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Allowance Allocation and Point of Regulation

» Point of regulation and point of allocation are distinct issues serving
different public policy objectives

» Decisions regarding these important issues should be made based on the
objectives each design element is trying to achieve

» Bills propose allocating allowances to those not directly regulated by the
legislation:

— Bingaman/Specter bill proposes allocating allowances to states to address
state-specific impacts and support state-specific goals

— Carper/Feinstein bill proposes allocating allowances to renewable energy
generators (fossil-fired power plants are point of regulation)

— Lieberman/Warner propose allocating allowances to local distribution
companies on behalf of their customers to provide assistance to low- and
middle-income households and to support energy efficiency (fossil-fired power
plants are point of regulation)

— All of these bills include a federal auction component that increases over time



Allowance Allocation Examples

2012 Allocations Under Bingaman-Specter and Lieberman-Warner GHG Bills
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Allocation Methods for Electric Sector Emissions Cap

[ Electric Sector Emissions Cap ]

[Free Allocation to Generators ] [ Auction/Auction Hybrids ]

| /

Historic Emissions Federal Auction a I
Potential Uses for
I I Auction Proceeds
. « R&D
Electricity Output (MWh) Allocation to States « Technology
I Incentives
I * Low Income
: Assistance
Hybrid Approaches Allocation to local - Mitigating climate
distribution companies impacts

)




Allowance Allocation Methodology Principles

« Mitigate electric end use customer costs associated
with a mandatory greenhouse gas reduction program

* Recognize investments made in reducing GHG
emissions and ensure customers do not “pay-twice”
for reductions

e Speed the development and deployment of new, low-
emitting technologies — both generation and end-use
energy efficiency

* Provide assistance to adversely impacted
communities and constituencies

e Smooth transition to a low-carbon economy



Mitigating Customer Costs

. Allocate a portion of the allowances local distribution companies (LDCs) for the benefit
of electricity consumers, including both homes and businesses.

—  Electricity consumers will bear a significant share of the costs associated with the
regulation of GHG emissions from the electric power sector.

— A study by the U.S. Energy Information Administration suggests that households
and businesses will bear 87% of CO, compliance costs (fuel producers and fossil
electricity generators bear 3% and 10%, respectively).

. Distribute allowances to LDCs based on their proportional share of delivered electricity.

— Retalil sales of electricity are rigorously tracked and publicly reported. Data for
both large and small utilities are reported on an annual basis to the Energy
Information Administration (Form EIA-861).

—  Sales can be adjusted for demonstrated investments in energy efficiency.

. LDCs would sell the allowances allocated to them to regulated entities and return the
proceeds to their customers in the form of rebates, low income assistance, demand
reduction programs, or other methods.



Why LDC Allocations?

Independent power producers (IPP) produce a growing share of U.S. electricity.
Policymakers can no longer assume that allocations to electric generating facilities will
benefit consumers (even in regulated markets). Ina  ddition, power generation assets under
utility control often sell excess power into deregu lated wholesale market; those
consuming customers do not have access to the allow ance value given to the generator

1993 2006

Electricity generation in 1993 was 95% utilities and 5% IPPs. In 2006, electricity generation was 65% utilities and 35% IPPs.



The Electric Supply Chain

Point of regulation

Regardless of the point of regulation, the costs of CO, compliance are largely
passed on to consumers at the end of the energy supply chain through higher
electricity rates and higher fuel prices.

The recipient of the allowance value should be driven by this fact and not the
objectives considered in the point of regulation analysis.

As a result, the point of regulation and the recipient of the allowance values can
be different — one does not drive the other.



How LDC Allocations Would Work

Point of regulation
Electricity + CO , costs

Proceeds from
allowance sales

Allowance sales

By distributing allowances to LDCs’ customers, the allowance value can be used to
offset customer cost impacts, fund energy efficiency and demand response
programs, or used for other ways to mitigate customer costs

The allowances would then be sold to regulated entities in a non-discriminatory
manner and the proceeds returned to customers pursuant to the method
determined by the applicable regulatory board.



