STATE OF WASHINGTON
DEPARTMENT OF ECOLOGY
PO Box 47600, Olympia, WA 98504-7600 * 360-407-6000

To: Cap-and-Invest Program Market Participants
Other interested parties

Date: Jun. 11, 2026 (Originally posted on Apr. 29, 2026)
Subject: Details related to planned implementation of House Bill 1975 (2025) Update
Update

Ecology is issuing an update to the Guidance for Implementation of HB 1975 (originally posted on April
29, 2026). This update makes one specific change related to the timing of introduction of the new cap-
adjusted 5.57 million allowances from 2023 through 2026 (Compliance Period 1, or CP1).

The earlier guidance noted that these allowances would be offered across the first three quarterly
auctions in 2027. Instead, subject to final rulemaking, Ecology intends to offer the entirety of these cap-
adjusted allowances as part of the December 2026 quarterly auction. These allowances will be added
to the supply of vintage 2026 state-owned allowances to be offered in December (2.86M), along with
any consigned allowances offered by utilities.

In making this change, auction participants will be able to bid on lots of allowances that are composed

entirely of CP1 allowances in the current auction, instead of blended lots composed of allowances from
CP1 and CP2 (vintage 2027). Total supply will be noted in the December Auction Notice, to be released

on October 2, 2026.

The change is reflected on pages 3, 5, and 7 of this guidance.

The Washington Department of Ecology is issuing this notice to inform the market of
anticipated changes to the Cap-and-Invest Program as a result of rulemaking to implement
House Bill 1975 (HB 1975). These changes impact:

1. Supply of allowances eligible to be offered at upcoming quarterly auctions

2. Supply of allowances in the Allowance Price Containment Reserve (APCR) and other
reserve accounts

3. The timing and mechanics of APCR auctions related to tier price, total supply, and
allocation of allowances between each tier at APCR auctions to be held in 2027.
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Background on HB 1975 changes

HB 1975 updates several components of Washington’s Cap-and-Invest Program. Some changes
take effect directly in statute. Other modifications require Ecology to update program rules.
The purpose of these changes is to strengthen cost-containment tools and ensure that enough
allowances are available for businesses to meet their compliance obligations through the first
compliance period (2023-2026). The bill included multiple provisions that directly affect how
the Cap-and-Invest Program operates, including adjustments to price-containment mechanisms
and allowance supply.

HB 1975 instructs Ecology to make several changes through rulemaking, which are discussed in
this guidance. In addition, HB 1975 requires some changes in program administration that are
explained in this guidance, but may not be specified in rule. Similar to guidance issued in
November 2023,2 some elements of this guidance will remain in effect until such time that
market linkage becomes effective, at which point Washington entities will be operating in a
single linked market with California and Québec and will be able to trade allowances in the
Compliance Instrument Tracking System Service, known as CITSS. Other elements are specific to
Washington and will be in effective independent of linkage status or timing.

Ecology is sharing this information now so that the market can be aware of changes and
implementation decisions Ecology intends to pursue through rulemaking. Decisions on
allowance supply will be finalized only through the upcoming 2026 Linkage and Program
Updates rulemaking and not through this guidance. Most of the changes described in this
guidance will first impact auctions held in 2027. Specific effective dates of changes are noted
below.

The summary of market changes section describes an overview of expected changes, while
more details about those changes are explained in later sections. Precise values of the number
of allowances created by annual cap adjustments, as well as number of allowances to be
deposited in the APCR and made available through auctions will be shared at the completion of
the rulemaking. General estimates for those values are included in this guidance, and final
values are subject to rulemaking. Specific details about each auction are shared in each auction
notice.

2Updated APCR auction supply guidance through 2026:
https://content.govdelivery.com/accounts/WAECY/bulletins/37da880
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Summary of Market Changes

Change the dates of achieving greenhouse gas emissions limit to December 31 of 2030,
2040, and 2050, from January 1 of those years. This effectively lowers the annual cap
decline rate, and necessitates the creation of new cap-adjusted allowances from every
budget year, from 2023 through 2050 (subject to rulemaking)

All cap-adjusted allowances with vintage 2023-2026 and APCR allowances created by
the expansion of annual allowance budgets as a result of HB 1975 can potentially enter
the market and be used by compliance entities to meet quadrennial compliance
obligations on Nov. 1, 2027. This includes:

o About 5.57 million new vintaged allowances with vintage 2023-2026, to be
offered in the December 2026 quarterly auction (subject to rulemaking)

o About 14.08 million total new APCR allowances pulled from cap-adjusted annual
budgets from 2023-2030 and 2031-2040 annual budgets, to be made available
no sooner than in an APCR auction following the March 2027 quarterly auction,
and no later than the pre-compliance APCR auction in September 20273 (subject
to rulemaking)

HB 1975 sets the price ceiling unit price to $80 in 2026 and 2027. The Tier 2 price for
2027 will be set as the ‘midpoint’ between 2027 Tier 1 price and price ceiling unit price,
to be shared via publication on Dec. 1, 2026 (subject to rulemaking)

Starting after the March 2027 quarterly auction, APCR auctions may offer allowances at
both Tier 1 and Tier 2.

