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Introduction

States that opt to pursue a mass-based trading approach to achieve federal Clean Power Plan (CPP) 
requirements will have the opportunity to decide how to distribute allowances.1 The total value of the 
allowances to be distributed is likely to be significant, making allowance distribution a key decision 

for states. The Midcontinent Power Sector Collaborative presents this white paper to assist states in making 
allowance distribution decisions. 

The goal of this white paper is to inform discussions around allowance distribution by evaluating different ways 
to think about and approach the challenge. As detailed below, a key issue in evaluating options for allowance 
distribution is whether a state regulates the cost of electricity generation, including the cost of allowances needed 
to generate electricity.2 No attempt was made to agree on a specific allowance distribution approach for any 
particular state. Instead, the paper seeks to help state decision makers understand the issues and identify potential 
advantages and disadvantages of different options.

We begin below with a discussion of the possible goals states should consider when making allowance distribution 
decisions. We then detail the key economic, regulatory and ownership factors in play. Next, we analyze the various 
options for allowance distribution, identifying the potential advantages and disadvantages of each approach. We 
conclude with the key takeaways on which Collaborative participants agree.

 

1 Under the Clean Power Plan states have a number of options for meeting federal requirements, including both mass-based and rate-based trading.

2 As discussed below, vertically integrated utilities are regulated, while cooperatives and municipal power companies are generally not-for-profit entities. Merchant 
generators, however, are not subject to economic regulation no matter where they are located.

The choices a state makes on 
allowance distribution will depend 
in part on the state’s goals. What 
follows is a list of possible goals for 
allowance distribution. 

Protect electricity consumers. 
For many states and stakeholders, 
a key goal will be to keep electricity 
affordable for consumers. While a 
program to reduce carbon dioxide 
emissions from power plants 
will impose new costs on fossil 
generators of electricity, allowance 
allocation can be carried out so as 
to mitigate any increased cost to 
electricity consumers by making 

sure they receive the value of 
the allowances. Alternatively, the 
allowance value can be allocated 
and invested so as to reduce 
consumer bills.

achieve positive economic results. 
For some, achieving positive 
economic results is about keeping 
electricity bills as affordable as 
possible by making sure that the 
value of the allowances is used 
to mitigate any increased cost to 
electricity consumers. For others, 
allowance allocation that reduces 
demand for electricity through 
energy efficiency investments 

produces a positive economic 
result by reducing electricity bills 
for customers, especially those that 
participate in the programs, and 
supporting energy efficiency industry 
jobs. Similarly, in some states 
allocating allowance value to in-state 
renewable energy could produce the 
desired positive economic results. 

Minimize “leakage.” Emissions 
leakage occurs when generation 
is shifted from plants covered by a 
regulatory program to fossil-fuel-
fired plants not covered by the 
program because the allowance 
cost makes covered plants more 

Possible Goals for Allowance Distribution
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expensive to operate relative to similarly 
situated uncovered plants.3 Allowance 
allocation can reward generation from 
plants covered by the program (or other 
generation) to counter the incentive to 
build and/or shift generation to new fossil 
units not covered by the program. Another 
form of leakage occurs when electricity 
price increases affecting energy-intensive, 
trade-exposed industries cause those 
industries to shift production to where 
electricity prices are lower. Some have 
suggested that allocation policies can 
seek to compensate those industries or 
offset electricity price increases.

Fairness. For some, fairness in allowance 
allocation means taking into account 
how different utilities with different fleets 
are situated. Fairness could also mean 
recognizing early action that reduces 
carbon dioxide (CO2) emissions. Fairness 
to customers could mean making sure 
that customers see the full benefits of the 
allowance allocation approach. Allocation 
approaches could also take into account 
fairness for, and mitigate any disparate cost 
or other impact on particular communities, 
including low-income communities, 
communities in transition when plants 
retire, and communities that have been 
affected by power plant pollution.

ease of implementation and 
minimize transaction costs. Different 
allocation approaches will have different 
administrative burdens for states, regulated 
entities, and others. Similarly, states 
may wish to consider whether certain 
approaches to allowance distribution 

