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What Are Allowances  

and Who Issues Them? 

• Allowances are tradable permits that give one-

time permission to emit a metric ton of 

greenhouse gases 

• Each year, California will issue allowances equal 

to that year’s cap 

• Other cap-and-trade programs we link to (e.g.,  

WCI partner programs) would also issue 

allowances that California sources can acquire to 

meet their compliance obligations 
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 Allowance Allocation Overview  

• Principles recommended by the Economic and 
Allocation Advisory Committee (EAAC) 
• Cost effectiveness 

• Fairness 

• Environmental effectiveness 

• Simplicity 

• High initial levels of free allocation to industry 
• Provide transition assistance to ensure a smooth 

program start 

• Sustain free allocation only if needed to minimize 
leakage 

• Gradual transition to more auction 
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 How are Allowances Distributed?  

• Free allocation to industrial producers to provide 
transitional assistance and to minimize emissions 
leakage 

• Free allocation to electric utilities for the benefit of 
electricity ratepayers 

– Electricity generators receive no free allowances.  
Utilities are issued free allowances to account for pass 
through costs to the end-consumer (CA ratepayers) 

• A portion goes to a ‘reserve’ to contain prices should 
they get too high 

• A portion goes to auction as proceeds to the State to 
be appropriated during the budget process 

– This portion is what is left after free allocation to 
industry, and allocation to the reserve fund.  Approx. 5% 
of market in 2013; Approx. 50% in 2015  
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 Electric Sector Allocation 

• Free allowances have been allocated to electrical 
distribution utilities for the benefit of their 
ratepayers and to achieve further GHG 
reductions 

• Allocation method recognizes that early actions 
to reduce GHG emissions are already taking 
place 

• Allocation method was designed to acknowledge 
the different emissions intensity profiles of 
electrical distribution utilities 

• Free allocation declines more quickly than the 
cap because it assumes each utility achieves the 
33 percent Renewable Portfolio Standard 
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 Industrial Allocation 

• Many industrial facilities will be freely allocated 
allowances according to their level of output and a 
product-specific, per-unit emissions benchmark 

• Product benchmarking allows for growth in output while 
minimizing the risk of emissions leakage 

• Example: Oil Extraction 
 

 

 

 

 

 

 

 

 

 

 

 

•2013 Product-
Based Allocation 

•Emission 
Efficiency 

Benchmark 
•2011 Output 

•Cap-Decline 
and Assistance 

Factors 

•11,437k Barrels 
of Crude Oil 

•0.0082 
Allowances / 

Barrel of Crude 
•0.981  

•92k 2013 
Allowances  
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 Key Issues on Allocations 

• Establishing benchmarks for distribution 
of allowances 

• Establishing allocation approach and 
timing (free, auction, or combination) 

• Creating cost containment provisions 

• Determining how revenue generated 
through auctions will be used for public 
benefits 
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 Recommendations on Allocations 

• Know your sources in order to establish benchmarks 

• Evaluate the potential for emissions leakage by looking at 
emissions intensity and trade exposure of affected industries 

– Emissions intensity is a measure of the impact that carbon 
pricing will have relative to a sector’s economic output. Those 
with higher emissions per unit of output are considered to be 
more emissions intensive. 

– Trade exposure is a measure of a sector’s ability to pass 
through a cost. Without assistance, the competitiveness of 
industries that are both highly emissions intensive and trade 
exposed has the potential to be negatively affected relative to 
competitors that do not face similar GHG emission reduction 
requirements.  

• The potential for leakage dictates reliance on free allocation 
in early years  

• Consider establishing price containment mechanisms 
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