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CHAIR CARL MORGAN convened the neeting of the House Community
and Regi onal Affairs St andi ng Commttee at 8:05 a.m
Representatives Morgan, Samuels, Chenault, and G ssna were
present at the call to order. Representatives WIf and Anderson
arrived as the neeting was in progress.

SUMVARY OF | NFORVATI ON

CHAI R MORGAN rem nded committee nenbers that |ast year the House
Community and Regional Affairs Standing Conmttee introduced a
resolution requesting that Al aska be given the nost flexibility
in the inplenentation of the new diesel fuel regulations.
Unfortunately, the resolution died in the Senate Finance
St andi ng Conmittee.

RON KING Program Manager, Air Non-Point & Mdbile Sources,
Division of Ar & Water Qality, Departnent of Environnental
Conservation (DEC), began the presentation which can be found in
the commttee packet in the docunent |abeled "House Comunity
and Regional Affairs Standing Committee, New D esel Fuel
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Regul ations, February 6, 2003." He explained that approxi mately
a year ago DEC submtted recomendations to the Environnental
Protection Agency (EPA) regarding the inplenentation of the
ultra-1ow sul fur diesel plan for urban Al aska. Urban Al aska was
defined as the contiguous road system and those mmjor ports on
the Al aska Marine H ghway. The recomendation was to follow the
national plan, which the EPA accepted. Therefore, the EPA is
preparing its final rule pending the departnent's recommendation
for rural Alaska. M. King explained that the EPA established a
rule to reduce air pollution in order to address health
concerns. The EPA rule proposed Ilowering the sulfur
particul ates from 500 parts per mllion (ppm to 15 ppm as well
as placing control equipnment on 2007 nodel cars, trucks, and
buses. The new fuel and control systens will achieve 90 percent
em ssi ons reductions. He noted that the new vehicles will have
to use the new fuel or there is a good Ilikelihood of
catastrophic engine failure. M. King reviewed the inpacts of
air pollution and pointed out that the estimated health benefits
of this requirenent anount to $70 billion nationally.

MR. KING noted the difficulty in estimating the cost inpacts of
this rule for Alaska. He estimated that the cost would be $.10
per gallon or nore, depending on the <cost of fuel and
producti on. In rural Al aska, the fuel costs are anticipated to
be higher due to the distribution challenges. Furthernore, the
use of wultra-low sulfur diesel fuel as hone heating or power
generation nmay increase the cost to the conmunity because of the
basic increase in the cost of the fuel. M. King highlighted
that the distribution inpacts for Al aska are quite different
than those for the Lower 48. For instance, Al aska requires
Arctic spec fuel, which is fuel that nust be able to be poured
at a tenperature of -60 degrees. Al t hough use of wultra-Iow
sul fur diesel fuel isn't expected to cause any problens in the
engi nes of vehicles built prior to 2006, there were sone issues
during the change from uncontrolled sulfur to the 500 ppm
sul fur.

MR. KING reviewed the options he saw for rural Al aska; options
that keep in mnd the goal of mniml inpact. Since the
departnment requested and received additional tine to provide its
reconmendati ons, the recommendations aren't due until June 13th.
M. King related that the departnent wants to bal ance energy
costs with health costs. Al though there is a [lack of]
concentration of diesel vehicles in rural Alaska, there are
ot her sources of diesel em ssions such as the power generators
in rural Alaska that use the sane engines in eighteen-wheel
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trucks. Therefore, the departnent is seeking funds to identify
potential health benefits and econom c inpacts.

TOM CHAPPLE, Director, Division of Ar & Witer Qality,
Departnment of Environnental Conservation, echoed M. King's
comments regarding the goal of balancing the cost and health
benefits of this rule. Although rural Al aska is unique because
it doesn't have a |arge nunber of vehicles, the new vehicles in
Alaska will require separate tankage for the [low sulfur] fuel
the newer vehicles require. Therefore, communities wll face
infrastructure costs. However, if all fuel use in rural Al aska
went to ultra-low sulfur diesel fuel in rural Al aska, the cost
of power generation would be significantly higher. M. Chappl e
clarified that the aforenmentioned benefit of $70 billion over
the cost [of health care] doesn't apply to rural Al aska due to
the lack of vehicles in rural Al aska. He pointed out that there
is no [know edge of the] health consequences in rural Al aska.
M. Chapple stressed the need to obtain nore tinme for rural
Alaska in order to determne the health consequences in an
effort to determne the best way to manage the costs to rural
Al aska.

