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

CARB staff is proposing amendments to the Cap-and-Trade Regulation to support achieving California’s statutory GHG emissions reduction targets for 2030 and 2045.
Staff is proposing these amendments in response to CARB'’s 2022 Scoping Plan Update, the updated AB 32 GHG Emission Inventory, AB 1279, and CARB'’s
implementation experience. The Proposed Amendments include the following:

* Revise the 2025-2030 allowance budgets to increase Program stringency, and revise post-2030 allowance budgets that reflect AB 1279 requirements;

» Update industrial allowance allocation to protect against emissions leakage risk and incentivize low-carbon production within the State;

« Update utility allowance allocation, consignment, and revenue spending requirements to prioritize benefits for low-income ratepayers while preserving an accurate
carbon price signal imparted through electricity rates;

» Minimize emissions leakage in the electricity sector and ensure compliance obligations are applied consistently to imported electricity;

* Replenish the Voluntary Renewable Electricity Reserve with allowances to recognize voluntary investments in renewable electricity beyond State requirements; and

* Reflect lessons learned and streamline implementation of the Program.

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 directly affected entities under the Proposed Amendments are businesses or government agencies that are covered by the
Cap-and-Trade Regulation and may incur increased compliance and abatement costs in response to a more stringent Program.
Additionally, some compliance and abatement costs may be passed through to individuals and businesses in the price of energy and
goods, though specific impacts vary widely based on geography, consumption patterns, and the distribution of Program revenues.
Total cost estimates by sector, relative to the baseline from 2025-2046, are as follows: $33 billion for the utility sector, $24 billion for
the manufacturing sector, $17 billion for wholesale trade sector, $5 billion for the mining, quarrying and oil and gas sector, $1 billion for
retail trade sector, $230 million for the transportation and warehousing sector, $55 million for the educational services sector, $50
million for the finance and insurance sector, and $164 million for all other sectors. In comparison, total California economic output is
expected to grow by $3.11 trillion between 2025 and 2046.

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).
Costs: The Proposed Amendments increase the stringency of the Program and will likely increase average compliance and abatement costs on California
businesses covered by the Program, depending on the sector and the availability and feasibility of abatement technologies. Over the regulatory horizon from
2025 to 2046, the total cost of the Proposed Amendments is estimated to be $143 billion, and the total savings are estimated to be $62 billion, resulting in
net costs of $81 billion. Annual net costs range from $1 billion to $5 billion. The annual impact of these statewide costs is less than 0.1% of California’s total
economic output each year.

Benefits: By increasing GHG abatement measures at covered facilities, the Proposed Amendments are estimated to reduce GHG and criteria pollutant
emissions. The decrease in criteria pollutant emissions will improve local health outcomes, particularly in communities where covered facilities are located.
Staff analysis values these health benefits at $73 billion during 2025-2046. Additionally, the decrease in GHG emissions is estimated to generate a global
benefit through the avoided social cost of carbon (SCC), which ranges in total value from $28 billion to $460 billion during 2025-2046.

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 Amendment's first requirements start in 2025 and are fully implemented by 2045. The
Proposed Regulation is a major regulation requiring a Standardized Regulatory Impact Assessment (SRIA)
because the annual economic impact is estimated to exceed $50 million across all years from 2025-2046
(the full scope of implementation plus one year).
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5. Description of the agency’s baseline:

The Baseline for this analysis assumes status-quo Cap-and-Trade Program implementation, which reflects
the existing Program through 2045 and none of the other regulatory amendments outlined above. The
Baseline also accounts for complementary policies assumed to contribute to the State’s GHG emissions
reduction targets for 2030 and 2045, as reflected in emissions modeling conducted for the 2022 Scoping
Plan Update.

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: A less stringent alternative that would align the supply of allowances for this decade with the updated AB 32 GHG Emission Inventory to support meeting the State’s
2030 GHG target, which is a 40% GHG reduction relative to 1990 levels.

a. Alternative 1 is estimated to result in a total direct cost of $75 billion and savings of $35 billion ($40 billion net cost) from 2025 to 2046. It is expected to achieve fewer GHG and
criteria pollutant reductions than the Proposed Amendments, resulting in public health benefits valued at $42 billion and an avoided SCC of $19-$302 billion from 2025-2046.

b. Alternative 1 is rejected because it does not produce the GHG emissions reductions needed by 2030 to be on course for achieving carbon neutrality by 2045, per emissions
trajectories modeled for the 2022 Scoping Plan Update and AB 1279.

