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The Awmerican Power Act (“APA”), released as a discussion draft on May 12, 2010 by Senators John Kerry (D-MA)
and Joseph Lieberman (I-CT), sets a declining cap on greenhouse gas (GHG) emissions from entities responsible
for about 85% of total U.S. emissions. The bill allocates allowances (permits to emit 1 ton of COy) to regulated
entities and to support low carbon technologies and consumer refunds. This memo summarizes APA’s
provisions on (1) the emissions cap; and, (2) the allowance allocations. (For a comprehensive summary of the bill
and detailed summaries and recommendations on specific issues such as energy efficiency, offsets, and impacts
on state GHG programs, see the Federal Cap and Trade page on ENE’s Web site).

Emissions Cap

The APA emissions cap takes effect in 2013, covering electricity generators, petroleum-based fuel providers,
refiners, and producers of other man-made GHGs (entities responsible for 67% of total U.S. emissions). The
cap takes in another 18% of U.S. emissions in 2016, when emissions related to natural gas distribution
companies and “trade-exposed industries” come under the cap. From a 2005 baseline, emissions decline 4.75%
by 2013, 17% by 2020, 42% by 2030, and 83% by 2050 (see Figure 1, below). The cap establishes numerical
tonnage limits, which may be adjusted up or down if EPA revises the 2005 baseline or finds that covered sources
are responsible for larger or smaller shares of emissions. Covered entities other than transportation fuel
providers may use up to 2 billion domestic and international offsets (emissions reductions or increased
sequestration from outside of the covered sectors) to demonstrate compliance. After 2018, 1.25 international
offsets must be used for each ton of emissions.

Figure 1: APA GHG Cap and Offsets in Relation to Historic Emissions
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Allowance Allocations

Allowances (permits to emit) are both auctioned and distributed for free, with free allocations decreasing over
time (see Figure 2, below). For the duration of the program approximately 12.5% of allowances are auctioned by
the federal government to provide monthly refunds to low-income consumers. Out of the total 128 billion
allowances from 2013-2050, four billion allowances are set aside for the cost-containment reserve (“price
collar”). Remaining allowances are distributed to: emitters (large industrials, refineries, merchant coal plants, and
power plants with long-term contracts); energy distributors on behalf of their ratepayers (local distribution
companies, which may or may not own power plants, depending on local electricity markets); states; and, federal
agencies. Recipients may auction allowances to raise revenue or use allowances for compliance, in the case of
emitters and energy distributors. A significant portion of allowances — almost 50% in the early years —is
allocated for the benefit of electric, natural gas, oil, and propane consumers. State utility regulators and EPA will
interpret “consumer benefit” and determine whether allowances are used for compliance, for rebates, efficiency
programs, or other investments. Unallocated allowances are used for deficit reduction, as is 1/4 of the Universal
Trust Fund, which receives the vast majority of allowance value after free allocations wind down from 2025-
2035. The other 3/4 of the Universal Trust Fund is used to provide consumer relief through rebates to U.S.
taxpayers.

Figure 2: APA Allowance Allocations
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Table 1, below, provides detailed allowance allocation information for all categories over the full period from
2013 through 2050.
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For Further Information:
Derek Mutrow, Energy & Climate Policy Director, (203) 285-1946, dmurrow@env-ne.otrg
Peter Shattuck, Carbon Markets Policy Analyst, (617) 742-0064 x103, pshattuck@env-ne.org

8 Summer Street, PO Box 583 Rockport, ME 04856 (207) 236-6470 admin@env-ne.otg
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Envinanment Northeast Chatlottetown, PEL, Canada | www.env-ne.org | Daniel L. Sosland, Executive Director
Environment Northeast is a nonprofit research and advocacy organization focusing on the Northeastern United States and Eastern Canada. Our mission is to

address large-scale environmental challenges that threaten regional ecosystems, human health, or the management of significant natural resources. We use
policy analysis, collaborative problem solving, and advocacy to advance the environmental and economic sustainability of the region.
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