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Introduction

States that decide to pursue a mass-based trading approach to meet federal Clean Power Plan (CPP) 
requirements have the option of covering new electric generating units in addition to existing units. States 
that choose to cover new units will receive what EPA calls the “new source complement,” which consists 

of additional allowances added to the state’s mass-based emissions goal. The Midcontinent Power Sector 
Collaborative presents this white paper to assist states in making the decision on whether to cover new units and 
accept the new source complement.

The goal of this white paper is to inform discussions around whether to include new sources by evaluating different 
ways to think about and approach the decision. No attempt was made to agree on whether a state should cover 
new sources and under what circumstances. Instead, the paper seeks to help state decision makers understand 
the issues and identify potential advantages and disadvantages of covering new units.

We begin below with a discussion of how EPA treats the decision of whether to cover new sources in the final 
Clean Power Plan rule. We review the key factors at play in this decision. We then lay out the pros and cons 
that have been identified by participants in discussing this issue. We conclude with the key takeaways on which 
Collaborative participants agree. 

The Final Clean Power Plan
The final Clean Power Plan requires 
states to develop and implement 
a plan that applies emissions 
standards to certain existing electric 
generating units—called “affected 
units.”1 States are not required to 
place requirements on new electric 
generating units, but states that 
implement a mass-based approach 
may opt to cover new units. If a state 
chooses to cover new units, then 
EPA would add an EPA-calculated 

“new source complement” to the 
state’s emissions goal.

1 Affected units include existing coal-, oil- and 
gas-fired steam units and natural gas combined 
cycle units of a certain size.

Many states are expected to adopt 
mass-based trading programs to 
implement the Clean Power Plan. 
Under mass-based trading, a 
state issues allowances equal to 
the number of tons in the state’s 
emissions goal. Covered units 
must measure, monitor and report 
their emissions. At the end of each 
compliance period, covered units 
must relinquish sufficient allowances 
to cover their emissions. When a 
state chooses to bring in new units 
in its mass-based trading program, 
both new and existing units are 
required to cover their emissions 
with allowances.

EPA’s treatment of the “leakage” 
requirements in the final CPP is also 
a key consideration. EPA requires 
states that take a mass-based 
approach take one of the following 
approaches to address leakage: 
(1) cover new units; (2) adopt 
the “presumptively approvable” 
leakage fix promulgated as part 
of the final model trading rule; (3) 
propose an alternative leakage fix; 
or (4) demonstrate that leakage is 
not an issue for the state due to 
state-specific circumstances. Thus, 
covering new sources is proposed 
as a straightforward way to address 
the leakage requirement.2

2 We note that while the requirement to 
address leakage is in the final CPP rule, the 

“presumptively approvable” leakage fixes 
presented in the draft model trading rules have 
not been finalized.
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Key Factors in the Decision to Cover New Units. 
In deciding whether to cover new units, 
states will want to consider the following 
factors and how they apply to individual 
state circumstances.

“Leakage” and State Flexibility in 
Determining Allowance Allocation. 
States that choose to cover new units 
satisfy EPA’s leakage requirement. As 
noted above, EPA requires states to 
address leakage in one of four possible 
ways. One of the methods proposed 
by EPA is to address leakage through 
specified allowance set-asides. Covering 
new units eliminates the need to use an 
alternative leakage mitigation strategy 
and is one method that enables a state 
to distribute all of its allowances to the 
covered units rather than use allowance 
set-asides to address leakage. 

Emissions Certainty. Covering  
new units is expected to result in 
greater emissions certainty by putting 
more emitting plants under a firm 
emissions cap. 

Differences in Cost of Compliance 
with Clean Power Plan. In deciding 
whether to cover new units, states will 
want to consider whether covering 
new units will lead to higher costs or 
lower costs to the consumer, in both 
the short term and the long term. 
Whether costs are higher or lower with 
new units included depends in part on 
expectations about future load growth, 
how that growth will be met, and whether 
trading is allowed. 

Expected Emissions: Anticipated 
Load Growth & Expected New 
Capacity. When deciding whether to 
cover new units and accept the new 
source complement, state decision 
makers should consider what emissions 
from new generating units are expected 
to be. This, in turn, is partly a function 
of anticipated load growth and the 
capacity and generation mix that will 
serve future load while assuring electric 
system reliability. These considerations 

may include whether: (a) emissions from 
covered existing plants will increase or 
decrease; (b) electricity demand will 
grow, remain flat or decrease; (c) the new 
capacity expected to serve load growth or 
replace retiring plants will be natural gas 
combined cycle plants or non-emitting 
renewables or a combination of both; and 
(d) there is sufficient access to allowances 
to cover those emissions in-state or 
through trading. 

Effect New Unit Treatment has on 
Electricity Markets. Both existing and 
new units may offer their power into 
the same regional wholesale electricity 
markets. In much of the country, these 
wholesale markets are competitive, 
with the marginal bid establishing the 
wholesale electricity price for a time 
and location. Existing fossil-fueled units 
will have a compliance obligation with 
an associated allowance cost. If new 
units are not covered, they will have no 
allowance cost. The resulting different 
treatment may affect the dispatch of 
units, favoring the new unit. States will 
want to consider whether an efficient 
dispatch of resources can occur if the 
program only covers existing units. 

Effect on Resource Planning and 
Potential for Stranded Assets. 
Treating existing and new fossil-fueled 
units differently may affect new build 
and resource planning decisions. For 
instance, covering only existing units 
may reduce the incentive to build lower- 
or zero-emitting plants, because when 
uncovered plants set the electricity price, 
allowance prices will not be reflected 
in the wholesale price of electricity. 
Covering new units avoids giving new 
merchant plants a competitive advantage 
over existing customer-funded plants, 
potentially injuring customers and 
stranding or partially stranding rate-
based assets. Treating existing and new 
units the same would create a more 
consistent market signal. 

