
Implementation of Ontario’s cap and trade 
program and the regulator’s role
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OEB Role in Relation to Cap and Trade Implementation

• Under Ontario’s Cap and Trade Program the natural gas utilities have 
compliance obligation for all “upstream” GHG emissions. 
− Utilities will have to acquire emissions allowances, offset credits and/or 

undertake GHG abatement for:
- Facility-related emissions for their own equipment and buildings
- Customer emissions – residential, commercial, industrial, gas generators 

(excludes Large Final Emitters (LFEs) and voluntary participants (those 
with greater than 10,000t GHG emissions)

- Report and verify emissions to government
- Develop Compliance Plans describing their approach to meeting their 

Cap and Trade obligations 

• OEB will need to assess the cost consequences of utilities’ plans for complying 
with cap and trade obligations for the purposes of rate recovery from customers

− OEB is developing a regulatory framework to guide implementation



3

Objectives for the Regulatory Framework 

• Support the successful implementation of the 
government’s cap and trade program

• Establish OEB’s approach to assessing the cost 
consequences of natural gas utility compliance 
with cap and trade and establish a mechanism 
for recovery of these costs from customers

• The framework will ensure that clear and 
consistent expectations are held by natural gas 
utilities, ratepayers and other stakeholders
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Guiding Principles for Framework

• Cost-effectiveness:  Compliance Plans are optimized for economic 
efficiency and risk management  

• Rate predictability: consumers should have just and reasonable and 
predictable rates

• Cost Recovery: prudently incurred costs related to cap and trade would 
be recoverable as a cost pass-through

• Transparency: investment/buying strategies and optimization processes 
are transparent and well documented to facilitate the OEB’s assessment 
of the plans and costs, while ensuring market integrity

• Flexibility: plans are flexible and can adapt to changing market 
conditions and utility-specific characteristics; potential for framework to 
evolve as market matures and experience is gained

• Continuous Improvement: plans demonstrate continuous improvement 
of processes and practices
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Key Elements of Regulatory Framework

• The framework will be address the following key 
elements:
1. Compliance Plans
2. Cost Allocation and Rate Design
3. Monitoring and Assessment
4. Customer Outreach and Education

• The framework will adhere to the legislative requirements 
set out in the relevant legislation and associated regulations

• Development of the framework is being informed by a 
consideration of the regulatory approach in both Quebec 
and California 
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1. Compliance Plans
• Utility-specific plans to meet:

− Customer-related obligations (for residential, commercial and industrial customers 
other than LFEs and gas-fired generators)

− Facility-related obligations (for utility owned/operated facilities)

• Plans could include: 
− Cap and trade–specific instruments: allowances, offset credits, early action credits 
− GHG abatement instruments: DSM programs (incremental to OEB’s 2015-2020 

multi-year DSM plans), renewable energy, new technology, measures to reduce 
fugitive emissions, building retrofits and fuel switching

• Issues:
− Level of prescriptiveness of framework
− GHG emissions forecasting needed annually and for compliance period
− Forecasting of carbon prices both short and long-term, and frequency of forecasts
− Methods and metrics to assess compliance plans to ensure optimization and cost-

effectiveness
− Plan duration 
− Confidentiality of procurement and compliance strategies
− Potential for utility to engage in new business activities
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2. Cost Allocation and Rate Design 

• Utility will incur costs for:
− Customer-related obligations
− Facility-related obligations
− Administrative costs

• Need to address cost causation, allocation, rate design 
and true-ups to ensure just and reasonable rates

• Issues:
− Rate design 
− Recovery of administrative and capital costs 
− Rate setting, true-up and adjustment process
− Balancing appropriate price signals with rate predictability



8

3. Monitoring and Assessment 
• On-going monitoring and assessment of costs and 

performance

• Goals of on-going monitoring are to: 
− Support the assessment of costs for the purposes of rate 

recovery 
− Improve performance of future compliance plans 
− Encourage continuous improvement 
− Reveal potential issues that can be addressed

• Issues:
− Consistent metrics for assessment 
− Confidentiality of market-sensitive information
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4. Customer Outreach and Education 

• Customer outreach and education includes 
informing customers about the provincial 
government’s cap and trade program and 
associated bill impacts, and how customers 
could manage their GHG emissions to reduce 
their bills 

• Need to ensure consistent and coordinated 
messaging
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Key proposals from OEB Staff Discussion Paper
• Regulatory Approach to Compliance Plans: Staff is proposing that the OEB take a light-handed approach that would 

require the utility to have a cost-effective portfolio of Cap and Trade instruments

• Duration of Compliance Plans: Staff proposes that Compliance Plans span the full Cap and Trade compliance 
period (i.e., 3 year plans). Utilities would update the Plans annually.  The exception to this would be for the first year 
of Cap and Trade (2017), when utilities would submit a 1-year plan

• Forecasting: Staff proposes that utilities forecast load, GHG emissions and carbon price. For the carbon price, staff 
suggests that utilities develop an annual carbon price forecast and the OEB procure a 10-year longer term forecast. 