3  In the final CPP rule, EPA requires states to 
address “leakage” in the limited circumstance where 
implementation of a mass-based program results in 
a greater incentive to shift generation to new fossil 
fuel-fired plants than would occur under a subcategory 
rate-based program. In its proposed model trading 
rule, EPA sought comment on the use of two allowance 
set-asides for addressing leakage, and it also proposed 
other options for states to address its limited form 
of “leakage:” states could cover new units, propose 
a state-specific leakage “fix” or demonstrate that 
leakage is not a problem. Notwithstanding EPA’s 
narrow definition of leakage, states may choose to 
address leakage more generally through allowance 
allocation or otherwise.

present the potential for market 
manipulation or market inefficiencies.

reward specific efforts in the past 
or the future. In choosing an allocation 
approach, states may choose to consider 
which approach best rewards past 
efforts or which is likely to encourage 
certain efforts in the future. For example, 
states may wish to reward early action. 
Additionally, states might want to avoid 
creating a disincentive to retire affected 
units. Preserving for customers the value 
created by retiring an affected unit may 
provide allowance revenues to mitigate 
some of the cost of investing in lower 
emitting replacement generation.

achieve environmental co-benefits. 
In evaluating allocation options, states 
might consider the projected impact the 
approaches will have on the generation 
mix for purposes of assessing its overall 
environmental benefit. Co-benefits 
might include, for example, reductions 
in non-CO2 pollutants, as well as water 
quality and/or public health benefits. 

encourage clean energy. States may 
choose to use allowance allocation to 
encourage clean energy investments, 
including energy efficiency, renewable 
energy, carbon capture and storage and 
other forms of clean energy. 

address specific circumstances in a 
state. Individual states may have unique 
situations that can be addressed through 
its allocation approach. Allowances have 
value and can be used to compensate 
specific entities or reward specific 
actions. Allowance value that is awarded 
to entities other than load-serving 
entities (including vertically integrated 
utilities) would not be available to offset 
allowance costs being passed on to 
electricity consumers. 

Provide planning and financial 
certainty. In evaluating different 
approaches, states could consider the 
extent to which different approaches 
provide the greatest certainty for 
purposes of planning and investment.

address specific federal cPP 
requirements. Some states may 
choose to implement certain optional 
elements of the final Clean Power Plan 
that require an allowance set-aside or 
other allowance distribution requirements, 
such as the Clean Energy Incentive 
Program (CEIP).4

Understanding the Key 
Economic, Regulatory  
and Ownership Concepts

allowances are generators’ operating 
cost (even when they are received 
for free). Because a covered generator 
must consume allowances in order to 
generate electricity and emit carbon 
dioxide, allowances are an operating cost 
similar to fuel. When a generator offers 
to supply electricity to a buyer—including 
when it bids into a competitive wholesale 
electricity market—it includes in its offer 
or bid the value of the allowances it must 
consume to produce the electricity. This 
is true even if the allowance is given to 
the generator at no cost by the state.5

the total value of the allowances is 
large compared to the total cost of 
compliance. Allowances are issued for 
every ton of emissions allowed in the 
state’s emissions budget. The total value 
of the allowances is much greater than 
the cost of reducing emissions from the 
baseline emissions to the state’s mass 
emissions goal. This concept is depicted 
in Figure 1.6

4  Because EPA has not issued a final model trading 
rule for mass-based trading at the time this paper is 
being finalized, we do not go into great detail about 
EPA’s draft model trading rule, focusing instead on the 
distribution of allowances assuming states have full 
discretion to allocate as they see fit.

5  Consuming the “free” allowance has what economists 
refer to as an “opportunity cost,” because the 
allowance could have been sold for its market value 
rather than consuming it.

6  The chart is taken from Franz Litz and Brian Murray, 
2016. “Mass-Based Trading under the Clean Power 
Plan: Options for Allowance Allocation. NI WP 16-04. 
Durham, NC: Duke University. http://nicholasinstitute.
duke.edu/publications.

http://nicholasinstitute.duke.edu/publications
http://nicholasinstitute.duke.edu/publications
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role of allowance cost in dispatch of 
units and wholesale electricity price. 
Electric generating units are dispatched 
based on cost. The units with the lowest 
operating costs are dispatched first, 
followed by the units with the next lowest 
operating cost, and so on until the 
total electricity demand for a particular 
location and time period is met. Because 
covered units must consume allowances 
to generate electricity, they add the 
cost of the allowances to their operating 
costs to generate. This addition may 
affect whether and to what extent a unit 
is dispatched relative to other units with 
different operating costs. In general, 
the additional cost attributed to the 
allowance will also increase wholesale 
electricity prices as long as a covered 
unit is on the margin.7