Interstate Effects. If states broadly 
cover new units, the Clean Power Plan is 
expected to result in greater emissions 
certainty. This could lead to greater 
emissions reductions. Alternatively, it is 
possible that covering new units (and 
adding the new source complement) in 
an individual state could increase overall 
emissions in a given region if some other 
states in the region choose to cover only 
existing units and no new units are built 
in the state that adopted the new source 
complement but rather in the existing-
only states. 

Future Regulations. States may want 
to consider accounting for the impact 
of potential future carbon policies and 
the cost-effectiveness of meeting those 
policies. Since covering new units will 
generally increase the attractiveness 
of new non-emitting resources relative 
to new emitting resources, some have 
suggested that covering new units may 
better position the state for future carbon 
regulations, whatever form those future 
regulations take, and reduce the risk of 
stranded investments. 

Legal Considerations. Some states 
have laws that do not allow a state 
environmental agency to require more 
than EPA requires. However, covering 
new units may be viewed as the state’s 
response to a federal requirement 
to address leakage by making the 
mass-based approach the equivalent 
stringency as the rate-based approach, 
and therefore may not run afoul of such 
a state law. The new source complement 
is not intended to be more stringent than 
other compliance options. 

Trading Partners. A state’s choice 
as to whether to cover new units may 
affect whether affected units in the state 
can trade allowances with units in other 
states, because some states may only 
be willing to allow trading with states 
that cover new units, while others may 
only want to trade with states that do not 
cover new units. 
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Considerations Regarding Nuclear 
Units. In view of the important 
contribution of existing nuclear 
generation to carbon-free baseload 
power in some states, and the 
challenging economics of nuclear due to 
low natural gas prices and other factors, 
states may wish to consider pros and 
cons of covering new sources in relation 
to the future of existing nuclear plants. 
On one hand, covering new sources may 
increase the cost of replacing retired 
nuclear capacity with new natural gas, 
since new NGCCs replacing nuclear will 
consume allowances and the new source 
complement is generally far smaller 
than the emissions from an efficient 
NGCC replacing the typical generation 
from nuclear plants.3 On the other hand, 
covering new sources could help keep 
existing nuclear plants online, if new 
sources are on the margin setting the 
wholesale electricity price, since a higher 
marginal price will increase payments 
to all generation including nuclear. This 
effect may be muted if allowance prices 
are low, as currently projected by 
most CPP modeling, but will still exist. 
The latter benefit is potentially more 
significant in deregulated states, where 
the revenues of merchant nuclear units 
are generally dependent upon wholesale 
electricity market prices. In regulated 
states, cost recovery through retail sales 
makes the economics of nuclear plant 
operation less sensitive to wholesale 
market prices.

3 States may be able to justify a larger new 
source complement in this circumstance, but 
a larger new source complement complicates 
implementation because a state must then 
demonstrate that existing sources meet the 
existing source mass-based target without the 
added new source complement. 80 Fed. Reg. 
64661, 64889 (October 23, 2015).

Advantages and Disadvantages of Covering New Units
This section summarizes some of the 
potential advantages and disadvantages 
of covering new units in a state’s CPP 
implementation plan to guide this 
decision. The reasons may not all apply 
for each and every state; however, they 
are provided so that state decision 
makers can consider their relevance in 
choosing the appropriate approach for 
their state plan.

States should consider the following 
potential reasons for covering new units. 
Covering new units:

•	 provides emissions certainty by 
setting a firm limit on a state’s 
emissions; 

•	 satisfies EPA’s requirements that 
states address emissions leakage;

•	 ensures that existing and new units 
within a state compete on a level 
playing field in the competitive 
markets;

•	 may better prepare the state for 
potential future carbon regulations;

•	 prevents a new merchant plant from 
achieving a competitive advantage 
over existing ratepayer-funded plants 
(and existing merchant plants), thus 
avoiding potential injury to rate payers 
by stranding or partially stranding rate-
based assets; and

•	 may affect which states trade 
allowances because states that cover 
new units may choose to restrict 
trading to other states that also cover 
new units.

States should also consider the following 
potential reasons for covering only 
existing units:

•	 A state that anticipates adding new 
units whose emissions exceed the 
new source complement will generally 
decrease its compliance cost in the 
short term if only existing units are 
covered.

•	 Not covering new units allows the 
system to rely on new units, along with 
new non-emitting generation, to meet 
increased electricity demand, subject 
to EPA’s requirements to address 
leakage.

•	 If EPA accepts a state’s demonstration 
that “leakage” is unlikely to occur in 
the state, then there is no need to 
cover new units to address leakage.

•	 A state may choose an alternative that 
EPA approves as meeting the leakage 
requirements, such as state policy 
measures or updating, output-based 
allocation.

•	 If nearby states do not cover new 
units or are rate-based, then covering 
new units in a single state may result 
in generation shifting to these nearby 
states.

•	 States that don’t cover new units 
could prohibit trading with other states 
that cover new units if they believe 
allowance prices will be higher.
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Key Takeaways
1. If states broadly cover new units, the 

Clean Power Plan will result in greater 
emissions certainty.

2. In deciding whether to cover new 
units, states will want to compare 
both near- and long-term costs and 
benefits of the program with and 
without new sources covered.

3. States will want to evaluate the 
costs and benefits of all of their 
options for meeting EPA’s “leakage” 
requirements, including covering new 
units. States that cover new units 
will not have to implement alternative 
leakage measures. 

4. States with electric generators 
participating in competitive wholesale 
electricity markets should consider 
the effects of treating existing and 
new gas units differently.

5. States should consider whether 
covering new sources will be more 
protective of existing nuclear units. 
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