• Compliance Plan assessment, including:
− Portfolio optimization: Staff expects that the utility will demonstrate optimization by providing an explanation of inputs, forecasts, a 

Marginal Abatement Cost Curve (MACC), and an analysis of options
− Performance metrics: Staff has recommended a number of metrics to ensure plans are optimized for cost-effectiveness, including: 

allowance procurement and costs, abatement activity costs, administrative costs and financing costs as well as cost per 
instrument per tonne of GHG

− Risk management: Staff suggests that the OEB review the utility’s governance systems and approach to risk identification and risk 
mitigation

• Treatment of longer term investments: Staff suggests that descriptions of expected long-term investments to be 
included in Compliance Plans, but cost consequences to be dealt with in subsequent rates applications.  

• Rate design and bill presentment:  Staff is proposing annual volumetric charges (equal m3 basis) for customer-
related and facility-related costs. The facility-related rate would be applied to all customers based on consumption, 
and the customer-related rate would be applied to appropriate customers based on consumption. Staff 
recommends these charges be included in delivery charges. 

• Customer outreach and education:  Staff proposes that as the utility has the direct relationship with the customer, it 
should leverage its customer relationship to deliver messaging. Staff recommends that the OEB review all of the 
utility’s proposed messaging. 
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Ontario’s Cap and Trade Program
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Ontario`s Cap and Trade Program

• Broad sector coverage: 
− Electricity, including imports
− Industrial and large commercial
− Institutions
− Transportation fuel
− Distribution of natural gas (e.g., heating fuels)

• Program to cover both process and 
combustion emissions

July 21, 2016
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Ontario`s Cap and Trade Program
• Emission reduction targets and setting 

the cap: 
− Baseline is set at forecast of 2017 emissions
− Target will then decline annually to support achievement of 

government’s GHG 2020 emissions target:  
o 142,332,000 allowances for 2017 
o 136,440,000 allowances for 2018 
o 130,556,000 allowances for 2019 
o 124,668,000 allowances for 2020 

• Legislation has established 2020 cap of 
124.668 mega tonnes to achieve 
Ontario’s 2020 GHG emissions target

July 21, 2016
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Ontario`s Cap and Trade Program
• Three types of participants:

− Mandatory participants – large final emitters (LFEs), fuel 
suppliers/distributors, electricity importers

− Voluntary participants – facilities choosing to become capped 
emitters (opt in)
o Emitters that are 10,000 – 25,000 tonnes CO2e per year to report 

emissions only 
 May apply to register as a voluntary participate in the cap and trade program

− Market participants – trade in the market but have no 
compliance obligation 

• Point of regulation:
− LFEs (entities emitting > 25,000 tonnes CO2e per year), with 

exception of gas-fired generators, as well as voluntary 
participants that opt-in

− Fuel distributors (natural gas, gasoline) 
− Electricity importers

July 21, 2016
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Ontario`s Cap and Trade Program (cont`d)

• Natural gas distributors are responsible for 
compliance obligation related to emissions 
from: 
− Their own facilities and operations, heating 

buildings, operating compressors, etc. 
− Residential and small business customers  
− Commercial and industrial customers (excluding 

LFEs who hold their compliance obligation 
directly)

− Gas-fired generators 

July 21, 2016
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Ontario`s Cap and Trade Program

• Intention is to link with California and Québec 
markets (targeted for 2018)

• Quarterly allowance auction to be held by 
provincial government (first in March 2017)

July 21, 2016
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Ontario`s Cap and Trade Program
• Many Ontario market rules aligned with 

existing California-Québec market:
− Allowance auction floor price to align with Québec-

California market; price to increase annually at 5% plus 
inflation

− Purchase limit set at 25% (maximum number of 
allowances a single covered participant can purchase at 
any one auction)

− Holding limit (number of available allowances that covered 
participant can hold in its account at any one time) set by 
formula; related to participant’s proportion of the overall 
cap

July 21, 2016



18

Ontario`s Cap and Trade Program
• Many Ontario market rules aligned with existing 

California-Québec market:
− Strategic reserve (allowances to be set aside in a reserve 

account) set at 5% of available allowances; sales to be held by 
province at set times to mitigate price spikes

− Allowance banking (number of allowances that covered 
participant can hold between compliance periods) set by 
formula related to participant’s total proportion of the overall 
cap

− Offsets:
o Limited to 8% of compliance obligation (consistent with Québec-

California)
o Separate offsets regulation will be proposed later in 2016; outline registry 

and offset protocols/rules

July 21, 2016
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Ontario`s Cap and Trade Program (cont`d)

• Initial four-year compliance period to allow 
harmonization in linked program; after that three-
year compliance periods 

• Compliance requirements following compliance 
period
− True ups: At the end of compliance periods, 

participants surrender compliance units (allowances, 
offsets) equal to their total emissions

− Participants must surrender true-ups by November 1 
in the year following the end of the compliance period

− Legislated penalties if failure to achieve compliance

July 21, 2016