7 Under some updating, output-based allowance allocation 
approaches, units will earn allowances by generating 
and the allowances they earn may provide a net subsidy 
to operate by decreasing the unit’s cost of operating. If 
a unit receiving this output-based incentive is on the 
margin, wholesale electricity prices may decrease from 
where they would be under non-output-based allocation 
approaches. Whether prices overall decrease depends 
on the amount of the subsidy and the extent to which 
subsidized units set the wholesale prices.

regulated versus restructured 
states: the flow of allowance value. 
Whether electricity consumers will pay 
the cost of allowances consumed in 
the generation of electricity will depend 
in part on whether a state is regulated 
or restructured. In regulated states, 
utilities are vertically integrated, and 
the costs of generating or procuring 
electricity (including costs of any 
allowance purchases) are recovered 
through rates approved by the state’s 
utility commission. In restructured states, 
electricity generation is not subject to 
economic regulation, and generators 
recover costs as part of market prices. 

a.  Allowance cost in a restructured 
state. In a restructured state, the utility 
commission does not regulate what a 
generator may charge for the electricity it 
supplies to the consumer. If allowances 
are allocated at no cost to generators in 
a restructured state, those generators 
will nevertheless include the opportunity 
cost of the allowances to be consumed 
in their offers to supply power to the 
competitive market. Regulators in a 
restructured state have no way of 
preventing generators from charging 

The figure depicts a typical marginal cost curve, here representing the marginal cost of reducing emissions from 
the baseline of 60 tons. Reducing zero tons on the far left would cost $0 per ton, whereas reducing 10 tons takes 
us a short distance up the cost curve to $15 per ton. In the trading program, the state would issue 50 allowances, 
representing the baseline emissions of 60 tons, less the 10-ton reduction. Because the allowance price is $15 a 
ton, the total value of the allowances is $15 times 50 tons, represented in the area labeled “T” in the figure. The 
area of T represents the total value of allowances in the program, while the area of “C” depicts the total cost of 
reducing emissions. 

Eo = Emissions Baseline (60 tons)

Ea = Emissions Reduction (10 tons)

T = value of allowances issued

C =  compliance cost to reduce emissions 
by 10 tons (Ea)

Figure 1  illustrating the Magnitude of allowance value relative to compliance 
cost 
Allowance Price

Marginal 
Abatement 
Cost

$15

EA=10 Eo=60

Emissions
Abatement

C T

consumers for allowances if generators 
are given allowances at no cost.

b.  Allowance cost in a regulated 
state. In a regulated state, the utility 
commission regulates the rates 
utilities may charge for electricity.8 
Because most CPP-affected 
generation is owned by regulated, 
vertically integrated utilities,9 the utility 
commission can ensure that the value 
of allowances granted to the utility 
benefit the customers of the utility. 
Even in regulated states, however, 
certain situations arise that warrant 
consideration: merchant generators 
are not subject to economic 
regulation, meaning allowances 
distributed for free to a merchant 
generator will benefit the merchant 
generator at the consumer’s 
expense. In addition, when a vertically 
integrated utility is a net purchaser of 
electricity from other producers, the 
utility (and its customers) may be 
paying for allowances that the other 
producers received at no cost. 

when a state’s electricity 
producers participate in a regional 
transmission organization (rto) and 
a competitive wholesale electricity 
market. Participants in a wholesale 
electricity market generally submit to 
the dispatch decisions of the RTO, and 
those decisions are based on the “merit 
order” of generator bids into the market. 
Vertically integrated utilities will both 
offer their generation into the wholesale 
market and meet their electricity demand 
using electricity from the RTO. Because 
the competitive market generally 
determines which units will operate, 
utilities are either net sellers or net 
buyers of electricity.

8 This economic regulation generally applies to vertically 
integrated investor-owned utilities, but not municipal 
power companies or cooperatives. As discussed below, 
municipals and coops are controlled by their customers 
and operate on a not-for-profit basis.

