an 
as-available basis, the hedge is not as effective as would be a baseload 
gas contract.    

 
 Providing an option for PG&E to purchase Additional Environmental 

Attributes (AEAs)7 in the form of emission credits.  The AEAs are 
recognized attributes -- that may be recognized at some point in California 
to result from the disposition of the fuel source other than its combustion in 
order to produce electricity -- such as the sequestration of methane.8  

 
 
 
 

                                                 
5 The electricity generated by a facility per volumetric unit of gas depends on the heat content of 
the gas, which is measured at or near the generating facility.  The heat content of the gas 
delivered by PG&E’s gas department is governed by PG&E’s gas Rule 2 – Description of Service, 
Section 3 and is measured at meter where such gas enters PG&E’s gas transmission system.  
PG&E is billed for biogas on an energy basis (not on a volumetric basis). 
 
6 The conversion process to BioMethane results in an actual reduction in CO2 emissions because 
CO2 is absorbed from the atmosphere as part of the conversion process.   
7  AEAs are defined in the biogas contract as any environmental attributes created by the 
production of Biogas other than those defined in the standard Environmental Attributes definition.  
These include, but are not limited to sulfur oxides (SOx), nitrogen oxides (NOx), carbon monoxide 
(CO) and other pollutants; (2) any avoided emissions of carbon dioxide (CO2), methane (CH4) 
and other greenhouse gases. 
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V.  PRG FEEDBACK  
 
PG&E provided its PRG with a report on this technology and the potential 
projects on July 19, 2006 and September 25, 2006.   

 
VI. REQUEST FOR COMMISSION APPROVAL  
 
PG&E requests that the Commission approve this Contract by resolution no later 
than May 24, 2007.  Upon certification by the CEC that the biogas sold under the 
Contract qualifies as “digester gas”, PG&E will provide a copy of the certification 
to the Director of the Energy Division and confirm that it will report RPS energy 
deliveries consistent with the methodology described in this Advice Letter, unless 
modified by the CEC or this Commission, in which case the approved 
methodology will be used.  
 
In support of this request, certain confidential information is being submitted 
under the confidentiality protections of Section 583 of the Public Utilities Code 
and General Order 66-C.   Pursuant to the Administrative Law Judge’s Ruling 
Clarifying Interim Procedures For Complying with Decision 06-06-066, issued 
August 22, 2006 in Rulemaking 05-06-040, a separate Declaration of 
Confidential Treatment regarding the confidential information is being filed 
concurrently herewith.  
 
PG&E requests that the Commission issue a resolution no later than May 24, 
2007 that: 
 
1.  Approves this Contract in its entirety, including payments to be made by 

PG&E, subject to CPUC review of PG&E's administration of the agreement.  
  

2.  Finds that electricity generated through the use of the biogas procured under 
this Agreement is produced by an eligible renewable energy resource for 
purposes of determining PG&E’s compliance with any obligation that it may 
have to procure eligible renewable energy resources pursuant to the 
California Renewables Portfolio Standard (Public Utilities Code Section 
399.11 et seq.), Decision (D.) 03-06-071, or other applicable law, subject to 
CEC certification that the use of digester gas to generate electricity creates 
an eligible renewable energy resource as defined by Section 399.12 of the 
Public Utilities Code.  

 
3. Finds that electricity generated through the use of the biogas procured under 

this Agreement constitutes incremental procurement or procurement for 
baseline replenishment by PG&E from eligible renewable energy resources 
for purposes of determining PG&E’s compliance with any obligation to 
increase its total procurement of eligible renewable energy resources that it 
may have pursuant to the California Renewables Portfolio Standard (Public 
Utilities Code Section 399.11 et seq.), D.03-06-071, or other applicable law, 
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subject to CEC certification that the use of digester gas to generate electricity 
creates an eligible renewable energy resource as defined by Section 399.12 
of the Public Utilities Code. 

 
4. Finds that payments made under the Contract and any indirect costs of 

renewables procurement identified in Section 399.15(d) shall be recovered in 
full over the life of the contracts in the Energy Resource Recovery Account as 
a utility fuel cost.   
 

5. Finds that the cost associated with this Contract between PG&E and Sellers 
are reasonable and in the public interest.   

