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SUBJECT: State Air Resources Board: Low Carbon Fuel Standard

DIGEST: This bill requires the California Air Resources Board (CARB) to
reconsider and revise the Low Carbon Fuel Standard to include specified analyses
and policy changes. The bill also requires CARB to consider financial burdens on
drivers for any policy, standard, rule, or regulation they adopt.

ANALYSIS:

Existing law:

1)

2)

3)

Authorizes, under AB 32 (Nunez, Chapter 488, Statutes of 2006), the
California Air Resources Board (CARB) to, among other things, publish a list
of discrete early action greenhouse gas (GHG) emission reduction measures

that could be implemented before the adoption of the state’s cap-and-trade
program. (Health and Safety Code § 38500 et seq.)

Defines “market-based compliance mechanism” to mean either: (1) A system
of market-based declining annual aggregate emissions limitations for sources
or categories of sources that emit GHGs; or GHG emissions exchanges,
banking, credits, and other transactions, governed by rules and protocols
established by CARB, that result in the same GHG emission reductions, over
the same time period, as direct compliance with a GHG emission limit or
emission reduction measure adopted by CARB. (HSC § 38505)

Requires CARB to, prior to the inclusion of a market-based compliance
mechanism in the regulations adopted pursuant to AB 32: (1) Consider the
potential for direct, indirect, and cumulative emission impacts from these
mechanisms, including localized impacts in communities that are already
adversely impacted by air pollution; (2) Design any market-based compliance
mechanism to prevent any increase in the emissions of toxic air contaminants
or criteria air pollutants; and (3) Maximize additional environmental and
economic benefits for California, as appropriate. (HSC § 38570)
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This bill:

1)

2)

Requires CARB to reconsider and revise the Low Carbon Fuel Standard

regulations to reduce the program’s financial burden on drivers in the state,

including by:

a) Providing a complete analysis and evaluation of the passed-through cost of
carbon credits to drivers in the state;

b) Prioritizing policy changes that directly benefit individual drivers,
including by revising carbon credit structures; and

c) Ensuring the revised LCFS framework aligns with the state’s
environmental goals while balancing economic equity for its residents.

Requires CARB, when they revise, adopt, or establish any policy, standard,
rule, or regulation that would have a direct financial impact on drivers in the
state, to consider the financial burden on drivers, and prepare a thorough
analysis and evaluation of the financial impact of the proposed action.

Background

1)

What is the Low Carbon Fuel Standard (LCFS)? The LCFS is designed to
encourage the use of cleaner low-carbon transportation fuels in California,
encourage the production of those fuels, and therefore, reduce GHG emissions
and decrease petroleum dependence in the transportation sector.

The LCFS standards are expressed in terms of the “carbon intensity” (CI) of
gasoline and diesel fuel and their respective substitutes. The program is based
on the principle that each fuel has “life cycle” GHG emissions that include
CO2, CH4, N20, and other GHG contributors. This life cycle assessment (or
“pathway”) examines the GHG emissions associated with the production,
transportation, and use of a given fuel. The life cycle assessment includes
direct emissions associated with producing, transporting, and using the fuels, as
well as significant indirect effects on GHG emissions, such as changes in land
use for some biofuels.

The carbon intensity scores assessed for each fuel produced are compared to a
declining CI benchmark for each year. Low carbon fuels with a CI below the
benchmark generate credits (tradeable compliance instruments), while fuels
above the CI benchmark generate deficits they must purchase credits to cover.
This effectively means that producers of fuels with higher Cls are subsidizing
the production of lower-carbon fuels. One credit is equal to one ton of CO2-
equivalent GHG emission reductions from a low-carbon fuel being delivered.
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2)

3)

4)

The original LCFS set a goal of reducing the CI of fuels in the state to 10%
below 2010 levels by 2020. Since the original LCFS was adopted, CARB set a
new goal to reduce the CI of fuels in the state to 20% below 2010 levels by
2030. CARB is currently in the process of setting an even more ambitious
target because of the extent to which the program is exceeding expectations for
overall reduction of fuel CI.

A brief history of the LCFS. AB 32 (Nunez, 2006) is best known today as the
bill that set the state’s 2020 GHG emission reduction goal (i.e. achieving 1990
levels by 2020) and authorized CARB to enact a “market-based compliance
mechanism” (i.e. cap-and-trade). Importantly, due to lingering concerns about
cap-and-trade being ineffective at rapid, localized emission and pollution
reductions, AB 32 also directed CARB to devise so-called “early action GHG
emission reduction measures” that could be implemented before the state’s
cap-and-trade program was established.