MR. CHAPPLE, in response to questions, said that the national
data can be reviewed in the context of this rule as part of the
base of scientific information. However, real information about
exposures in rural Alaska nust be available to convert the
national science for use at the local level in assessing the
heal th ri sks. The departnent is attenpting to obtain federal
funds to performthe aforenentioned.

MR. KING in response to questions, confirnmed that there is an
i nternational novenent to reduce the sulfur from fuel. There
are indications that Europe is noving toward inplenentation of
this in the mritinme industry. Wth regard to the energy
efficiency of wultra-low sulfur diesel, M. King related his
understanding that currently the energy loss when using this
fuel is less than one-half of one percent. That wultra-Iow
sul fur fuel is being produced for $.7 a gallon nore plus the
transportation costs. Furthernmore, the only refinery producing
the Arctic grade fuel is in Ednonton, Canada. He discussed the
possibility of converting power generators and engines to use
this ultra-low sulfur diesel and remarked that the problem is
one of distribution of cost rather than whether the fuel wll
work in the engine.

STEVE CLEARY, Executive D rector, Alaska Public Interest
Research G oup (AKPIRG, noted that cleaner fuel 1is already
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being used in rural Al aska. M. Ceary nentioned that [the
departnent and others] are seeking a grant of over $1 mllion to
study the health effects [of sulfur] in rural Al aska. M.
Cleary highlighted the fact that there is no mninm exposure
threshold; that is certain individuals exposed to any anount of
di esel exhaust can develop cancer, breathing ailnents, and
ast hma. Si nce Canada has already noved to |ower sulfur diesel,

AKPIRG reviewed Canada's situation. Canada has swtched
everything over to [ultra-low sulfur diesel] in order to avoid
the infrastructure costs of dual tankage. M. Cdeary related

that switching everything in order to avoid infrastructure
costs.

FRANK DI LLON, Executive Vice President, Al aska  Trucki ng
Associ ation, expressed the need to be careful when speaking of
the cost-saving health benefits in Alaska as a result of using
| ower sul fur fuel. M. Dillon related his belief that with the
use of [ultra-low sulfur diesel] there won't be much noticeable
difference in terns of the rates of asthma in either rural or
ur ban Al aska. M. Dillon opined that this [switch to ultra-Iow
sulfur diesel] is attenpting to solve a problem that doesn't

exist in terms of the health issue. The EPA report in the
comm ttee packet doesn't supply any proof that diesel exhaust
em ssions cause asthma or cancer, although links and evidence

were found. Reducing the sulfur in fuel isn't bad, but it wll
be an expensive and conplicated proposition for Al askans, he
said. No matter what is done, Alaska faces a |ogistical problem
in that Ednonton, Canada is the only place that produces the
[Arctic grade] fuel. In response to questions, M. Dllon
informed the committee that the percentage of diesel used
nationwi de in production is about a 50:50 split between diesel
fuel and all other fuels. |In Alaska, 90 percent of the fuel in
Al aska goes to jet fuel while 10 percent goes to diesel,
gasoline, and all other products from [Al aska's] refineries.
Therefore, Alaska is significantly different from the Lower 48
and Canada. M. Dillon said that although going to [ultra-I|ow
sul fur diesel] for everything makes sense, it will cost noney.

MARI E BECKER, Al aska Village Electrical Coop (AVEC), expressed

concern with the increase in cost to consuners. "It's great if
we have a little healthier people, but if they're sitting in the
dark it's not going to do a lot of good," she said. She al so