9 Vertically integrated utilities are both the generators of 
electricity and the load-serving entity for their service 
territory.
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Form of ownership affects how 
allowance value flows to customers. 
In some circumstances, the type of entity 
generating the electricity matters. For 
example, cooperatives and municipal 
power producers are often not subject 
to economic regulation by the state 
utility commission. Because both coops 
and municipal producers are owned 
or controlled by their customers and 
function as non-profit entities, however, 
it can generally be said that what 
benefits the coop or the municipal 
producer will automatically benefit the 
customers. In such circumstances, 
coops and municipal producers are 
similar to vertically integrated utilities 
subject to economic regulation. In 
addition, merchant generators, owned 
by investors and by definition not subject 
to regulation, are found not only in 
restructured states, but also to a lesser 
degree in traditionally regulated states.

Evaluating the Options

Historical versus Updating allocation. 
In the majority of the mass-based 
trading programs implemented to 
date to control sulfur dioxide and 
nitrogen oxides (NOx), allowances were 
allocated on a historical basis, but some 
states used updating output-based 

allocation. Historical approaches, also 
sometimes referred to as grandfathering 
approaches, use data from a historical 
baseline period to determine allowance 
allocation. For example, a historical 
allocation based on emissions would 
give each covered unit a share of 
allowances that corresponds to the 
unit’s emissions in the baseline period. 
The allocation share is static; it does not 
change on the basis of developments 
that occur after the baseline period.

Updating approaches, in contrast, 
take changes into account during 
the program and therefore can affect 
ongoing behavior by providing an 
incentive or subsidy to generate. For 
example, if allocations are carried out 
annually and are based on a unit’s share 
of electricity output in the prior year, the 
unit may have a sufficient incentive to 
increase its output relative to others 
in order to obtain more allowances. 
Updating approaches offer a subsidy 
to the recipients of the allowances 
based on the units’ output,10 and may 
be geared toward encouraging specific 
outcomes in the future. The opportunities 

10 While updating allocations can be used based on 
other metrics other than electric output, such as 
emissions, we limit our discussion to updating output-
based allocation because that is the approach used in 
the past and discussed relative to Clean Power Plan 
implementation.

and challenges associated with historical 
and updating allocation are provided in 
Tables 1 and 2.

allocation to affected Units. To date 
most mass-based trading programs 
have allocated to affected units either 
on a historical or updating output-
based approach, while some set aside 
some allowances to allocate to energy 
efficiency, renewable energy or other 
purposes, and a few states sold a share 
of their allowances. Recent programs 
in restructured markets have tended to 
auction allowances. The opportunities 
and challenges associated with 
allocating to affected units are provided 
in Table 3.

allocation to load-serving entities. 
Because electricity consumers generally 
bear any additional electricity cost as a 
result of a mass-based trading program, 
proponents of allocating to load-serving 
entities based on the amount of electricity 
delivered believe that it best compensates 
consumers for the increased costs of 
the program. Vertically integrated utilities 
are both the generators of electricity and 
the load-serving entity for their service 
territory. The opportunities and challenges 
of allocating to load-serving entities are in 
Table 4.

Some regulated utilities participate in wholesale electricity markets such 

as that operated by the Midcontinent Independent System Operator (MISO). 

Those utilities offer to generate and sell electricity into the wholesale market 

while at the same time they buy the electricity demanded by their customers. 

In general, the system operator decides which units will run, calling first 

on units with the lowest operating costs (and therefore the lowest priced 

offers) and the price paid per megawatt hour is set by the most expensive 

unit dispatched at the margin to meet demand. Vertically integrated utilities 

will then turn around and pay the same price for the power they purchase 

and deliver to consumers. As long as the amount of power supplied by the 

utility equals the amount of power purchased by the utility, the vertically 

integrated utility breaks even in the wholesale market. Customers of the 

utility will pay only the actual cost of generating the electricity plus a 

return on investment approved by the utility commission. If, however, the 

utility must purchase more power than it generates—the utility is a net 

purchaser—then its customers will be subject to the wholesale market price 

(including allowance cost) for the net purchase. Similarly, if the utility is a 

net seller to the wholesale market, it will earn the wholesale market price 

(including allowance cost) for the net sales, and its customers will benefit 

from any profit realized. Regulated utilities that sell unconsumed allowances 

will capture the value on behalf of their customers, while regulated utilities 

that have to purchase allowances will only pass on the cost of allowances 

they actually purchase.

box 1. Understanding vertically integrated Utilities operating in competitive wholesale Markets
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opportunities with Historical allocation challenges with Historical allocation

Upfront certainty of allocations that do not change over time; provides 
certainty for planning, compliance and investment.

