California Integrated Waste Management Board

Board Meeting
September 11-12, 2001
AGENDA ITEM 30 (Revised)
ITEM

Consideration Of Approval Of Revisions To The Recycling Market Development Revolving Loan Program Project Eligibility Criteria

I.
SUMMARY 
California Code of Regulations, Article 1.1, Section 17933 allows the California Integrated Waste Management Board (Board) to establish Recycling Market Development Revolving Loan Program (Loan Program) priorities.  This agenda item considers revisions to the Loan Program Project Eligibility Criteria (Project Eligibility Criteria).

II.
PREVIOUS BOARD ACTION 
On September 19-20, 2000, the Board approved revisions to the Loan Program Project Eligibility Criteria. 

III.
OPTIONS FOR THE BOARD 
Project Eligibility Criteria options:

1.
Accept the Staff’s recommendation to revise the existing Project Eligibility Criteria.

2.
Modify the Staff’s recommendation to revise the existing Project Eligibility Criteria.

3.
Take no action and provide staff with further direction.

IV.
STAFF RECOMMENDATION
Staff recommends that the Board approve Resolution No. 2001-349 (see Attachment 4) to revise the September 2000 Project Eligibility Criteria to:

1. Require that all loans be evaluated based on the recommendations of the Board’s Environmental Justice Program, once it is approved.  (Option #3)

2. Create “Conversion Technology” as a new category for eligible projects.  (Option #1)

3. Include sustainable building practices in projects involving real estate requiring improvements whereby at least 25% of the loan funds approved for improvements to property would have to be applied toward those costs involving sustainable building products and services.  (Option #2)
Staff does not recommend implementing the suggested changes to Paper Converting Projects, Manufacturers Using Recycled Plastic Feedstock, and Jobs Through Recycling Set-Aside.

V.
ANALYSIS 
Background

Annually, the Board reviews and updates the Project Eligibility Criteria, to ensure that the Loan Program goals coincide with the Board’s Strategic Plan and the Board’s current efforts to divert non-hazardous solid waste from landfills in California.  Changes to the Project Eligibility Criteria will directly affect the recycling-based businesses and local government entities within the Recycling Market Development Zones.  

Prior to development of this item, Staff contacted the Board and Board advisors, Zone Administrators (ZA), and Waste Prevention & Market Development (WPMD) for input on suggested revisions to the Project Eligibility Criteria.  Responses were received from a Board committee analyst, a zone administrator, two representatives of the California Association of Recycling Market Development Zone (CARMDZ) (see Attachment 1), and a representative of the Alameda County Waste Management Authority (a partner in the Jobs Through Recycling 1998 project).  Technical input was solicited and received from the Organics Material Management Section of the Organics & Resource Efficiency Branch of the WPMD, and Sustainable Building Section of the Recycling Technologies Branch of WPMD.

The existing Project Eligibility Criteria are shown in Attachment 2.  The proposed Project Eligibility Criteria are shown in Attachment 3 with italicized (“italicized and shaded”) text representing added criteria and strikethough (“strikethrough”) text representing suggested criteria to be deleted.

Discussion

The items below reflect options for revising the Project Eligibility Criteria.  Each item will be discussed with options and their respective pros and cons.

Environmental Justice:

Environmental Justice (EJ) will most likely affect many Board programs.  It is defined as “…the fair treatment of all races, cultures, and incomes with respect to development, adoption, implementation, and enforcement of environmental laws, regulations, and policies” (Senate Bill 115, Solis).  EJ can be viewed in two ways.  First, EJ can be the prevention, mitigation or elimination of negative environmental impacts on affected communities. Negative impacts could include such things as increased noise and traffic, degraded water supplies, and harmful emissions to the air. 

Alternatively, it can be looked at as the equitable distribution of the benefits of environmental programs and services to all communities.  Examples of programs and services that could have positive effects include grants or loans that assist in preventing or reducing pollutants, and programs that assist communities in implementing waste prevention/recycling services.  Some EJ programs are structured to use the very positive benefits as a means to offset or mitigate prior negative impacts.   

In order to properly develop an EJ program, an initial detailed mapping of communities affected by project or program, an evaluation of each program or project for positive or negative environmental impacts, and an analysis of EJ impacts (from information gathered in steps above) will need to be completed.   With the findings of EJ impacts, strategies can then be developed to (1) prevent new, or mitigate or eliminate existing EJ impacts or (2) more evenly distribute positive EJ benefits.  