Alternative 2: A more stringent alternative with allowance budgets that reflect a 55% reduction in GHG emissions relative to 1990 levels by 2030.

a. Alternative 2 is estimated to result in a total direct cost of $214 billion and savings of $118 billion ($96 billion net cost) from 2025 to 2046. It would achieve more GHG and criteria
pollutant reductions than the Proposed Amendments, resulting in public health benefits valued at $88 billion and an avoided SCC of $36-$607 billion from 2025 to 2046.

b. Alternative 2 is rejected because the pace of pre-2030 GHG emissions reductions may produce negative economic consequences that may be avoided while still meeting the
State’s statutory climate targets.

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

Staff has been engaging with the public on potential future changes to the Cap-and-Trade Program. From June
2023 through January 2024, CARB staff conducted four public workshops in addition to numerous meetings with
individual stakeholders to discuss concepts for potential Cap-and-Trade Regulation amendments to address
various concerns. Two of the workshops were held jointly with the Québec Ministry of the Environment. Staff
also held two community listening sessions to give interested parties additional opportunities to hear an overview
of the Program and to provide input to CARB staff about potential changes to the Program. All workshops and
community meetings were held virtually to enable access and wide participation through remote attendance. A
detailed account of all public outreach and input is included in the SRIA.

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 PI+ model. Compliance and abatement costs incurred by covered facilities as a result of increased Program
stringency are modeled as compliance costs. The analysis assumes some increase in energy costs is passed through to individuals, which is modeled as a
reduction in disposable income.

The REMI economic impact modeling also evaluates how various entities are affected outside of direct Program compliance. For example, investment in
abatement cost technologies at covered facilities is modeled as a change in final demand for suppliers of low-carbon equipment or alternative fuels. Program
revenues generated from allowance sales are input as changes in final demand for industries that support implementation of the funded projects. The California
Climate Credit, which is a direct cash payment to utility ratepayers, is input as an increase in disposable income. Changes to tax and fee revenues are input as a
change state and local government spending. The avoided cost of illness from improved local air quality is modeled as a reduction in consumer spending on
hospital care and increased labor productivity. The avoided social cost of carbon represents a global benefit and is outside the scope of the REMI model.

Agency Signature Date )
Mfﬁ‘ April 4 2024

Agency Head (Printed)

Steven § CL/#V\




	Agency Department Name: California Air Resources Board
	Contact Person: Mark Sippola
	Email Address: mark.sippola@arb.ca.gov
	Telephone Number: 279-208-7918
	Mailing Address: 1001 I Street
Sacramento, CA 95814
	1 Statement of the need for the proposed major regulation: CARB staff is proposing amendments to the Cap-and-Trade Regulation to support achieving California’s statutory GHG emissions reduction targets for 2030 and 2045. Staff is proposing these amendments in response to CARB’s 2022 Scoping Plan Update, the updated AB 32 GHG Emission Inventory, AB 1279, and CARB’s implementation experience. The Proposed Amendments include the following: 
• Revise the 2025-2030 allowance budgets to increase Program stringency, and revise post-2030 allowance budgets that reflect AB 1279 requirements; 
• Update industrial allowance allocation to protect against emissions leakage risk and incentivize low-carbon production within the State; 
• Update utility allowance allocation, consignment, and revenue spending requirements to prioritize benefits for low-income ratepayers while preserving an accurate carbon price signal imparted through electricity rates; 
• Minimize emissions leakage in the electricity sector and ensure compliance obligations are applied consistently to imported electricity; 
• Replenish the Voluntary Renewable Electricity Reserve with allowances to recognize voluntary investments in renewable electricity beyond State requirements; and 
• Reflect lessons learned and streamline implementation of the Program.
	2 The categories of individuals and business enterprises who will be impacted by the proposed major regulation and the amount o f the economic impact on each such category: The directly affected entities under the Proposed Amendments are businesses or government agencies that are covered by the Cap-and-Trade Regulation and may incur increased compliance and abatement costs in response to a more stringent Program. Additionally, some compliance and abatement costs may be passed through to individuals and businesses in the price of energy and goods, though specific impacts vary widely based on geography, consumption patterns, and the distribution of Program revenues. 
Total cost estimates by sector, relative to the baseline from 2025-2046, are as follows: $33 billion for the utility sector, $24 billion for the manufacturing sector, $17 billion for wholesale trade sector, $5 billion for the mining, quarrying and oil and gas sector, $1 billion for retail trade sector, $230 million for the transportation and warehousing sector, $55 million for the educational services sector, $50 million for the finance and insurance sector, and $164 million for all other sectors. In comparison, total California economic output is expected to grow by $3.11 trillion between 2025 and 2046. 
	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 wi ll be fully implemented as estimated by the agency: Costs: The Proposed Amendments increase the stringency of the Program and will likely increase average compliance and abatement costs on California businesses covered by the Program, depending on the sector and the availability and feasibility of abatement technologies. Over the regulatory horizon from 2025 to 2046, the total cost of the Proposed Amendments is estimated to be $143 billion, and the total savings are estimated to be $62 billion, resulting in net costs of $81 billion. Annual net costs range from $1 billion to $5 billion. The annual impact of these statewide costs is less than 0.1% of California’s total economic output each year. 