Does not change when circumstances change; the allocation is fixed.

May incentivize retirement of older units (and new investments by the 
owners of such units) better than other allocation methods so long as 
retirements retain allocation for a length of time sufficient to provide an 
adequate incentive to retire.

Potential disincentive for new investments (if new units are covered), 
because allowances are not available to new units or new project sponsors 
without a set-aside for those purposes.

Extensive experience with this approach. This approach is a potential windfall to existing merchant generators.

table  1. the opportunities and challenges with Historical allocaion

opportunities with Updating output-based allocation challenges with Updating output-based allocation

Encourages certain generators to operate more in the future through 
a subsidy (in the form of allowances) to recipients.

Can result in an inefficient outcome because some generators are “paid” to 
generate more while others have a net cost to operate, altering dispatch.

Can reduce wholesale electricity prices compared to historical  
allocation approaches.a

May deter retirements of higher emitting units because when they retire they 
lose allowance allocation.

Some experience with this approach in some states under NOx  
budget programs.

Can distort the price signal to lower-emitting generation to the extent 
marginal unit receives a subsidy through allocation.

Does not disadvantage new investments the way a historical approach 
without a set-aside to reward new investments can when new units are 
covered by the program.

Increased planning uncertainty because allocation is based on events in the 
future. There is a lag between the time that the allowance is “earned” and 
the time that it is received.

Because the distribution of allowances is uncertain, economic regulators are 
less able to control which consumers will benefit.

If output-based allocation is provided to affected units, lower wholesale 
prices could disadvantage renewable and nuclear generation. One potential 
way to address this is to allocate to RE or nuclear generation.

a  In order for output-based allocation to reduce wholesale electricity prices, the generator receiving allowances must be fairly certain that it will receive the allowances when it generates 
power and have a good sense of the allowance value to be received. In that circumstance, the expected receipt of the allowances will act like a subsidy, reducing the generator’s bid or 
offer to supply electricity.

table  2. the opportunities and challenges with Updating output-based allocation

table  3. the opportunities and challenges of allocating to affected Units

opportunities when allocating to affected Units challenges of allocating to affected Units

In regulated states, most owners of the generating units also serve 
customers and are rate-regulated, putting regulators in a position to 
ensure allowance value benefits ratepayers.b

Merchant generators are not regulated, making it difficult to protect electricity 
consumers when merchant generators pass on cost of allowances received for free.C 
This is a bigger issue in restructured states where all generators are merchants.

Allowances go directly to generators that need them for compliance. Allowances that go to affected units cannot be distributed to other recipients.

b As noted above, this is not uniformly true because non-regulated merchant generators operate in regulated states so the value of allowance allocations to those merchant generators cannot 
be “captured” by utility regulators. The same is true for coops and municipal producers, though coops and municipals are generally controlled by customers and are non-profit entities.

c An exception may be if the merchant unit is contracted to a load-serving entity and the power purchase agreement has provisions to pass on the value of any allocated allowances to the 
load-serving entity.
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allocation to energy efficiency and/or 
renewable energy Projects. Numerous 
mass-based trading programs to date 
have allocated to energy efficiency 
(EE), renewable energy (RE) or other 
projects deemed desirable by state 
regulators, usually through set-aside 
mechanisms that place the allowances 
in a reserve for project proponents to 
apply to receive. It is also possible to 
directly allocate allowances to energy 
efficiency and renewable energy projects 

or project sponsors. The opportunities 
and challenges associated with allocating 
to energy efficiency and/or renewable 
energy are provided in Table 6.

auction. Auctions have become 
increasingly popular as a means of 
distributing allowances, especially in 
deregulated electricity markets. Table 7 
identifies some of the opportunities  
and challenges associated with 
allowance auctions.

direct allocation versus allowance 
Set-asides versus auctions. 
Allowances can be distributed using one 
of three distribution methods, or some 
combination of them. Table 5 provides 
details on when use of each method may 
be preferred.

opportunities when allocating to load-Serving entities challenges of allocating to load-Serving entities

Allocation tied to electricity consumed directs allowance value to 
consumers that pay any increased cost of the program; can offset 
or reduce bill impacts.d Where a utility is a net buyer, especially from 
merchant generators, allocation to load can provide customers some 
relief from allowance costs bundled in power purchases.