The Board staff has begun the process of developing an EJ program, which will most likely include many of the above-mentioned steps.  However, that program will not be completed until early next year.   In the interim, as was discussed in an earlier Board agenda item, informal measures will be initiated by staff to begin implementation of an EJ Plan.  Informal steps, specific to the loan program, include working with the Office of Organizational Effectiveness (OOE) to properly map areas adjacent to loan business sites and developing an applicant questionnaire.  Previously, in cooperation with OOE, under the County Profiles' project, all loan businesses were included on Geographic Information System (GIS) maps. 

The dilemma loan staff faces in incorporating EJ in the Project Eligibility Criteria is that the formal evaluation of the program and development of appropriate recommendations that would come with the completion of the Board’s EJ program will not occur until sometime early next year. 

Option 1:

As part of the loan application process require that a loan applicant certify whether or not the project will create environmental justice considerations (positive or negative).

Pro:

· The implementation of the EJ recommendation for RMDZ Loan Program could begin within next 4 to 6 months.

· Board could demonstrate to applicants, stakeholders, and affected communities that it was serious about this issue.

Con:

· It would take time for staff to develop appropriate guidance for applicants on impacts and to educate local zone administrators on this new requirement.

· Without more complete information on EJ impacts on recycling businesses, developing any guidance for loan applicants may be difficult. 

· This requirement could add time to the loan application process.

Option 2:
Have staff evaluate each loan for EJ issues prior to Board consideration of a Loan.

Pro:

· The implementation of the EJ recommendation for RMDZ Loan Program could begin within a few months.

· By placing responsibility on Board staff for performing the assessment, the burden would be less onerous for the loan applicant than through a self-certification process.

Con: 

· Without a more complete analysis of impacts and loan businesses effects on communities, staff may not have most appropriate guidance for dealing with EJ issues.

· Since no comprehensive research has been done on impacts of these facilities, it could take a while to develop an appropriate questionnaire either to assess impacts or gather information on the impacted communities.

· May require development of Board approved EJ criteria, which could delay immediate implementation of this option.

· Added requirement could add significant time to loan application process.

Option 3:

Require that all loans be evaluated based on the recommendations of the Board’s Environmental Justice Program, once it is approved.  

Pro: 

· Would require that once Board’s EJ program was developed, all loans would be considered based on the criteria included in that program.

· Would let impacted parties know Board was serious about making the loan program a subject for EJ review.

· There would be adequate time to get input from effected parties and time to educate clients on this issue.

Con:

· This would delay the Board’s consideration of EJ issues, which could compound EJ impacts that may already be occurring with approved loans.

Conversion Technology

The current Project Eligibility Criteria does not include conversion technology projects.  A suggested change would be to create a new and separate category to be called “Conversion Technology”.  

Conversion technologies are non-combustion processes such as thermal conversion (e.g. gasification); chemical conversion (e.g. hydrolysis); or biological conversion (e.g. hydrolysis or anaerobic digestion other than composting) that use biomass residuals for the purposes of producing electricity or new products that meet quality standards for use in the marketplace.  Biomass residuals refer to yard trimmings, woody debris, low-grade paper, and other cellulose-based materials that have been subject to source-separation or other recyclable/compostable diversion programs and that are otherwise destined for landfills.

· An example of hydrolysis is the conversion of rice straw to ethanol.  The chemical process uses acid or enzymes to split the molecular structure of the feedstock into component sugars that are then fermented to produce ethanol.  Distillation is used to further refine the ethanol.

· An example of gasification involves the conversion of agricultural, forestry, and MRF residuals into a synthetic gas that could be used to produce electricity.  The process uses heat, pressure, and steam to convert the feedstock materials directly into a gas form.

· An example of biological conversion is in-vessel anaerobic digestion whereby bacteria are used to breakdown organic material in the absence of oxygen to produce methane gas.

There are currently several companies in the process of considering conversion technology projects, but none currently in operation in California.  Two conversion technology plants in California are in the process of being sited but neither targets urban residuals.  The projects are summarized below:

· One project in Oroville (Butte County) will use rice straw as a feedstock for conversion to ethanol.  The project would use approximately 300,000 bone dry tons of rice straw and produce approximately 20 million gallons of ethanol annually.

· The second project would be located in Chester (Plumas County) and would convert forest thinning and wood waste into ethanol.  The project would use approximately 300,000 bone dry tons of rice straw and produce approximately 20 million gallons of ethanol annually.

Staff is additionally aware of ongoing discussions among vendors and local jurisdictions regarding possible siting of other conversion technology facilities.  It is possible that one or two may approach the Board for funding in the next year.