Although AB 32 did not explicitly contemplate an LCFS, the bill represents the
only statutory authority or direction that has been provided for the program.

AB 32 was signed by Governor Schwarzenegger on September 27, 2006, and
in June of 2007, CARB adopted the first three (of a total of nine) discrete early
action measures pursuant to AB 32, including the LCFS. Since its adoption in
2009, the LCFS has been amended (2011), readopted (2015), amended again
(2018), and is currently in the process of being amended once more (2024-
2025) all through actions initiated and taken solely by CARB.

Legislating LCFS. As noted above, the “early action measures” called for in
AB 32 are the only statutory authorities or directions provided by the
Legislature regarding the LCFS. Between 2007 and today, 102 bills have
referenced the LCFS in some form or another, and 22 of those have been
signed into law. None of those chaptered bills made any substantial changes to
the LCFS regulations; the Legislature has never provided statutory direction to
CARB for how to implement LCFS.

CARB’s November 2024 amendments. The latest amendments to the LCFS
(and the subject of SB 2) were, after nearly eight hours of testimony, approved
by the CARB Board on a 12-2 vote on November 8, 2024. Broadly speaking,
the amendments, according to CARB’s Informative Digest provided with the
proposed amendments?, focused on:

! Updated Informative Digest: Proposed Amendments to the Low Carbon Fuel Standard.
https://ww?2.arb.ca.gov/sites/default/files/barcu/regact/2024/1cfs2024/uid.pdf
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a) Increasing the stringency of the program to more aggressively decarbonize
fuels and thereby reduce our dependence on fossil fuels;

b) Strengthening the program’s equity provisions to promote investment in
disadvantaged, low-income and rural communities;

c) Supporting electric and hydrogen truck refueling;

d) Incentivizing more production of clean fuels needed in the future, such as
low-carbon hydrogen;

e) Supporting methane emissions reductions and deploying biomethane for
best uses across transportation; and

f) Strengthening guardrails on crop-based fuels to prevent deforestation or
other potential adverse impacts.

Within those general actions, however, many nuances and details were negotiated
and discussed at length. In the end, while biofuel producers and some state climate
advocates backed the changes, critics—including oil companies and consumer
advocates—said the change would increase gasoline prices for Californians.
Environmental groups also argued the policy would extend the production of oil
and gas and prioritize fuels made from food crops and large dairy operations
instead of encouraging a transition to electric vehicles (EVs). Nevertheless, a
number of transportation electrification advocacy groups supported the
amendments, citing the support for EVs the program does provide, even if they are
not as substantial as those for low-carbon fuel-combusting vehicles. CARB’s
environmental justice advisory committee had urged it to reject the revisions,
citing an exemption for jet fuel producers and large subsidies for dairy methane
projects, among other concerns.

The cost impacts of the amendments were particularly controversial in the
discussions. In an initial analysis released last year, CARB said the changes could
increase the price of gasoline by an average of 37 cents a gallon from 2024 through
2030. But the Board has since said models cannot accurately predict future fuel
prices.

As noted in a February 2024 letter to CARB from former CARB Branch Chief Jim
Duffy, the initial methodology for determining the pass-through cost was in fact
consistent with past approaches in the last two LCFS amendment rulemakings.?
Furthermore, the maximum of the range of the calculated pass-through costs then
was borne out with data provided to the Energy Commission, suggesting that the
methodology was sound and that deficit-generators were indeed passing along
LCFS costs to fuel purchasers.

2 etter from Jim Duffy to Liane Randolph, February 19, 2024. Accessed at https://midwestadvocates.org/wp-
content/uploads/Jim-Duffy-CARB-L etter-Feb-2024.pdf



https://midwestadvocates.org/wp-content/uploads/Jim-Duffy-CARB-Letter-Feb-2024.pdf
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Comments

1)

2)

Purpose of Bill. According to the author, “California’s climate policies must
not be built on the backs of working families — but right now, that is exactly
what’s happening.

“In the Central Valley, where | represent thousands of hardworking families,
driving is not optional. It's essential. People drive long distances to get to work,
take their children to school, and access health care. Yet under programs like
the Low Carbon Fuel Standard (LCFS), these families are paying higher fuel
costs — without transparency, without fairness, and without a clear return on
their sacrifice.

“Recent reporting by the Washington Post has brought national attention to the
troubling dynamics in California’s LCFS program. Billions of dollars are
flowing into the hands of out-of-state corporations, wealthy investors, and
industrial agriculture operations — while everyday Californians shoulder the
cost. The system is broken. It was never designed to make drivers whole, and
the burdens it creates fall heaviest on rural and working-class communities like
the Central Valley.

