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Exh. RLE-14 
Net Allowance Cost Calculation 

 
The following simplified example illustrates how the calculation would work for either the gas 
CCA allowance RSM or the electric CCA allowance RSM. The same calculation would be 
performed separately for each utility. Assume that the utility over the full four-year compliance 
period, including the ten-month true-up period, has made the following transactions: 

 

 
 

The total cost of market purchases is: 
 

𝐶𝐶𝑚𝑚 = $54,000,000 + $15,900,000 = $69,900,000 
 

The proceeds from market sales (excluding no cost allowances) are: 
 
   𝑆𝑆𝑚𝑚 = $13,400,000 
 
Therefore, the Net Allowance Cost is: 
 

𝑁𝑁𝑁𝑁 =  𝐶𝐶𝑚𝑚 − 𝑆𝑆𝑚𝑚 = $69,900,000 − $13,400,000 = $56,500,000 
 
The net number of market-acquired allowances is the number of allowances purchased in the 
market less the number of market-acquired allowances sold in the secondary market: 
 

𝑄𝑄𝑚𝑚 = 900,000 + 300,000 − 200,000 = 1,000,000 
 
The Actual Average Procurement Cost is then: 
 

𝐴𝐴𝐴𝐴 =  𝑁𝑁𝑁𝑁
𝑄𝑄𝑚𝑚

= $56,500,000
1,000,000

= $56.50 per allowance 
 

Assume that the MPB for the compliance period is $60.00 per allowance, then the Actual 
Average Procurement Cost is 94.17% of the MPB: 

Transaction type Quantity Price Cash amount RSM treatment
Ecology auction 
purchases 900,000 $60.00 $54,000,000 Included as purchase 

cost
Secondary-market 
purchases 300,000 $53.00 $15,900,000 Included as purchase 

cost

Secondary-market 
sales of market-
acquired allowances

200,000 $67.00 $13,400,000 Included as sales 
proceeds

No-cost allowances 
used for compliance 250,000 N/A N/A Excluded from RSM

No-cost allowances 
consigned to auction 150,000 N/A N/A

Excluded from RSM; 
proceeds credited 
outside the RSM
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𝐴𝐴𝐴𝐴
𝑀𝑀𝑀𝑀𝑀𝑀

=
56.50
60.00

= 94.17% 
 
Because 94.17% is less than 97% and greater than 92%, the result falls within the first sharing 
band. The lower edge of the deadband is 97% of the MPB: 0.97 × $60.00 = $58.20. 
 
The amount inside the deadband is retained entirely by customers: 
 

($60.00 − $58.20) × 1,000,000 = $1,800,000 
 
The amount outside the deadband, but within the first sharing band is: 
 

($58.20 − $56.50) × 1,000,000 = $1,700,000. 
 

Within the first sharing band below the deadband, the $1.7 million is shared 75% to customers 
and 25% to shareholders. 
 

𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑠𝑠ℎ𝑎𝑎𝑎𝑎𝑎𝑎 = 75% × $1,700,000 = $1,275,000. 
 

𝑆𝑆ℎ𝑎𝑎𝑎𝑎𝑎𝑎ℎ𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 = 25% × $1,700,000 = $425,000. 
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