Option 1:
Create a new and separate category called “Conversion Technology” to include thermal conversion, chemical conversion, or biological conversion projects.  This new category would not be subject to the 10% rule, applicable to transformation projects, that limits the total aggregate amount of loan funds to be awarded during any annual loan funding cycle.

Pro:

· Would allow increased diversion of materials that have been subject to source-separation or other recyclable/compostable diversion programs and that are otherwise destined for landfills.

· The use of conversion technology may be instrumental in addressing such issues as burning restrictions involving rice straw, the closing of biomass-to-energy plants, and the potential use of ethanol as a replacement for methyl tertiary butyl ether (MTBE) as a gasoline additive.

· May provide new markets for materials for which there are no current markets.

· This would be consistent with the Board’s direction at its May 2001 meeting regarding further efforts to evaluate and promote conversion technologies.

Con: 

· This could potentially divert funds that may be used for projects that have established markets.

· Most conversion technology projects would be very cost intensive and the Loan Program may use a majority of its funds on unproven technologies.

· Conversion technology is still in its early stages and there may be many barriers to successful commercialization of these types of projects.

· At this time only two projects are in process of being sited and they are proposing to only use agricultural waste.

Option 2:  

Create a new and separate category called “Conversion Technology” to include thermal conversion, chemical conversion, or biological conversion.  Subject this new category to the 10% rule that limits the total aggregate amount of loan funds to be awarded during any annual loan funding cycle.

Pro: 
· The 10% limit would allow for funding of new technology but allow sufficient funds to be available for more traditional types of diversion projects.

· This would put conversion technology on par with currently approved transformation projects.

Con:
· This might limit the funding available to only a small number of potential prospects.

Sustainable Building Practices
The Loan Program funds are available to eligible applicants for funding the purchase of real estate and also for making improvements to real estate.

The Board’s mission is to reduce the generation and improve the management of solid waste in California to conserve resources, develop sustainable recycling markets, and protect public health and safety, and the environment.  

In view of the Board’s continued interest in sustainable development it would be appropriate to consider incorporating sustainable building practices where applicable when making RMDZ loans that deal with real estate.  The incorporation of sustainable building practices would not be applicable to purchases of real estate where improvements are not made.

Option 1:
Require the application, where feasible, of sustainable building practices when financing the improvements, or providing permanent loans on construction projects.  Examples include the use of recycled paints, carpets, cubicles, and rubberized asphalt.  The installation of energy efficient lighting, heating and cooling systems would be applicable.

Pro: 
· This would contribute to the conservation of resources and development of sustainable recycling markets by promoting green building practices and at the same time assisting with projects that will increase diversion.

· Adoption of these practices may result in energy cost savings.

· May help develop markets for sustainable products.

Con:
· Identification of additional products may add time to the loan approval process.

· Does not require any minimum application of sustainable building practices and as a result may most likely have no net effect.

Option 2:
Require the application of sustainable building practices when financing the improvements, or providing permanent loans on construction projects.  Examples include the use of recycled paints, carpets, cubicles, and rubberized asphalt.  The installation of energy efficient lighting, heating and cooling systems would be applicable.  At least 25% of the loan funds approved for improvements to property would have to be applied toward those costs involving sustainable building products and services.   This would apply only to the portion of the loan funds used for improvements.  

Pro:
· This would contribute to the conservation of resources and development of sustainable recycling markets by promoting green building practices and at the same time assisting with projects that will increase diversion.

· Adoption of these practices may result in energy cost savings.

· May help develop markets for sustainable products.
· This would establish a minimum requirement for use of funds to promote the use of green building practices.

Con:
· This might limit the number of projects involving real estate improvements because some businesses may be discouraged from applying because of the additional condition.
· Identification of additional products may add time to the loan process.
Option 3:

Require the application of sustainable building practices when financing the improvements, or providing permanent loans on construction projects.  Examples include the use of recycled paints, carpets, cubicles, and rubberized asphalt.  The installation of energy efficient lighting, heating and cooling systems would be applicable.  At least 50% of the loan funds approved for improvements to property would have to be applied toward those costs involving sustainable building products and services.  This would apply only to the portion of the loan funds used for improvements.  

Pro:
· This would contribute to the conservation of resources and development of sustainable recycling markets by promoting green building practices and at the same time assisting with projects that will increase diversion.

· Adoption of these practices may result in energy cost savings.

· May help develop markets for sustainable products.
· This would help assure a greater percentage use of sustainable building practices to be incorporated into the project.

· This mirrors the goals of the State Agency Buy Recycled Program, which seeks 50% of the dollar amount of State purchases to be recycled content.