The distribution of allowances between Tier 1 and Tier 2 at APCR auctions will be based
on the settlement price at the prior Washington quarterly allowance auction.

The schedule of APCR allowances to be released at each APCR auction follows a similar
formula as prior guidance, with supply available based on total potential remaining
APCR auctions in a given year. However, in 2027 in advance of the quadrennial
compliance event:

o If the March 2027 quarterly auction triggers an APCR auction, the supply to be
offered will be total supply in the account divided by three (instead of five). This
assumes potential ACPR auctions in May, August, and September 2027.

o If the June 2027 quarterly auction triggers an APCR auction, the supply to be
offered will be total supply divided by two. This assumes potential ACPR auctions
in August and September 2027.

o The pre-compliance APCR auction in late September 2027 will offer the entire
remaining supply from the APCR.

3 Future vintage allowances offered in advance auctions in 2027 will include a portion of supply from cap-adjusted
annual budgets after this cap-adjustment is in effect. 10% of the budget from 2030 will be offered at quarterly
auctions in 2027.
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o If the September 2027 quarterly auction triggers an APCR auction, it is scheduled
to be held in mid-November 2027, after the Nov. 1, 2027 compliance deadline. If
there are remaining APCR allowances in the reserve account after the pre-
compliance APCR auction in late September 2027, the full supply of available
allowances will be offered at that November 2027 ACPR auction, and the full
remaining supply will continued to be offered at future APCR auctions until that
account is exhausted. Unsold supply will carry over to future auctions. If the
APCR account is exhausted and an APCR auction is triggered, there will be no
APCR auction.

o An APCR auction notice, released at least 60 days prior to each auction, will
include the specific number APCR allowances to be offered, and at which tier.

e The entire remaining supply of APCR allowances, including those pulled from the cap-
adjusted budget years in 2031-2040, and any unsold APCR allowances potentially
offered through APCR auctions following the March and June 2027 quarterly auctions,
will be offered at a pre-compliance APCR auction in late September 2027. This will
maximize the potential supply available prior to Nov. 1, 2027, compliance deadline.
Unsold APCR allowances will roll over to future APCR auctions. A price ceiling unit sale
for compliance entities is only possible in October 2027, if the APCR is completely
exhausted and other necessary conditions are met.*

4 RCW 70A.65.160 and WAC 173-446-385
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What is the APCR?

The Allowance Price Containment Reserve (APCR) is a feature of the program designed to
ensure that businesses can obtain the allowances they need for compliance at predictable
prices. The APCR works by releasing a separate pool of allowances available only to compliance
entities when one of two conditions are met>:

1. APCR auctions are guaranteed once per year before each compliance event, and
2. APCR auctions are held when a quarterly auction’s settlement price is above a pre-
defined trigger price: the Tier 1 price.

Importantly, APCR auctions are open only to businesses that are required to obtain allowances
to cover their emissions under Washington’s Cap-and-Invest Program, known as “covered” or
“opt-in” entities (collectively called “compliance entities”). APCR auctions are not open to
investors or other entities without a compliance obligation (“general market participants”). As
of April 2026, Ecology has held six APCR auctions. See all auction summary reports at
Publications & Forms.®

Expanded Cap, Creation of Prior Year Current Vintage Allowances

HB 1975 Sec. 5 shifted the date required for the Cap-and-Invest Program’s annual allowance
budgets to achieve reductions commensurate with the program’s share of the statewide
greenhouse gas emissions limits in 2030, 2040, and 2050, from January 1 of each year to
December 31 of each year. This adjustment slows the rate of emissions cap decline, which in
turn expands the annual caps, including retroactively for budget years 2023-2026. As such, the
allowance budgets for those years will also increase.

After deposits to reserve accounts, an additional 5.57 million vintaged allowances from those
four emissions years (2023-2026) remain. These allowances will be offered at the December
2026 quarterly auction. Read more about impacts to reserve accounts, below.

These allowances will be of vintage 2023, 2024, 2025, and 2026, and, once awarded to winning
bidders after auction, may be held, sold, or submitted by compliance entities to meet their
guadrennial compliance obligations at the Nov. 1, 2027, compliance event.

The updated program rule will contain a specific description of these new allowances in cap-
adjusted budget years.

SWAC 173-446-370 describes a third condition that is not explained to this guidance: when new covered or opt-in
entities enter the program and the allowances from the emissions containment reserve are exhuasted.

