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The Environmental Protection Agency (EPA) developed the Clean Power Plan (CPP) to control 

the carbon emissions from existing power plants. Under the CPP, states are assigned a target for 

carbon emissions from existing power plants, and they are charged with developing a state plan 

to meet that target. The CPP’s final publication was accompanied by proposed model rules that 

allow for interstate training and are intended to help states develop their own plans. The model 

rules can be adopted in full or adapted to each state’s individual needs. 

 

The EPA proposed two model rules – a rate- and mass-based rule. With a rate-based rule, power 

plants are assigned a target rate by the state, and they are able to generate credits if they emit 

carbon dioxide at a rate lower than their target. Under a mass-based rule, states have a total 

tonnage of emissions allowed, which means that they have a sum of emissions allowances that 

need to be distributed and put into the market, unlike with a rate-based plan. The question of 

allocation of emissions is novel and complicated for state air regulators, as it implicates 

socioeconomic and political considerations. 

 

If a state chooses to pursue a mass-based trading plan, the considerations that state regulators 

may be balancing will vary depending on the state’s emissions target and its domestic energy 

mix, among other individual circumstances. Some of the policy priorities that state air regulators 

may be balancing include: political feasibility, affordability and impact on low-income 

consumers, affected industries, energy efficiency and renewable energy, and jobs. How the state 

is currently situated in relation to its emissions target will greatly impact which of these priorities 

the state chooses to pursue with its CPP compliance efforts.  

 

These policy priorities will impact how state regulators make decisions with regard to allowance 

allocation, if the state has opted for a mass-based scheme that allows for trading. The main 

choice facing the state will be the method of allocation – free allocation, auctions, and/or set 

asides. Free allocation is the free distribution of allowances to entities that the state wants to 

protect or reward. Auctions allow entities to bid on and purchase allowances, thereby generating 

revenue for the state. Set asides allow the state to reserve allowances to be awarded during the 

compliance period for certain types of projects.  

 

Depending on the method (or combination of methods) that the state selects, it will face further 

questions that affect the distribution of costs and benefits of the trading system. If a state opts for 

free allocation, it will have to determine to whom to allocate the allowances and on what basis. If 
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a state decides to auction allowances, it will have to determine how to distribute the proceeds and 

who may participate in the auction. And, if a state chooses to include set asides, it will need to 

select specific types of activities and projects that it wants to support. 

 

Each of these decisions implicates a transfer of wealth, in the form of payments or allowances 

that carry value in the trading system. As such, these decisions are quite complicated and 

daunting for state regulators, but, depending on the state’s policy priorities, regulators can map 

out their best path to CPP compliance with a mass-based trading rule. For instance, a state that is 

facing a decline in its coal industry in order to meet its CPP target will likely favor free 

allocation to affected power plants with some set asides to create new jobs for displaced workers. 

If a state decides to implement a mass-based rule that allows for interstate trading, it will face 

complex tradeoffs, but it can navigate them more easily by focusing on the state’s policy 

priorities and mapping those onto the decision points that will arise. 
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