Benefits: By increasing GHG abatement measures at covered facilities, the Proposed Amendments are estimated to reduce GHG and criteria pollutant emissions. The decrease in criteria pollutant emissions will improve local health outcomes, particularly in communities where covered facilities are located. Staff analysis values these health benefits at $73 billion during 2025-2046. Additionally, the decrease in GHG emissions is estimated to generate a global benefit through the avoided social cost of carbon (SCC), which ranges in total value from $28 billion to $460 billion during 2025-2046.
	4 Description of the 12month period in which the agency estimates the economic impact of the proposed major regulation will exceed 50 million: The Proposed Amendment's first requirements start in 2025 and are fully implemented by 2045. The Proposed Regulation is a major regulation requiring a Standardized Regulatory Impact Assessment (SRIA) because the annual economic impact is estimated to exceed $50 million across all years from 2025-2046 (the full scope of implementation plus one year).
	5 Description of the agencys baseline: The Baseline for this analysis assumes status-quo Cap-and-Trade Program implementation, which reflects the existing Program through 2045 and none of the other regulatory amendments outlined above. The Baseline also accounts for complementary policies assumed to contribute to the State’s GHG emissions reduction targets for 2030 and 2045, as reflected in emissions modeling conducted for the 2022 Scoping Plan Update.
	6 For each alternative that the agency considered including those provided by the public or another governmental agency plea se describe a All costs and all benefits of the alternative b The reason for rejecting alternative: Alternative 1: A less stringent alternative that would align the supply of allowances for this decade with the updated AB 32 GHG Emission Inventory to support meeting the State’s 2030 GHG target, which is a 40% GHG reduction relative to 1990 levels.
a. Alternative 1 is estimated to result in a total direct cost of $75 billion and savings of $35 billion ($40 billion net cost) from 2025 to 2046. It is expected to achieve fewer GHG and criteria pollutant reductions than the Proposed Amendments, resulting in public health benefits valued at $42 billion and an avoided SCC of $19-$302 billion from 2025-2046.
b. Alternative 1 is rejected because it does not produce the GHG emissions reductions needed by 2030 to be on course for achieving carbon neutrality by 2045, per emissions trajectories modeled for the 2022 Scoping Plan Update and AB 1279.

Alternative 2: A more stringent alternative with allowance budgets that reflect a 55% reduction in GHG emissions relative to 1990 levels by 2030.
a. Alternative 2 is estimated to result in a total direct cost of $214 billion and savings of $118 billion ($96 billion net cost) from 2025 to 2046. It would achieve more GHG and criteria pollutant reductions than the Proposed Amendments, resulting in public health benefits valued at $88 billion and an avoided SCC of $36-$607 billion from 2025 to 2046.
b. Alternative 2 is rejected because the pace of pre-2030 GHG emissions reductions may produce negative economic consequences that may be avoided while still meeting the State’s statutory climate targets.
	7 A description of the methods by which the agency sought public input Please include documentation of that public outreach: Staff has been engaging with the public on potential future changes to the Cap-and-Trade Program. From June 2023 through January 2024, CARB staff conducted four public workshops in addition to numerous meetings with individual stakeholders to discuss concepts for potential Cap-and-Trade Regulation amendments to address various concerns. Two of the workshops were held jointly with the Québec Ministry of the Environment. Staff also held two community listening sessions to give interested parties additional opportunities to hear an overview of the Program and to provide input to CARB staff about potential changes to the Program. All workshops and community meetings were held virtually to enable access and wide participation through remote attendance. A detailed account of all public outreach and input is included in the SRIA.
	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 PI+ model. Compliance and abatement costs incurred by covered facilities as a result of increased Program stringency are modeled as compliance costs. The analysis assumes some increase in energy costs is passed through to individuals, which is modeled as a reduction in disposable income.

The REMI economic impact modeling also evaluates how various entities are affected outside of direct Program compliance. For example, investment in abatement cost technologies at covered facilities is modeled as a change in final demand for suppliers of low-carbon equipment or alternative fuels. Program revenues generated from allowance sales are input as changes in final demand for industries that support implementation of the funded projects. The California Climate Credit, which is a direct cash payment to utility ratepayers, is input as an increase in disposable income. Changes to tax and fee revenues are input as a change state and local government spending. The avoided cost of illness from improved local air quality is modeled as a reduction in consumer spending on hospital care and increased labor productivity. The avoided social cost of carbon represents a global benefit and is outside the scope of the REMI model. 
	Agency Signature: 
	Date: 
	Agency Head Printed: 


