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Cost Recovery Mechanism Concept 
for Gas U:lity Allowance Purchases under the Climate Commitment Act 

 
Purpose:  
The intent of this concept is for the Commission’s cost recovery treatment for allowances 
purchased by gas u:li:es for compliance with the Climate Commitment Act to: (1) incen:vize 
gas u:li:es to reduce emissions consistent with the alloca:ons determined by the Department 
of Ecology as necessary to meet statewide greenhouse gas emissions limits (or a similar 
adjusted baseline as appropriate); (2) ensure that gas u:li:es are able to recover 100% of 
prudently incurred costs for allowance purchases that are within a baseline determined to be 
reasonable by the Commission; (3) ensure that customers only pay fair and reasonable costs for 
CCA allowances through a combined shared cost and savings mechanism, or performance 
incen:ve mechanism. 
 
Background: 
During the first 4-year compliance period, the Department of Ecology uses 2015-2019 average 
covered emissions to determine the baseline for the purpose of no-cost allowance alloca:on to 
natural gas u:li:es. The 2015-2019 average for each gas company is as follows:1 
 

Natural Gas Utility  2015-2019 Average 
Covered Emissions (MT 
CO2e)  

Date of Verification 

Avista 1,054,370 6/14/2023 
Cascade Natural  1,785,373 5/23/2023 
NW Natural  487,445 5/23/2023 
Puget Sound Energy  5,275,444 5/23/2023 

 
The amount of no-cost allowances allocated to natural gas u:li:es declines by 7 percent every 
year of the 2023-2026 compliance period, in alignment with the trajectory necessary to meet 
the statewide greenhouse gas emissions limits.2 For the 2023-2026 compliance period, the no-
cost allowance alloca:on schedule for each gas company is as follows:3 
 

 
1 h#ps://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Cap-and-invest/Auc<ons-and-market 
2 RCW 70A.45.020 
3 h#ps://apps.ecology.wa.gov/publica<ons/documents/2302074.pdf 
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Pursuant to RCW 70A.65.130, 65 percent of no-cost allowances must be consigned to auc:on 
and 35 percent remain available for compliance in 2023. The percentage of allowances 
consigned to auc:on increases by five percent each year un:l a total of 100 percent is reached. 
For the 2023-2026 compliance period, the allowance consignment schedule is as follows: 
 

 2023 2024 2025 2026 
No cost 
allowances 
consigned to 
auc:on 

65% 70% 75% 80% 

No cost 
allowances 
available for 
compliance 

35% 30% 25% 20% 

 
As a result of this inclining consignment obliga:on, gas u:lity customers are exposed to 
increasing allowance price risk over the course of the compliance period, as the u:lity must 
purchase a greater propor:on of its allowance alloca:on at auc:on each year.  
  
Proposed CCA Allowance Cost-Sharing Mechanism Concept: 
 
Applica:on: In order to capture the greatest benefits and incen:vize emissions reduc:on during 
the compliance period, the mechanism should apply to CCA allowance costs incurred during the 
en:rety of the first compliance period (2023-2026). 
 
Baseline: First, a forward-looking emissions baseline should be established. We recommend 
using the baseline established by the Department of Ecology’s no-cost allowance alloca:on (see 
above). However, the Commission should consider whether reasonable adjustments should be 
made to account for more recent emissions data, weather variability, feasibility, or other factors. 
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Cost sharing: Costs are incurred when a u:lity consigns no-cost allowances and must purchase 
back that por:on of their alloca:on. U:li:es may choose to bid on allowances at any auc:on 
during the compliance period and are not required to bid at every auc:on. Costs are also 
incurred when a u:lity purchases allowances above its no-cost allowance alloca:on in order to 
cover its compliance obliga:on. Customers pay 100% of costs for allowance purchases un#l the 
total number of allowances purchased and retained by the u#lity equals the u#lity’s no-cost 
allowance alloca#on. Once the total number of allowances purchased and retained by the 
company exceed the no-cost allowance alloca:on, customers will pay a por:on of allowance 
purchases above the no-cost allowance alloca:on, as follows: 
 
Tier 1:  

• 0-5% above baseline: 50/50 split 
o If the number of allowances purchased and retained by the company are 0-5% 

above baseline, customers will pay half of the costs of the above-alloca:on 
allowances. This allows for some varia:on in costs associated with weather and 
allows for some sharing of allowance price risk between the u:lity and 
customers.  