6Cap-and-Invest — Market Reports
https://apps.ecology.wa.gov/publications/UIPages/PublicationList.aspx?IndexTypeName=Topic&NameValue=Cap-
and-Invest+%e2%80%94+Market+Reports&DocumentTypeName=Publication
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Figure 1: Conceptual shift in Cap-and-Invest Program emissions cap over time. The shift in annual
allowance budget target dates from January 1 to December 31 of 2030, 2040, and 2050 results in a
slower rate of cap decline. The yellow shaded area represents the increase in cap-adjusted allowances
from 2023 to 2027. The lower (blue) line represents the original emissions reduction trajectory, while the
upper (red) line reflects the updated path based on the new dates. This figure is for illustration only and
is not to scale. Learn more about emissions caps and allowance budgets at https://ecology.wa.qov/air-
climate/climate-commitment-act/cap-and-invest.

Price Ceiling Unit Price, APCR Tier 2 Impacts

The price ceiling unit price was set by statute at $80 per unit for 2026 and 2027. Statute
requires that Ecology adjust the allowance price containment reserve Tier 2 price to reflect the
price ceiling unit price. Ecology chose to set the Tier 2 price to be the midpoint between the
Tier 1 price and the price ceiling unit price for simplicity and consistency with the existing APCR
framework. The Tier 1 price, and how it is determined, is unaffected by HB 1975.

The updated Tier 2 price will be released on Dec. 1, 2026, along with the Tier 1 price, and those
prices will be in effect for APCR auctions held in 2027 that were triggered by quarterly auctions,
starting after the March 2027 quarterly auction. Those updated prices are set based on an
adjustment factor that includes most recently available consumer price index information, as of
the first business day in December each year.

If there is an APCR auction triggered as a result of the December 2026 Quarterly Auction, the
Nov 2023 APCR guidance will still apply, and the supply at that auction will consist of the entire
remaining APCR supply from the original 18.64M APCR allowances that were established in
2023.
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APCR, Reserve Account Supply Impacts

Ecology plans to propose in rulemaking to allocate the portion of new allowances in the cap-
adjusted expanded budgets for 2023—-2026 as follows:

e 5% to the Allowance Price Containment Reserve (APCR)

e 2% to the Emissions Containment Reserve (ECR)

e 0.33% to the Voluntary Renewable Energy Reserve (VRE)

¢ Remaining 92.67% will be offered at the December 2026 quarterly auction

The ECR and VRE accounts will receive cap-adjusted allowances only from the updated 2023-
2026 annual budgets, as the original allotment of allowances to these accounts came from only
this first four-year period. The vintaged allowances deposited in the ECR and VRE will join the
allowances already in those accounts. Allowances in the ECR are allocated to new or expanded
EITE facilities or sold via auction when new covered and opt-in entities enter the program.
Ecology expects to hold an ECR auction in September 2026. Allowances in the VRE will be
eligible for retirement consistent with how those allowances have been managed to date.

The APCR will receive allowances from the cap-adjusted budget years 2023-2030, roughly 1.08
million allowances. Those 1.08 million APCR allowances will be bundled with the new APCR
allowances that are drawn from 2031-2040 and treated as a single pool of new APCR supply.

Based on public feedback and consistent with past practice, Ecology plans to place 5% of the
cap-adjusted annual budgets from 2031 through 2040 in the APCR. This totals just under 13
million allowances. When combined with the 1.08 million APCR allowances to be drawn from
the cap-adjusted 2023—-2026 budgets, the total addition to the APCR will be just over 14.08
million allowances.

No additional original allowances from the 2027-2030 budget years will be placed into the
APCR, because 5% of those annual budgets were already included in the first APCR allocation,
the supply of which has been offered through auctions in 2023-2026. Per rule, no additional
APCR allowances are added to the reserve account due to the addition of waste-to-energy
facilities, so, while the annual budgets will increase for that reason, the number of allowances
contributed to the APCR from those years will not increase.” Only the 5% share of the cap-
adjusted additional allowances for those years will be added to the APCR.

These 14.08 million additional APCR allowances will be available no sooner than the potential
APCR auction following the first quarterly allowance auction in 2027, and no later than the pre-
compliance ACPR auction to be offered in September 2027. Ecology intends to offer all 14.08
million new APCR allowances through auction such that any allowances won will be transferred
to winning bidders and eligible for use by compliance entities at the Nov. 1, 2027, quadrennial
compliance event. Any unsold allowances offered at auction will return to the reserve account
to be offered again during a future auction.