  
Protests 
 
Anyone wishing to protest this filing may do so by sending a letter by March 20, 
2007 which is 20 days from the date of this filing.  The protest must state the 
grounds upon which it is based, including such items as financial and service 
impact, and should be submitted expeditiously.  Protests should be mailed to: 
 

CPUC Energy Division 
Attention:  Tariff Unit, 4th Floor 
505 Van Ness Avenue 
San Francisco, California 94102 
Facsimile: (415) 703-2200 
E-mail: mas@cpuc.ca.gov and jnj@cpuc.ca.gov 
 

Copies should also be mailed to the attention of the Director, Energy Division, 
Room 4005 and Honesto Gatchalian, Energy Division, at the address shown 
above.   
 
The protest also should be sent via U.S. mail (and by facsimile and electronically, 
if possible) to PG&E at the address shown below on the same date it is mailed or 
delivered to the Commission. 
 

   Pacific Gas and Electric Company 
   Attention: Brian Cherry 
   Vice President, Regulatory Relations 
   77 Beale Street, Mail Code B10C 
   P.O. Box 770000 
   San Francisco, California 94177 
   Facsimile: (415) 973-7226 
   E-Mail: PGETariffs@pge.com  

 
Effective Date: 
 
PG&E requests that this advice filing become effective on May 24, 2007. 
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Notice: 
 
In accordance with General Order 96-A, Section III, Paragraph G, a copy of this 
advice letter excluding the confidential appendices and the confidentiality 
declaration are being sent electronically and via U.S. mail to parties shown on 
the attached list and the service list for R.01-10-024, R.06-02-012, and R.06-05-
027.  Non-market participants who are members of PG&E’s Procurement Review 
Group and have signed appropriate Non-Disclosure Certificates will also receive 
the advice letter and accompanying confidential attachments by overnight mail.  
Address changes should be directed to Rose De La Torre (415) 973-4716.  
Advice letter filings can also be accessed electronically at: 
   http://www.pge.com/tariffs 

 

 
Vice President - Regulatory Relations 
 
 
cc:  Service List R.06-05-027 
       Service List R.06-02-012 
       Service List R.01-10-024 
       Paul Douglas -- Energy Division 
       Eugene Cadanesso – Energy Division 
 
Limited Access to Confidential Material: 
 
The portions of this advice letter so marked Confidential Protected Material are 
submitted under the confidentiality protection of Section 583 of the Public Utilities 
Code and General Order 66-C.  Pursuant to the Administrative Law Judge’s 
Ruling Clarifying Interim Procedures For Complying with Decision 06-06-066, 
issued August 22, 2006 in Rulemaking 05-06-040, a separate Declaration of 
Confidential Treatment regarding the confidential information is filed concurrently 
herewith.  
 
 
Confidential Attachments: 
 
Appendix A – Power Purchase Agreements 
Appendix B – Contract Analysis 
 
Public Attachments: 
 
Appendix C – Post-Workshop Comments of Pacific Gas and Electric Company 
re: The California Energy Commission Staff Drafts of Revised Renewables 
Portfolio Standard Guidebooks 
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Utility type:   Contact Person: David Poster________________________________ 

 ELC  GAS        Phone #: (415) 973- 1082  
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ELC = Electric              GAS = Gas  
PLC = Pipeline              HEAT = Heat     WATER = Water 

(Date Filed/ Received Stamp by CPUC) 

Advice Letter (AL) #: 2996-E  
 
Subject of AL: Demonstration Project to Convert Dairy Waste for Renewable Natural Gas Electric Energy Production 
(Microgy) 
Keywords (choose from CPUC listing): RPS 
AL filing type:  Monthly  Quarterly  Annual   One-Time    Other 
If AL filed in compliance with a Commission order, indicate relevant Decision/Resolution #:  
Does AL replace a withdrawn or rejected AL?  If so, identify the prior AL: N/A________________________ 
Summarize differences between the AL and the prior withdrawn or rejected AL: ____________________ 
___________________________________________________________________________________________________
Resolution Required?  Yes  No 
Requested effective date: 05-24-07 No. of tariff sheets:  0  
Estimated system annual revenue effect: (%):N/A 
Estimated system average rate effect (%): N/A 
When rates are affected by AL, include attachment in AL showing average rate effects on customer classes (residential, small 
commercial, large C/I, agricultural, lighting). 
Tariff schedules affected:  N/A 
Service affected and changes proposed1: N/A 
Pending advice letters that revise the same tariff sheets: N/A 
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Attention: Tariff Unit 
505 Van Ness Ave.,  
San Francisco, CA 94102 
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         Vice President, Regulatory Relations 
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