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Advantages of 100% auction

Consistent with public ownership of the
atmosphere (polluter pays)

Avoids windfall profits

Avoids problematic incentives

Rewards early action

Creates a level playing field for new entrants

Provides revenue
— For iInvestments that can lower costs
— For consumer protection and worker transition



Repeated allocations to incumbents can lead to
significant distortions
- degree and nature depends on allocation method
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Slide borrowed from UK Carbon Trust Chief Economist Michael Grubb’s presentation.
http://www.arb.ca.gov/cc/etaac/meetings/042909pubmeet/mtgmaterials042909/EUET Sallocation%20evolution-Grubb. pdf



Competitiveness concerns should be taken into account,
but recognize potential for excess compensation

 Power sector profits from EU ETS
— €5bn+ during 2005

— Likely aggregate Phase Il profits €5-10bn/yr @
€20/tCO2

o April 9, 2009. Reuters reports
— EU steelmakers reap $1.5 billion benefit from ETS

— Received a third more permits than needed to cover
emissions

— “... a benefit attributed to aggressive lobbying.”



Clean Energy Dividend Is Progressive

(Annual Cost Impacts on Consumers of
$21 Price per Ton CO2 Before and After Rebate)
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Regional Cost Differences Not Large
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An even more progressive alternative?

o Efficiency and other investments plus rebate (or
tax credit) to low/middle income households for
revenue collected above some price.

e Burtraw et al. findings on use of $s for
Investment in end use electrical efficiency.
— Avoids equity-efficiency tradeoffs
— Highly progressive
— Lowers allowance prices, lowers compliance costs

— Practical challenges, particularly in reaching low
Income households