Con:
· Recycled content materials may be difficult to obtain.

· Identification of vendors may be more difficult, adding time to completion of the project. 

Paper Converting Projects
Recycling projects eligible for the Loan Program include paper production and converting where the project meets a recycled-content standard.  These projects must ensure that a minimum of 75 percent of the paper used meets the applicable recycled-content standard, as stated in the Project Eligibility Criteria.  In the past, several loans have been made to paper converters that take a recycled paper feedstock and produce paper products.  A recommendation was made by a ZA for the exclusion of paper converters from the Project Eligibility Criteria, especially cardboard box manufacturers, because their products have historically contained a high quantity of recycled paper.

Option:

Make no change to criteria and retain paper-converting projects.

Pro:

· The Loan Program has funded numerous loans to paper recycling-based businesses during the past several years, some of which are paper converters.  These recycling-based businesses are helping to divert paper annually from California's landfills. 

· Post-consumer and secondary waste paper are still being disposed of in California's landfills. The 1999 Statewide Waste Composition Study indicated that paper represented 30.2 percent or 10.7 million tons of the waste stream.

Con:

· Most paper production mills are located outside the state of California.  It is sometimes difficult for the paper mill or broker to verify how much feedstock originated in California.  This makes it difficult to assess eligibility based on the first and most core criterion—whether or not a project diverts waste from California landfills.

· Paper converter products (especially those of cardboard manufacturers) have historically contained a high quantity of recycled paper.

Manufacturers Using Recycled Plastic Feedstock

A recommendation was made by a ZA that two types of plastic manufacturers be excluded from the current Eligibility Criteria: (1) those using post-industrial feedstock, and (2) those making composite materials from a variety of recycled plastic resins.  The first category of manufacturers is being recommended for exclusion because the ZA felt the emphasis of the Loan Program should be on diverting the more difficult, post-consumer plastics from the waste stream.  The second category of manufacturers was recommended for exclusion, because many of the composite materials are more difficult to recycle.

Option:
Make no changes to criteria and retain all manufacturers using recycled plastic feedstock.

Pro:

· The Loan Program has lent to a number of plastics recycling companies, fitting these two categories, whose projects resulted in additional diversion of waste from the landfills.

· The current plastic diversion rate is too low, which was 8.9 percent or 3.1 million tons in 1999, thus Loan Program funds should be provided to projects that increase plastic diversion and improve the recycled plastic markets. 

· There are a number of businesses that produce a recycled product using a variety of recycled plastic resin sources, like plastic lumber and pipe, because there is a large market demand for it. 

Con:

· Current criteria would allow financing of manufacturers that produce composite plastic products that may be more difficult to recycle.

· Maintaining existing criteria would decrease available funds for other recycling projects. 
Jobs Through Recycling Set-Aside
A ZA made a recommendation that the Jobs Through Recycling (JTR) set-aside be eliminated.  In May 1998, the Board was awarded a JTR Initiative Grant for $200,000 by the United States Environmental Protection Agency (USEPA).  The purpose of the grant was to establish a model regional market for recyclables in Alameda County.  At the time the Board staff submitted the grant application, it included a $2 million set-aside in RMDZ funds for eligible loan applicants.  At its June 1999 Meeting, the Board revised the Project Eligibility Criteria to formally include the JTR project funding set-aside.  The JTR ’98 Project began on October 15, 1998 and was originally scheduled to end on October 15, 2000.  A one-year extension was approved with the original set-aside amount of $2,000,000 reduced to $1,000,000.  To date, one loan has been funded that is related to the JTR project, in the amount of $250,000.  

Option:
Make no change to criteria and retain the Jobs Through Recycling Set-Aside through 

October 31, 2001.

Pro:

· This still offers a significant potential for providing financial assistance to recycling businesses within the JTR project coverage area. 
· The set-aside was part of a commitment made by the Board in extending the JTR 1998.
· The set-aside for this project is scheduled to end October 31, 2001.

Con:

· There has not been a great demand from JTR partners for loan program funds. 

· Funds in the amount of $1,000,000 would be freed up and made available for recycling-based businesses not associated with the JTR project, that are located in one of the 40 RMDZs.

VI.
FUNDING INFORMATION
Amount Proposed to Fund Item: $ N/A

VII.
ATTACHMENTS

1. Letter from CARMDZ dated July 16, 2001

2. Recycling Market Development Revolving Loan Program, Project Eligibility Criteria, September 2000

3. Proposed Recycling Market Development Revolving Loan Program, Project Eligibility Criteria, September 2001

4. Resolution Number 2001-349 Revised
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