Depending on the location of generation, some of the allowances consumed 
to generate electricity may not be in-state. Importing states that have too 
few allowances to make customers “whole” through allocation to load may 
disadvantage some customers relative to other allocation approaches.

Allocation can be used to protect more vulnerable customers— 
e.g., low income residential and trade-exposed industry.

Allocating based on consumption could blunt the price signal that might 
otherwise encourage consumers to reduce consumption, though allocations 
to load-serving entities do not have to be based on consumption.

In restructured markets, allocating to distribution utilities allows utility 
commissions level of control over what happens with allowance value.

An auction mechanism may be called for where load-serving entities have no use for 
allowances other than to sell them, such as distributers that do not own generation.

Recipient entity could be directed to offset customer bills or direct value 
to energy efficiency investments or other purposes.

May increase costs to customers of utilities owning affected units in the state 
if a portion of the state’s allowance budget goes to other utilities serving 
customers in the state who own few or no affected units in the state.

d  For non-merchant generators, such as vertically integrated utilities, cooperatives and municipal power companies, an allocation to affected units can have a similar impact as allocation 
to load-serving entities, because the non-merchant generator is essentially also a load-serving entity.

table  4. the opportunities and challenges of allocating to load-Serving entities

direct allocation Set-asides auction

Avoids the administrative burden of setting aside 
allowances or establishing allowance auction 
infrastructure. Direct allocation to load-serving 
entity benefits consumers without auction.

Allows for the allocation of allowances to 
projects and/or project proponents not yet in 
existence, assuming allowance value goes to 
projects that are additional to existing programs.

Once established, the auction provides an 
efficient means of capturing allowance value 
for the benefit of the  state and its consumers 
and discovering the price of allowances.

Direct allocation to affected units owned by 
vertically integrated utilities, cooperatives or 
municipal power producers may best control 
cost increases to the consumer. Direct allocation 
to merchant generators, however, will result in 
higher costs to consumers.

Where direct allocation or auction can 
accomplish the same goals, those methods are 
likely to be more efficient.

Most called for in restructured states,  
where utility commissions do not regulate 
affected units.

table  5. comparing direct allocation, Set-asides and auction



Key Considerations for Making Allowance Distribution Decisions 7 

opportunities with allocating to ee & re challenges of allocating to ee & re

Allocating to EE & RE allows a state to achieve complementary purposes 
through allocation.

Implementing EE & RE set-asides adds complexity to the program, requiring a 
project-based mechanism. Direct allocation to providers might reduce complexity.

Energy efficiency can reduce demand for electricity, lowering the cost  
of electricity potentially more than a simple rebate of allowance value  
to customers.

State may already have effective energy efficiency and/or renewable energy 
policies, adding complexity and need to address concerns about paying twice 
for the same EE and RE.

Can provide in-state economic benefits. Spending allowances on EE or RE means that the allowance value cannot be 
used to directly mitigate higher electricity prices.

An RE set-aside is one of EPA’s proposed approaches  
for addressing leakage.

EE and RE set-asides may transfer allowances to entities over which a utility 
commission has no control. May be difficult to ensure that benefits are spread 
equitably across customers or that economic activity occurs in state, though 
the state could design the set-asides to achieve positive results for consumers.

table  6. the opportunities and challenges of allocating to energy efficiency (ee) and renewable energy (re)

opportunities with auctions challenges of auctions

Revenue from auction can be used for rebate to electricity consumers or 
invested in complementary purposes.

Requires an auction platform designed to meet program needs.

Provide equal access to all eligible participants in the auction. May require legislation for state to auction if state agency does not have 
existing authority to auction.

Provides allowance price discovery and contributes to allowance market liquidity. Coordination across states in a multi-state market may be desirable.

In deregulated states, one of two main options to protect consumers—
the other being allocation to load-serving entities.

Revenue collected by a state via auction might be diverted to other purposes 
by state legislature rather than used for consumers.

Existing auction platforms could be used. Auctions will increase cost to electricity consumers in regulated states unless 
revenue is used to directly benefit consumers.

table  7. the opportunities and challenges of auctioning allowances

Key Takeaways
In light of the foregoing, Collaborative participants observe the following key takeaways:

•	 A state’s optimal allowance distribution approach will depend on 
the state’s goals and those goals may vary from state to state.

