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1. Statement of the need for the proposed major regulation.

CARSB staff is proposing to amend the Low Carbon Fuel Standard (LCFS) regulation to align LCFS policies with long-term state climate goals identified
in the 2022 Scoping Plan Update and AB 1279 (Muratsuchi, Chapter 337, Statutes of 2022), which call for reducing anthropogenic emissions by 85%
below 1990 levels and achieving carbon neutrality by 2045. In addition to supporting the long-term climate goals of California, updating the LCFS will
also support the 2022 Scoping Plan goal to reduce demand for petroleum and support the deployment of ZEVs called for in Governor Newsom'’s Zero
Emission Vehicle Executive order (N-79-20) and the Clean Truck Partnership established between CARB and the nation’s truck manufacturers. And
finally, the proposed amendments also support complementary regulations such as Advanced Clean Fleets (ACF), Advanced Clean Cars Il (ACC 1),
and Advanced Clean Trucks (ACT) by incentivizing the ZEV fueling infrastructure needed as ZEV deployment grows. The categories of individuals and
business enterprises who will be impacted by the proposed major regulation and the amount of the economic impact on each such category.

2. The categories of individuals and business enterprises who will be impacted by the proposed major regulation and the amount of the
economic impact on each such category.

The proposed amendments will impact fuel-producing industries including producers of: fossil gasoline, fossil diesel, ethanol, renewable

gasoline, hydrogen used for transportation, biodiesel, renewable diesel, alternative jet fuel, fossil natural gas, biomethane, and electricity used

for transportation.

The total net direct cost of the proposed amendments to regulated entities is $34B from 2024-2046 with fiscal impacts of approximately $1.6B
in additional revenue to local governments and $362M in additional revenue to state government.

The proposed amendments would likely increase the costs to producers and importers of high- carbon intensity (Cl) fuels while producers of
low-Cl fuels will see revenue increases. This may indirectly affect individuals in California that purchase transportation fuel, as some portion of
increased costs associated with production or import of high-ClI fuels will likely be passed on to consumers in the form of higher fuel prices.

3. Description of all costs and all benefits due to the proposed regulatory change (calculated on an annual basis from estimated date of filing
with the Secretary of State through 12 months after the estimated date the proposed major regulation will be fully implemented as
estimated by the agency).

Benefits:

CARB anticipates that the proposed amendments will have the following general benefits to California businesses and individuals:

*Reduce GHG emissions relative to the baseline by 558 million metric tons in carbon dioxide equivalent (MMT CO2e) from 2024 through 2046. The LCFS is specifically designed to reduce GHG emissions in the
transportation sector, which is responsible for nearly half of GHG emissions In California. The social cost of carbon benefits associated with these reductions range from $14.5B at a 5% discount rate to $61B at a 2.5%
discount rate.

«Increase use of lower-Cl alternative fuels including renewable diesel, biomethane and lower-Cl electricity and hydrogen for zero emission vehicles.

«Improve California air quality by reducing emissions of particulate matter (PM2.5) and oxides of nitrogen (NOx), resulting in health benefits for California individuals. These health benefits result in cost-savings to
individuals and businesses due to several factors, including fewer hospital and emergency room visits and fewer lost days of work. These health benefits have valuations ranging from $26M to $309M annually.
«Provide greater opportunities for California businesses to invest in the production of alternative fuels and other credit generating opportunities.

*Reduce dependence on fossil fuels and support a diversified transportation fuel pool.

Costs:
«Estimated direct costs of the proposed amendments include costs of obtaining LCFS credits and third-party verification costs. Annual direct costs to regulated parties range from annual costs of $496M to $11.2B,
between 2024 through 2046. Annual revenues to low-Cl fuel producers from credit sales range from $301M to $9.76B. Net cost ranges from $195M to $2.9B per year.

4. Description of the 12-month period in which the agency estimates the economic impact of the proposed major regulation will exceed
$50 million.

The proposed amendments were determined to be major due to the economic impact of the estimated
generation of LCFS deficits and credits exceeding $50 million throughout all years of the assessment
(2024-2046).
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5. Description of the agency’s baseline:

The baseline reflects the changing transportation fuel mix from implementation of state and federal laws and
regulations that existed or had been adopted as of Summer 2023, which included the ACF, ACC Il, and ACT
regulations. The baseline does not include light-duty vehicle transportation fuel demand reductions that would result
from successful implementation of vehicle-miles traveled (VMT) targets. The baseline energy demand for medium-
and heavy-duty sectors includes the same vehicle sales and population growth, VMT, and electrification assumptions
currently reflected in CARB's latest version of its emission inventory tool, EMission FACtor 2021 (EMFAC2021). The
light-duty vehicle energy demand is calculated using a combination of vehicle populations and growth modeled for the
2022 Scoping Plan Update, VMT from the Department of Motor Vehicles, and fuel efficiencies from EMFAC2021.