 
Tier 2: 

• 5-10% above baseline: 10/90 split  
o If the number of allowances purchased and retained by the company are 5-10% 

above baseline, customers will pay 10 percent of the costs and the company will 
pay 90 percent of the costs. This provides a strong incen:ve for the company to 
reduce emissions and ensures that customers only fair and reasonable costs for 
the u:lity to meet its compliance obliga:on. 

 
The customer contribu:on for allowance purchases that exceed 110% of baseline is zero. 
 
Performance incen:ve: If allowance purchases are less than the no-cost allowance alloca:on for 
the calendar year, the company may retain a por:on of the savings, subject to the treatment 
required by the earnings test in RCW 80.28.425(6).4 The company may retain savings as follows: 
 
Tier 1: 

• 0-5% below baseline: 80/20 split 
o If the number of allowances purchased and retained by the company are 0-5% 

below baseline, the company may retain 20% of the savings. 
Tier 2: 

• 5-10% below baseline: 70/30 split 
o If the number of allowances purchased and retained by the company are 5-10% 

below baseline, the company may retain 30% of the savings. 
 

 
4 See discussion of “allowance price forecast” for a descrip<on of how savings may be generated and eligible for 
this treatment. 
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Other considera=ons: 
Seasonality: If rate adjustments are more frequent than annually, the baseline could be adjusted 
to reflect an:cipated differences in seasonal emissions – as long as the integrity of the annual 
baseline is maintained. 
 
Allowance Price Forecast: It is possible to structure the mechanism using an allowance price 
forecast, in which the costs are collected in rates based on a forecasted allowance price, subject 
to a true-up for actual costs incurred. If a forecasted allowance price is used, the best reference 
price may be the most recent auc:on se"ling price. However, there may be other op:ons for 
reference prices which are just as valid. If this forecast method is used, the :ming of rate 
adjustments for surcharges or credits will be an important considera:on (see discussion of “rate 
adjustments”, below). 
 
We also note that using a forecasted allowance price would enable the applica:on of a 
performance incen:ve mechanism if emissions savings were achieved. Since consignment 
revenues must be used for the benefit of customers, we assume those revenues are not eligible 
for reten:on by the u:lity as a performance incen:ve. 
 
Rate Adjustments: Given the narrow scope of the tariff, it is appropriate to establish a regular 
schedule by which rate adjustments will go into effect. More frequent rate adjustments adhere 
more closely to the matching principle, and reduce regulatory lag and (in the event of a 
surcharge) and return benefits to customers more frequently (in the event of a credit). Less 
frequent rate adjustments would reduce rate vola:lity and administra:ve burden, but 
poten:ally complicate review of filings if they span mul:ple auc:ons with different se"ling 
prices. 
 

• Op#on 1: Annually (i.e. Jan. 1 for the prior calendar year) 
• Op#on 2: Semi-annually (i.e. Jan. 1 and July 1) 
• Op#on 3: Quarterly, aner each auc:on (See table below for an example) 

 
Auc:on Event Auc:on No:ce 

Published 
Auc:on Date Auc:on 

Summary Report 
Released 

Example: Rate 
Adjustment 
Effec#ve Date 

February 2023 Dec. 20, 2022 Feb. 28, 2023 March 7, 2023 April 1, 2023 
May 2023 March 31, 2023 May 31, 2023 June 7, 2023 July 1, 2023 
August 2023 June 30, 2023 Aug. 30, 2023 Sept. 6, 2023 Oct. 1, 2023 
December 2023 Oct. 6, 2023 Dec. 6, 2023 Dec. 13, 2023 Jan. 1, 2024 

 
 