7 WAC 173-446-370 see section (1)(c)(ii)
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Schedule of introduction of APCR allowance in 2027
Ecology plans to release APCR allowances gradually over the course of 2027.

e [f the first quarterly auction of 2027 (March Auction #17) triggers an APCR auction,
Ecology will make roughly one-third of the total APCR supply available at that time
(including any unsold APCR allowances remaining after 2026).

e [f the second quarterly auction (June Auction #18) also triggers an APCR auction, Ecology
would then make half of the remaining APCR supply available.

o Any unsold allowances from an earlier APCR auction will roll over and be part of
the supply offered at a subsequent APCR auction.

e At the pre-compliance APCR auction in September 2027, Ecology will offer all allowances
that remain in the APCR.

e If the third quarterly auction (September Auction #19) settles above the Tier 1 price and
triggers an APCR auction, the quantity available will depend on the outcome of the pre-
compliance APCR auction. If the APCR is exhausted, no additional APCR auction will be
held.

This phased release of APCR allowances will ensure that allowances are introduced in a
predictable way, provide cost-containment relief when market conditions warrant it, and
guarantee that any allowances purchased through APCR auctions in 2027 will be transferred to
compliance accounts in time for entities to meet the Nov. 1, 2027, compliance deadline.

If compliance entities still demand compliance instruments after the APCR is exhausted, they
may request a price ceiling unit sale from Ecology to meet their quadrennial obligation.

APCR Supply, Distribution between APCR Tier 1 and Tier 2 at auction

Following APCR Auction #1 in 2023, Ecology determined that future APCR auctions would offer
allowances entirely at the Tier 1 price. Starting in 2027, we plan for this to change.

The proportion of APCR allowances offered at each tier in each APCR auction will depend on
the settlement price of the prior quarterly auction that triggered the APCR auction. In the
case of the 2027 pre-compliance APCR auction, the distribution will be based on the settlement
price of the June 2027 quarterly auction.® If the June 2027 auction does not trigger an APCR
auction, the entire remaining supply of APCR allowances will be offered at the Tier 1 price in the
pre-compliance APCR auction in September 2027. Distribution of APCR allowances across each
tier in a given auction will be as follows:

o If the prior quarterly auction settlement price is at or above the Tier 1 price, but
below the Tier 2 price (i.e., between the tiers), then the supply for that auction will be
offered 50% at Tier 1 and 50% at Tier 2.

o If the prior quarterly auction settlement price is at or above the Tier 2 price, then
100% of the supply at that auction will be offered at the Tier 2 price.

8The auction notice for the pre-compliance APCR auction will be issued in July 2027, prior to the certification of the
September 2027 quarterly auction, before the quarterly auction results are known. Therefore, the June 2027
auction results and settlement price will inform the proportion offered at each Tier in the pre-compliance APCR
auction.
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o If the quarterly auction settlement price at the June 2027 quarterly auction is below
the Tier 1 price, (i.e., an APCR auction was not triggered), then 100% of supply will
be offered at Tier 1 price at the pre-compliance APCR event.

Example of distribution of allowances between tiers

If quarterly auction #17 in March 2027 settles at $79 per allowance, this will be above the
expected Tier 2 price for 2027. Therefore, the APCR auction that will be offered in May 2027
will offer one-third of the remaining APCR supply entirely at the Tier 2 price.

If auction #17 in March 2027 settles at or above the Tier 1 price, one-half of the APCR supply
eligible for sale at that time will be offered at the Tier 1 price, and one-half will be offered at
the Tier 2 price.?

A settlement price below the Tier 1 price will not trigger an APCR auction, and the supply will
carry forward to be offered at the next triggered APCR, or the annual pre-compliance APCR
auction in September 2027.

Next Steps

Ecology anticipates that the changes described in this guidance will be further detailed when
the rule proposal (CR-102) is filed in the Cap-and-Invest Program Updates and Linkage
rulemaking process. This is expected in spring 2026. Following adoption of the final rule, these
requirements will take effect as specified in that filing. Ecology will continue to provide updates
and support as implementation proceeds. Read more about this rulemaking at WAC 173-441-
446 Program Updates and Linkage - Washington State Department of Ecology.®

ADA Accessibility

The Department of Ecology is committed to providing people with disabilities access to our
information and services by meeting or exceeding the requirements of state and federal laws.

To request an ADA accommodation, email RegistrarCCA@ecy.wa.gov, call 360-407-6296 or call
Ecology through the Washington Telecommunication Relay for services including text
telephone (TTY) at 711 or through your preferred relay service provider. Visit
Ecology.wa.gov/ADA for more accessibility information.

9 APCR tier prices for the following year are set and released annually on the first business day of December. The
2027 tier prices will be released by publication on Dec. 1, 2026.

10 https://ecology.wa.gov/regulations-permits/laws-rules-rulemaking/rulemaking/wac-173-441-446-cap-and-
invest-program-updates-and-linkage
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