6. For each alternative that the agency considered (including those provided by the public or another governmental agency), please describe:
a. All costs and all benefits of the alternative

b. The reason for rejecting alternative

Alternative 1: Less stringent carbon intensity reductions before 2030 - reaching 28 percent in 2030, with more changes that have the effect of limiting credit generation from existing low-CI pathways.

a. Alternative 1 would result in fewer GHG reductions and higher costs. Alternative 1 would result in annual costs ranging from $772M to $12.8B, and is 1% more costly than the proposed amendments; as well as annual
revenues ranging from $508M to $10.5B, approximately 2 percent lower than the proposed amendments. Net annual costs range from $263M to 4.5B. Alternative 1 would reduce GHG emissions 17% less than the
proposed amendments.

b. Alternative 1 is rejected because while all scenarios will ultimately achieve a 90 percent Cl reduction by 2045, Alternative 1 achieves the fewest GHG emissions reductions of the scenarios considered over the duration
of the program, particularly in the near-term through 2030. This scenario also does not support the near-term action called for in the 2022 Scoping Plan Update, nor achieve the same level of NOx and PM2.5 emissions
reductions as the proposed amendments.

Alternative 2: More stringent carbon intensity reductions initially - reaching 35 percent in 2030, with fewer changes to credit generation.

a. Alternative 2 would result in annual costs ranging from $26M to $12.3B, and is 127% the total cost of the proposed amendments. Alternative 2 has annual revenues ranging from negative $53M to positive $10.4B, with
cumulative amounts approximately 130% of the proposed amendments. Net annual costs range from $80M to $2.76B. Alternative 2 would reduce emissions 15% more than the proposed amendments.

b. Alternative 2 is rejected because the scenario is less feasible to achieve than the proposed amendments due to the more stringent near-term CI targets through 2030. Credit prices in this scenario are projected to be at
or near the maximum, which could require regulatory intervention to avoid prolonged high costs if low-carbon fuels are not produced at the volumes needed to meet the more stringent targets. Higher credit prices may
also place additional near-term burden on consumers of fossil fuels at the retail level.

7. A description of the methods by which the agency sought public input. (Please include documentation of that public outreach).

Consistent with the Board'’s long-standing practice, staff sought input from stakeholders and the public
through various outreach events, including public workshops, stakeholder working groups, individual
meetings with manufacturers and component suppliers, environmental and equity advocacy organizations,
and other interested stakeholders, and a community listening session. From October 2020 through August
2023, CARB staff conducted nine public workshops and two community meetings, in addition to numerous
meetings with individual stakeholders to discuss concepts for potential proposed amendments to the LCFS
regulation and address various concerns.

8. A description of the economic impact method and approach (including the underlying assumptions the agency used and the rationale and
basis for those assumptions).

The economic impact is estimated using the REMI Pl+ model based on estimates of direct costs and cost savings for industries that generate LCFS deficits or credits. The
years of analysis are 2024 through 2046. The direct costs and cost savings associated with credit or deficit generation are modeled as a change in production costs by fuel
industry, based on NAICS code. In general, deficits are modeled as a production cost to petroleum and coal products manufacturing (324) and credits are modeled as a
production cost decrease to associated industries, most notably basic chemical manufacturing (3251), natural gas distribution (2212) and electric power generation,
transmission, and distribution (2211). Changes in the California fuel mix results in changes in revenues to fuel producers as demand shifts away from high-Cl fuels to low-Cl
fuels. Changes in fuel revenues are input in the REMI model as changes in exogenous final demand. Changes in business spending on fuel is modeled as a change in
production cost. Changes in household and individual spending on fuel is modeled as a change in consumer spending. Costs associated with third-party verification are
modeled as a production cost to basic chemical manufacturing (3251) and electric power generation, transmission, and distribution (2211) and an increase in exogenous
final demand for the management, scientific, and technical consulting services (5416) industry. Costs and revenues for state and local governments are input as a change in
government spending. Public health benefits are input into the REMI model as a reduction in consumer spending on hospital care.
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