“SB 348 demands accountability. It requires CARB to fully disclose how its
programs financially impact California drivers. It insists that the state’s climate
efforts prioritize economic equity — not just environmental goals. And it
forces a long-overdue conversation about whether the costs being passed down
are fair, transparent, and justified.

“Climate action and consumer protection must go hand in hand.
“Our communities cannot be an afterthought.

“SB 348 makes clear: California’s clean energy future must include all of us —
not just those who can afford it”

LCFS: Redistributing resources to reformulate our fuels. Fundamentally, the
LCFS is about shifting money from high-carbon fuels to low-carbon ones.
Increasing the costs of the former to subsidize the production of the latter
makes intuitive sense as a way to discourage the continued use of fossil fuels
and encourage the production of alternatives. However, the devil is in the
details.
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Gasoline has notoriously inelastic demand; increasing prices are slow to
change demand patterns. Many people who have internal combustion engine
(ICE) vehicles may have no alternative to driving for getting to work and other
necessities. Moreover, zero-emission vehicles (ZEVSs) are often (for now) more
costly, less available on the secondary market, and require either a significant
investment or behavioral change to refuel. So when greater costs are imposed
on gasoline producers, they are able to largely pass those costs onto consumers
who are a fairly captive audience.

As for where the money generated by those costs goes, there is a further
Important nuance. Low-carbon fuel producers need not be in California to
participate in the LCFS. In fact, according to CARB’s LCFS Data Dashboard?,
only 12.36% of liquid biofuels in the program were made in California in 2023
(the highest share it had been in 5 years). In other words, in 2023, nearly 88%
of the liquid biofuel producers generating credits (and thus earning a subsidy
funded by Californian gas buyers) were located outside of the state.

And while the minority of LCFS credit-generating fuels are produced in-state,
those in-state fuels come with their own tradeoffs and considerations. The local
health impacts of renewable natural gas production from dairy biomethane, for
example, are striking and well-documented.* While producing lower-carbon
fuels (such as renewable natural gas, renewable diesel, and ethanol) are in line
with state goals, when they are produced in California they tend to be highly
concentrated and the impacts of those operations on surrounding communities
should not be discounted.

In short, LCFS makes fossil fuels more expensive to make low-carbon options
less expensive. The extent to which those impacts are felt by fuel producers
and Californians alike is hotly debated. Most of the low-carbon options are still
liquid fuels, whose production and combustion are associated with air pollution
effects (often concentrated in disadvantaged communities), and most of the
low-carbon liquid fuel production subsidized by LCFS is done out-of-state,
despite funds largely deriving from costs that are passed through to
Californians.

On one hand, LCFS is a multi-billion dollar climate program operated almost
entirely outside the purview of the Legislature that affects fuel prices, local air
pollution, and market-wide technological development. On the other hand,

3 https://ww2.arb.ca.gov/resources/documents/Icfs-data-dashboard. Accessed 3/3/25

4 California just set rules that trade short-term climate gain for long-term health and safety. Dean Florez and Diane
Takvorian for the LA Times. https://www.latimes.com/opinion/story/2024-11-20/methane-air-quality-california-
central-valley-dairy-emissions
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California is not switching to 100% non-combustion technologies tomorrow,
and LCFS may represent one of the most effective tools at the state’s disposal
to support ZEV development and adoption, even if ZEVs are not the program’s
central focus. The LCFS program is huge, complicated, and will shape climate
policy in California (and states who follow our lead) for decades to come.

3) Let’s talk about LCFS. The November 2024 LCFS amendments increased the
stringency of LCFS’s CI target and made other adjustments in an attempt to
balance the costs and benefits of the program. LCFS is not a perfect program.
The Legislature may indeed wish to revisit the decisions that have been made
by CARB that affect billions of dollars of climate investment paid by
Californian consumers and redistribute them to a variety of in- and out-of-state
producers of low-, zero-, and near-zero carbon fuels.

Currently, SB 348 directs CARB to, in reconsidering and revising the LCFS
regulations, do three specific things:

a) Provide a complete analysis and evaluation of the passed-through cost of
carbon credits to drivers in the state.

According to a February 2024 letter from former CARB Branch Chief Jim
Duffy, he claimed, “In both 2015 when CARB readopted the regulation
and in 2018 when the targets were extended to 2030, staff estimated the
maximum pass-through cost of the amendments to consumers of gasoline
and transparently conveyed this information to the public... However, in
the current staff report, staff disavowed this calculation of pass-through
cost and focused instead on total fuel costs to all California consumers.”

