
Cap-and-Trade Update – October 7, 2025 

Governor Newsom signed two bills on September 19, 2025, to extend and modify the Cap-
and-Trade Program: Assembly Bill (AB) 1207 and Senate Bill (SB) 840. Both bills are jointly 
authored by Senators Limon and McGuire and Assemblymembers Irwin and Rivas and took 
effect immediately upon signature.   

AB 1207 extends the Cap-and-Trade program through 2045, shifts the California Climate 
Credit to summer months, and makes other changes to the program.  SB 840 focuses on 
the Greenhouse Gas Reduction Fund (GGRF), maintaining the current continuous 
appropriations through the end of this fiscal year. Beginning in July 2026, the bill maintains 
the existing continuous appropriations categories while converting them to dollar amounts 
rather than percentages of auction proceeds.  

Example allocation of $4.5 billion under prior law compared to SB 840  

Italics = Under prior law, these amounts were taken off the top before calculating the 
continuous appropriations. 

Program Prior Law SB 840 

Affordable Housing and Sustainable 
Communities 

$816 millioni $800 million  

Annual legislative appropriations Approx. $1.5 billion Approx. $1.3 billion 

Forest health and fire prevention $200 million $200 million 

High Speed Rail $1.02 billion $1 billion 

New Legislative Counsel Climate 
Bureau 

$0 $3 million 

Local emissions reductions (AB 617) ii $250 million 

Low Carbon Transit Operations $204 million $200 million 

Manufacturing tax credit Approx. $133 million 
(varies year to year) 

Approx. $133 million 
(varies year to year) 

Safe and Affordable Drinking Water 
Fund 

$130 millioniii $130 million 

State Responsibility Area Fee Backfill Approx. $85 million 
(varies year to year) 

Approx. $85 million 
(varies year to year) 

Transit and Intercity Rail Capital $408 million $400 million 



The bill contains a funding “waterfall” – priority order – as follows:  

• 1st: Legislative Counsel Climate Bureau, manufacturing tax credit, and State 
Responsibility Area fee (currently ~ $221 million) 

• 2nd: High speed rail continuous appropriation and legislative annual appropriations 
($2 billion total) 

• 3rd: Remaining programs ($1.98 billion)  

If revenues fall below the approximately $4.2 billion necessary to fully fund all of the above, 
the amounts appropriated to the third priority programs will be proportionally reduced. 

 

 
i The estimates for AHSC, HSR, LCTOP and TIRCP in the “prior law” column assume the manufacturing tax 
credit and State Responsibility Area fee backfill total $218 million. (Tax credit = $130 million in 2023 and $153 
million in 2024) 
 
ii In past years, the legislature has funded this program out of the annual appropriations. 
 
iii Under prior law, the program received 5% of GGRF revenues, after subtracting the “off-the-top” allocations, 
and was capped at $130 million. 
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