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

This regualtory proposal would prohibit new permits to conduct well stimulation treatment (WST) across
California's oil and gas sector. The proposed change is necessary to implement Public Resources Code
sections 3011, 3106, and 3160, as it is necessary to prevent damage to life, health, property, and natural
resources, and to protect public health, public safety, and environmental quality, including the mitigation
and reduction of greenhouse gas emissions associated with well stimulation treatments in oil and gas
development.

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.

Approximately five operators have used WST to stimulate their wells within the last five years. They are
medium and large businesses who are corporations and LLCs (no individuals) and the affected operations
are primarily located in Kern County. Direct costs of $28 million and direct benefits of $20 million during the
first 12-month period following implementation of the regulations.

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).

Direct costs - lost production due to inability to stimulate wells, $28 million

Direct benefits - well stimulation expenses not incurred, $20 million

Macroeconomic costs - approximately $2 billion through 2033

Fiscal Costs- Federal Income Taxes $26 million through 2033

Fiscal Costs -State Income Taxes - $53 million through 2033

Fiscal Costs to Kern County - 4% of production related revenues, 1% property tax revenues

Fiscal Savings to State Government - $11.6 million to $12.3 million

Unquantified benefits - public health, avoided worker injuries, water inputs, water & soil quality impacts, equity & psychosocial benefits,
wildlife habitat, carbon intensity and greenhouse gas reductions

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

Although the quantified costs only reach $48 million during the first twelve months after the date of effect,
the unquantified benefits would push the analysis over the $50 million limit.
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5. Description of the agency’s baseline:

The economy-wide impacts of the proposed WST phase out are evaluated using the Berkeley Economic Advising and Research (BEAR) forecasting model. The BEAR
model is a dynamic computable general equilibrium (CGE) model of the California economy (see Appendix 2 for a technical summary). It explicitly represents demand,
supply, and resource allocation across the state, estimating economic outcomes over the period 2024-2032. For this SRIA, the BEAR model was aggregated to 60
economic activities, with detailed representation of the sectors most likely affected by the WST rule. The current version of the BEAR model is calibrated using 2020
IMPLAN data for the California economy (see Appendices 1 and 2). Both the Baseline and PRS use the Department of Finance conforming forecast from May 2022
including official assumptions on GDP growth projections for the State and population forecasts. In addition to DOF-supported macroeconomic calibration, the Baseline
scenario needed to reflect microeconomic realities of the state’s Oil and Gas sector. To develop this component, the Department and its consultants reviewed the
historical evolution of California’s Oil and Gas production, including the contribution of well stimulation to Oil and Gas production. In doing so, the SRIA relies on
internal data records of well stimulation disclosures and Oil and Gas production from CalGEM going back to 1977.

This analysis is based on 2022 baseline data. A preliminary review of the 2023 data indicates that new baseline data would not change the analysis significantly.

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
The alternatives presented include the less stringent alternative of waiting five years for the regulations to be
effective, while the more stringent alternative would have the regulations implemented using emergency
procedures for immediate effectiveness. In terms of real impacts over time, the direct costs and benefits of each
alternative are the same, but the realization of these costs and benefits are shifted in timeframe. The less stringent
alternative delays the costs, but also ensures that the benefits are not realized by disadvantaged communities for 5
more years, an unacceptable outcome given the benefits involved. Although emergency regulations would speed
up the realization of benefits, permanent regulations would still be needed, and there is insufficient justification to
take the inefficient path of doing the rulemaking twice.

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

CalGEM solicited input on the proposed regulation by way of a pre-rulemaking public comment period from
May 21st to July 9th, 2021. Interested parties were invited to review preliminary rulemaking text and submit
written comments to CalGEM. During these weeks, 221 comment letters were submitted (including a
petition with nearly 5,000 signatures). While oil and gas industry members have raised concerns regarding
the economic impact, the overwhelming majority of public comment submissions expressed support for the
proposed regulation.

In addition to these public outreach efforts, CalGEM has been engaging industry and other private sector
stakeholders on WST issues for some time.

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 primary direct costs of the proposed regulation are foregone revenues associated with production declines induced by the elimination of WST-facilitated Oil
and Gas development and would be borne by medium and large operators as discussed above. In the absence of this technology application, certain oil and
natural gas production would not occur and associated revenues would not be accrued. Here we utilize Department estimates of foregone revenue that were
calculated by first estimating the yearly, future foregone Oil and Gas production that would have been derived from WST-facilitated production and then
estimating the yearly, future revenues associated with this foregone production.

Future projections of Oil and Gas production rely on historical data reported by the EIA. The Baseline projections assume that production from 2022 to 2033
follows the average historical rate of decline in California. The historical rate of production decline in California between the years 2000 and 2019 is approximately
2.7% for ail production and 3.2% for natural gas production. In addition, future WST production is based on the historical relationship between WST and Oil and
Gas production in California. If WST becomes more effective at increasing production in future years, then we would be underestimating impacts of the proposed
regulation on production.
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