The author and committee may wish to amend this analysis and
evaluation to describe in what ways the previous approaches taken in
2015 and 2018 were insufficient or inaccurate, and why the approach in
2024 was taken.

b) Prioritize policy changes that directly benefit individual drivers, including
by revising carbon credit structures.

Unlike cap-and-trade (through which a portion of program revenues placed
into the Greenhouse Gas Reduction Fund are appropriated by the
Legislature to fund projects in line with the state’s priorities and policies),
LCFS credit proceeds do not pass through the state’s hands. Rather,
financial flows are largely dictated through the lifecycle assessment that
produces the LCFS pathway that determines how many credits a given
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4)

project creates and can sell. Projects that create more LCFS credits (such as
with an extremely low carbon intensity) can sell more credits to deficit-
generators. Thus, it is not simple to directly benefit individual drivers
through, say, directing program proceeds as is possible under cap-and-
trade.

The author and committee may wish to direct CARB to consider whether
it would be possible for some pathways (such as those that are aligned
with the state’s policy priorities) to have their credit generation capacity
multiplied by a certain factor.

c) Ensure the revised LCFS framework aligns with the state’s environmental
goals while balancing economic equity for its residents.

This is a fairly open-ended requirement, and it would not be clear how to
determine whether or not CARB suitably “balanced” economic equity.
Rather, the intent seems to be to prioritize benefits to Californians where
possible.

The author and committee may wish to consider directing CARB to
evaluate whether changes to the LCFS regulations might be possible to
prioritize in-state projects and benefits, or if any such efforts would be
impossible under current law.

These are not the only issues surrounding LCFS. The program has existed
largely as it does today for many years but is currently in the spotlight, likely
due to a sensitivity to affordability and cost impacts. LCFS has, since 2016,
included a mechanism (the Credit Clearance Market (CCM)) by which a
maximum price for LCFS credits is set.® This cap started at $200 in 2016 and
has increased by the Consumer Price Index each year since. The CCM was
actually used in 2022, when over 10,000 credits were purchased at $239.18 by
deficit-generators and LCFS credit market prices were near that price. Given
the sensitivity to the LCFS impacts on affordability expressed by the author,
the author and committee may wish to consider directing CARB to assess the
impacts of lowering the price set for credits in the CCM to different amounts.

Costs and benefits. Section 3 of this bill expands beyond the LCFS into any
time CARB, “revises, adopts, or establishes any policy, standard, rule, or
regulation that would have a direct financial impact to drivers in the state,
including, but not limited to, the Low Carbon Fuel Standard program.” For
those actions, the bill would require CARB to prepare a thorough analysis and

5 https://ww2.arb.ca.gov/resources/documents/Icfs-credit-clearance-market
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5)

evaluation of the financial impact on drivers.

Under SB 617 (R. Calderon, Chapter 496, Statutes of 2011), all state agencies
have to conduct a standardized regulatory impact assessment (SRIA) when its
proposed regulations will have an economic impact in California exceeding
$50 million. The SRIA must also include information on the impact proposed
regulations will have on jobs, businesses, competitiveness, investment,
production, and Californians’ quality of life.

Given that substantially similar information would already be required under
the SRIA, it is unclear the value that would be added by requiring CARB to do
another, potentially onerous analysis for all actions that affect drivers. The
author and committee may wish to strike section 3 from the bill (and
continue to consider other ways to get the information desired without
creating unnecessary and unhelpful bureaucratic delays) while advancing
this measure to ask hard questions and have important conversations about
the LCFS specifically.

Committee amendments. Staff recommends the committee adopt the bolded
amendments in comments 3 and 4 above.

Related/Prior Legislation

SB 441 (Hurtado, 2025) would have, among other things, required the Legislative
Analyst’s Office to review all regulations proposed to be adopted by CARB with
over $10 million of estimated impact. SB 441 failed passage in this committee.

SB 709 (Allen, 2023) would have made a number of changes to how CARB
administers the LCFS, specifically involving the accounting assumptions and
credit guarantees for manure methane. SB 709 died in the Senate Appropriations
Committee.

SOURCE: Author

SUPPORT:

None received

OPPOSITION:

American Biogas Council
California Advanced Biofuels Alliance
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California Electric Transportation Coalition
California Hydrogen Business Council
California Hydrogen Coalition

California Renewable Transportation Alliance
Clean Energy

Clean Fuels Alliance America

Coalition for Renewable Natural Gas
Coaliton for Renewable Natural Gas
Electric Vehicle Charging Association

Ev Realty US

Monarch Bioenergy

U.s. Venture, INC.

World Energy Net Zero Services

--END --