noted concern with regard to the availability of this product.
Therefore, she suggested the need for pilot studies to determ ne
the inpacts and costs to those [AVEC] represents.
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TC WLSON, Director, Safety & Engineering Service, Al aska Rural
El ectric Cooperative Association (ARECA), pointed out that over
70 percent of the electric utilities in A aska are cooperatives.
Al t hough ARECA realizes that eventually all the fuel in the
world will be ultra-low sulfur fuel, ARECA requests that the
i npl ementation be postponed as l|long as possible. M. WIson
acknow edged that nost of the utility plants he has visited have
di esel engines that are basically the sanme engineering as a
truck engine but are nuch larger and nore sophisticated and run
di esel engines at optimum efficiency daily. Wth regard to the
cost of converting one of the aforenentioned engines, M. WIson
estimated that the gaskets alone would amount to $2,500 which
doesn't account for maintenance down tine and operation efforts
to replace the gaskets. Therefore, if the mandatory aspects of
the change could occur over a long period of time, the regular
mai nt enance cycles of the engines could be utilized to change
the gaskets. M. WIson said that he does not have the
understanding that the new fuel won't damage old engines.
Furthernore, cooperatives operate on the edge financially and
[problenms] with this conversion could be catastrophic to the
el ectric generation in rural Al aska.

SHAEN TARTER, Vice President, Yukon Fuel, pointed out that the

road system in Alaska w |l accommpdate denmand w thout storage
whereas rural Alaska will require storage of six to seven nonths
worth of product due to transportation barriers. He also

poi nted out that Jet A fuel is generally noved in Western Al aska
and then downgraded to heating fuel nunber 1 or diesel nunber 1.
Al t hough he agreed that it would be easier to change everything
to [ultra-low sulfur] diesel at once, it wouldn't take into
account the storage of Jet A in Wstern Alaska that s
downgraded Il ater. In such a situation, an separate tanks and
pipelines will be required and thus there wll be financial
i npacts and transportation chall enges. M. Tarter inforned the
commttee that Yukon Fuel supports having nore time to inplenent
this rule and review the inpact to rural Al aska.

BILL BOYCOIT, Chemcal Engineer, WIlians Alaska Petroleum
acknowl edged the worldwide trend toward the renoval of sulfur
fromfuel. 1In regard to manufacturing, M. Boycott related that
at this point the production of [ultra-low sulfur] fuel isn't
econom c and thus inport scenarios are being reviewed. Another
mlestone is [the renoval of sulfur] from gasoline. After this
rule is inplenented, M. Boycott saw two options for supply to
the state. One option would be the transport of fuel from sone
West Coast facility. However, those fuels aren't made to
Al aska's specifications and thus would |ead to batch operations.
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The problem is that the size of the batches and units are
typically large while [Al aska's] demand is quite snmall and thus
difficulties are anticipated. Therefore, the Ednonton, Canada,
refinery is probably the easiest option |ogistically, although
per haps the highest in cost.

MR. BOYCOIT predicted that in Alaska this rule change wll
result in short-term supply issues with a high price early one.
Therefore, it would be difficult to have the Bush transition at
the same tine the road system does and thus he suggested
transitioning the road system first in order to help establish
the supply chains. Furthernore, there are other considerations
because Al aska consunes about 31,000 barrels a day of diesel of
which less than 5,000 barrels a day is transported via the road.
Therefore, the Bush, the railroad, the marine system and
heating oil are all part of the consunption. Al aska has a | ot
of small demands that, in aggregate, make a reasonabl e denand,
al t hough individually the demands don't justify the construction
of new equi pnent .

AL EWNG Chief of Staff, Denali Conmm ssion, noted he was
avai lable to answer questions. In response to questions, he
said that there has been no research with regard to the cost of
cl eaning out tank farns to accept this ultra-low sul fur diesel.

CHRI'S MELLO, Program Manager, Al aska Energy Authority (AEA),
informed the commttee that AEA is still waiting for the costs
to flesh out. However, AEA believes this is doable and won't be
the largest problem that Bush Al aska faces, although there wll
be an associ ated cost.

ANNOUNCEMENTS

There were no announcenents.

COW TTEE ACTI ON

The conmittee took no action.

ADJ OQURNMENT

There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmmttee neeting was
adj ourned at 9:15 a.m
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NOTE: The neeting was recorded and handwitten |log notes were
t aken. A copy of the tape(s) and |log notes may be obtained by
contacting the House Records Ofice at State Capitol, Room 3,
Juneau, Alaska 99801 (nmmiling address), (907) 465-2214, and
after adjournment of the second session of the Twenty-Third
Al aska State Legislature this information may be obtained by
contacting the Legislative Reference Library at (907) 465-3808.
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