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What is the 
Manufacturing Decarbonization Incentive? 

Free allowances to subsidize manufacturers and refiners for: 
• Biomass-derived fuels/methane reductions; 
• Electrified equipment; 
• Low carbon hydrogen; 
• Renewable electricity generation or storage; 
• Solar thermal or geothermal energy generation; 
• Electrified thermal energy procurement; 
• Carbon sequestration



What is the 
Manufacturing Decarbonization Incentive? 

CARB created a new “Build Up California Reserve” to fund these 
subsidies. 

CARB minted 118.3 million new allowances to stock the reserve. 
Value? $4 billion!



EASY AS 
PIE?



Subsidies Without Guardrails 
• No process to verify or dispute: 

• Free MDI allowances when refiners/manufacturers submit an application and claim 
emissions reductions. No standard methodology or requirement to check accuracy. No 
process to dispute reductions claimed.

• Not linked to proven emissions reduction technologies:
• MDI allowances can be for “capital costs” with self-claimed emissions reductions 

• Self-reporting completed before emissions are reduced: 
• Reports at most a year after allowances issue, long before project completion 

Because so many significant questions about the 
administration of the MDI were left open, CARB 
will be holding a public workshop on the MDI in 

Fall 2027 



118 m 
MDI 

allowances

The green line represents the new “cap” with 
118 million allowances removed before 2030, 
and 146 million after 2030. 

The orange represents the 118 million allowances 
that can be reintroduced into the program through 
the MDI from 2027-2035 and used indefinitely. 



Here you can see the evolution of CARB’s allowance allocation. The MDI Build Up 
California Reserve allowances represent a separate, additional pie. 
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Subsidies for Industry = Cuts for Communities 

• The Legislative Analysts Office reports that 
the changes will reduce the GGRF by $2 
billion a year 

• Kyle Meng and Jordan Wingenroth at UC 
Santa Barbrara estimate that a fully 
utilized MDI will lower the California 
Climate Credit by $1.7 billion. 

• Meredith Fowlie, at the Haas Energy 
Institute projects that by combining MDI 
allowances and industrial assistance free 
allowances refineries can receive more 
allowances than they have emissions

The LAO reports that with GGRF reductions of $2 billion 
a year, there will be NO funding for ‘Tier 3” programs:

Tier 3 Programs Annual Funding

Affordable Housing and Sustainable 
Communities Program 

$800 million

Transit and Intercity Rail Capital Program $400 million

Community Air Protection Program  (AB 
617) 

$250 million 

Low Carbon Transit Operations Program $200 million 

Wildfire and forest resilience $200 million 

Safe and Affordable Drinking Water 
Program 

$130 million 



SB 1216 (Laird) 
SB 1216 is making its way through the Legislature now 

It will require additional review and reporting on the MDI and prevent MDI from 
going into effect if there is inadequate funding for existing GGRF commitments 

This QR code links to action on SB 1216 
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CBE Lawsuit 
Link to Petition 

https://www.cbecal.org/wp-content/uploads/2026/07/Verified-Petition-for-Writ-of-Mandate-and-Complaint-for-Injunctive-and-Declaratory-Relief_CBE_07.01.26.pdf


CBE Allegations: CARB Violated CEQA 

EIA fails to describe 
the rule changes, 

particularly the new 
MDI 

EIA does not disclose 
impacts of the rule 

changes, esp. on air 
quality and GHGs

EIA does not reduce 
or mitigate the 

impacts of the rule 
changes

EIA fails to consider 
reasonable 
alternatives

CARB did not 
adequately respond 

to comments

CARB did not 
recirculate after 

significant changes



CEQA Remedies
•Enjoin

•Vacate

•Make a writ return with compliant 
environmental review 



Review by Office of 
Administrative Law

• The rule changes cannot go into effect until 
the Office of Administrative Law (OAL) has 
completed review for compliance with the 
Administrative Procedure Act

• OAL has until August 25 to complete review 

• OAL can disapprove of the rulemaking and 
send it back to CARB for corrections. Will 
the changes will go into effect by September 
1, 2026? 
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