•	 Because utility commission regulation of vertically integrated 
utilities is intended to benefit electricity customers, effective 
regulatory oversight of allowance allocations to vertically 
integrated utilities should benefit the utility’s customers.

•	 Cooperatives and municipal power producers are not-for-
profit entities that are to some degree controlled by their 
electricity consumers. As a result, allowance allocations to 
cooperatives and municipal power producers at no cost 
should benefit their consumers.

•	 Merchant generators are by definition not regulated by state utility 
commissions. Absent contractual provisions to the contrary, 

allowances allocated to merchant generators at no cost will not 
benefit electricity consumers. While merchant generators operate 
in most states, they are especially prevalent in restructured states.

•	 States also may consider allocating allowances to load serving 
entities or auctioning allowances as other means of distributing 
allowances for the benefit of consumers. 

•	 States that choose to allocate allowance value to energy 
efficiency, renewable energy or other purposes can choose 
among numerous options that could benefit consumers and 
provide economic benefits, including direct allocation to 
load-serving entities (including vertically integrated utilities in 
traditionally regulated states), project-based set-asides, and 
auctioning with investment of proceeds. 
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described in this paper. Ultimately, the goal of the MPSC is to inform better public policy.

regUlated UtilitieS

•	  chuck barlow, Vice President, Environmental 
Strategy and Policy, Entergy Services, Inc.

•	  Jeffrey Hanson, Senior Manager – 
Environmental & Decommissioning Services and 
Michele Pluta, Lead Environmental Specialist, 
Alliant Energy Corporation (observer)

•	  linda Hilbert, Manager, Environmental Services, 
Consumers Energy

•	  Jeff Jaeckels, Director, Safety and 
Environmental Affairs, Madison Gas and Electric

•	  nicholas Martin, Manager,  
Environmental Policy, Xcel Energy

•	  Kris McKinney, Manager, Environmental 
Strategy, and connie lawniczak, Director, 
Shared Services and Environmental Services,  
WEC Energy Group

•	  greg ryan, Senior Technology Specialist,  
DTE Energy, Inc.

•	  cathy woollums, Senior Vice President, 
Environmental Services and Chief Environmental 
Counsel, Berkshire Hathaway Energy on behalf of 
Mid-American Energy

generation and  
tranSMiSSion cooPerativeS

•	  Mark Strohfus, Environmental Project Leader, 
Great River Energy

•	  don Huff, Director, Environmental  
Affairs, Dairyland Power Cooperative 

•	  brian warner, Vice President,  
Environmental Strategy, Wolverine Power 
Cooperative

MercHant Power ProviderS

•	  Shawn Konary, Environmental Director, and 
Maria race, Director, Federal Environmental 
Programs, NRG 

•	  vanessa tutos, Director, Government Affairs,  
EDP Renewables

MUniciPal Joint action agency

•	  andy Kellen, Vice President, Power Supply 
Resources, WPPI Energy 

environMental organizationS

•	  nathaniel baer, Energy Program  
Director, Iowa Environmental Council

•	  Mike bull, Director, Policy and  
Communications, Center for Energy and 
Environment

•	  Montina cole,  Sr. Attorney, Energy & 
Transportation Program, and Katharine 
Mccormick, Midwest Advociate, Natural 
Resources Defense Council

•	  Pam Kiely, Senior Director, Regulatory Strategy, 
Environmental Defense Fund

•	  Jeff deyette, Asst. Director, Energy Research 
and Analysis, Union of Concerned Scientists

•	  trent dougherty, Managing Director, Legal 
Affairs, Ohio Environmental Council

•	  charles griffith, Climate & Energy Program 
Director, The Ecology Center of Michigan

•	  Keith reopelle, Senior Policy Director,  
Clean Wisconsin

•	  conrad Schneider, Jonathan Banks, Sr. Climate 

Policy Adviser, Clean Air Task Force

obServing State regUlatorS

•	  lisa bonnett, Director, Illinois Environmental 
Protection Agency

•	  ann Mccabe, Commissioner, Illinois Commerce 
Commision 

•	  david thornton, Associate Commissioner, 
Minnesota Pollution Control Agency
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•	  doug Scott, Vice President, Strategic Initiatives, 
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