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Cap-and-Trade Background 
• Program uses market mechanisms to provide 

flexibility in reducing greenhouse gas emissions 
• Allows covered parties to determine how best and 

how much to reduce their annual emissions 
• One allowance permits release of one metric ton of 

carbon dioxide  
• Most allowances are free at the beginning of the 

program  
• Total number issued equals cap; cap drops two-to-

three percent a year 
 
 

 
 



Why an Auction? 

• Puts a price on carbon, making it a cost of doing 
business 

• Lets the market determine the price 

• Provides financial incentive to drive investment 
and innovation in clean energy 

• As cap and number of allowances drop, entities 
seek actual reductions at lower cost per ton 
than allowances 

 



ARB Auction Is Primary Market 

• California allowances issued only by ARB 

• Auction market exists to sell California 
allowances four times a year 

• Allowances have only one purpose: cap-and-
trade compliance 

 



Secondary Market 

• Cannot create new compliance instruments 

• California allowances and ARB-approved 
compliance grade offsets can be traded in the 
secondary market 



Mandatory Emissions Reporting 
• ARB’s Mandatory Greenhouse Gas Reporting Rule 

is the foundation of the cap-and-trade program 

• Facilities that emit more than 25,000 metric tons of 
carbon dioxide each year have reported  those 
emissions since 2008 

• Those emissions reports are audited annually by Air 
Resources Board trained third-party verifiers 

• California’s data base is the only one verified in this way 
 



Mandatory Emissions Reporting 

• The mandatory reporting regulation lets the ARB 
know almost to the ton how much greenhouse gas 
is being emitted by each facility 

• Mandatory Reporting reports are available to the 
public as spreadsheets or through ARB’s Google 
Earth emissions mapping tool  
http://www.arb.ca.gov/ei/tools/ghgfacilities/ 
 

http://www.arb.ca.gov/ei/tools/ghgfacilities/
http://www.arb.ca.gov/ei/tools/ghgfacilities/


What Does CITSS Do? 
• All valid allowances are issued in CITSS 

• CITSS tracks allowances for all cap-and-trade program 
participants 

• Account holders must complete Know Your Customer 
check 

• CITSS tracks all sales and transactions 

• All auction buyers must be registered in CITSS 

• Secondary market buyers and sellers must be known 
to CITSS before sale 
 



CITSS Registration Screen 



Proof of Identity 

 

 

 

 



The Auction 

• Apply for auction 

• Post bid guarantee 

• Bid 

• Receive auction results 

• Remit payment 



Auction Contractors 

• Auction Platform Provider:  Markit, North 
America 

• Financial Services Administrator: Deutsche Bank 

 



What’s for Sale at Auction 

• State-owned allowances 

• Utility-owned allowances 

• Allowances are labeled by “vintage”—the 
year they can first be used for compliance 

• Compliance offsets are not offered at the 
auction 

 



Auction Vintages for Fiscal 2012-13 

      Auction Current Vintages Future Vintages 

Nov 2012 2013 2015 

Feb 2013 2013 2016 

May 2013 2013 2016 



Auction Rules 
• Bid guarantees posted with financial services 

administrator 12 days before auction 

– Cash, bond or letter of credit 

• Auction entirely electronic 

• Allowances are bid for in lots of 1,000 

• Minimum (reserve) price of $10 per allowance 



Auction Rules 
• Sealed, electronic bids are made during three-hour 

window  

• Participants can see only their own bids 

• Bids are filled from highest to lowest until either all 
allowances are sold or the reserve price is reached 

• Bids are rejected if filling the bid would exceed the 
bid guarantee, purchase limit or holding limit 

• The settlement price is the lowest accepted bid 

• All allowances are sold at the settlement price.  



Holding Limits and Purchase Limits 
• The cap-and-trade regulations impose holding limits 

and auction purchase limits to prevent participants 
from acquiring market power: 

• The regulation limits the number of allowances a 
market participant can hold at any one time 

• Non-utility covered entities may purchase no more 
than 15 percent of allowances sold at each auction 

• Voluntary entities are limited to four percent of 
allowances sold at each auction 

 



Auction Platform 



Auction Platform Intent Screen 

 

 

 



Auction Application 



Bid Window 



Practice vs. Real Auction 
• Practice auction is an opportunity for covered parties 

to become familiar with the process and technology 

• Practice is invitation only 

• Allows ARB staff to see operation in real time and put 
the system through its paces 

• No money or actual allowances will change hands 

• No settlement price will be posted 
 

 



Market Monitoring 

• Monitoring Analytics will monitor the carbon 
market for ARB  

• Monitoring begins with November 2012 
auction 

• Market monitor will watch for signs of 
unusual price fluctuations to detect efforts to 
game the system 

 



Market Surveillance Committee 

• Experts from Stanford, UC Berkeley, UC Davis 

• Will evaluate overall market trends and 
individual situations and provide comments, 
critiques and recommendations 

• Modeled after CAISO Market Surveillance 
Committee 


