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Wisconsin Global Warming Task Force Workgroup  
Template for Presentation Policy Options  

 
1. Workgroup:  Carbon Tax / Cap and Trade  
 
2. Policy Name:  Carbon Tax – Excluding Large Stationary Sources (annual carbon 
emissions of 25,000 metric tonnes or more)  
 
3. Policy Type:  market based mechanism 
 
4. Affected Sectors, Sub-Sectors and/or Entities:  Fossil fuel producers, importers and 
users:   

• transportation fossil fuels (gasoline, diesel, propane) 
• small stationary sources with annual carbon emissions of less than 25,000 metric 

tonnes  
• natural gas, propane, and fuel oil users (industrial, commercial and residential) 

 
This policy option assumes large stationary sources (i.e., those with annual carbon emissions 
of 25,000 metric tonnes or more) are subject to another carbon regulation such as a cap and 
trade program.  Sources subject to the carbon tax outlined here would have the option of 
joining (opting into) the cap and trade program if it offered a more favorable compliance 
option. 
 
The Workgroup does not recommend imposing a carbon tax on large stationary sources.  The 
workgroup has concluded that a cap and trade program is more attractive for the large 
stationary source sector. In part, this conclusion is driven by a belief that a cap and trade 
program can have significantly fewer leakage issues than would a carbon tax on large 
stationary sources.  
 
5. Estimated Greenhouse Gas Emissions Reduction Impact:   
 

The emission reduction goal is to achieve 1990 levels of greenhouse gas emissions by 
2020.   
 
6. Estimated Costs:   
 

If all covered sources opt to pay the tax rather than reduce emissions, first year costs 
to covered sources will be nearly $506 million based on a $10/ MtCO2e tax (similarly it 
would be $253 million with a $5 tax, and $1.01 billion with a $20 tax).  A revenue neutral tax 
scheme will see these funds put back into the economy resulting in a much lower and 
possibly zero or negative net cost (i.e., net benefit), depending on how costs and benefits are 
measured.   
 
 
7. Specific Description of Policy Proposal:   
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 The State of Wisconsin can institute a carbon tax on fossil fuels burned in the state 
with the purpose of reducing greenhouse gas emissions.  By making carbon fuels more 
expensive, the carbon tax would encourage less use of carbon-rich fuels.  The most 
immediate effect of a carbon tax will be increased fuel costs which will lead to: 

• Vehicle owners driving less and/or seeking out lower carbon fuels which will be 
relatively cheaper 

• Vehicle buyers seeking out more fuel-efficient vehicles or flex-fuel vehicles 
• Small stationary combustion sources exploring options for renewable fuels, and 

alternative low carbon fuels such as biomass 
• Increased overall interest in options for energy conservation and efficiency 

improvements. 
Tax revenues can be redistributed to residents of the state in a number of ways:   

1. through increased funding of public benefits programs with a focus on further 
reducing CO2 emissions 

2. to encourage business development or technology development for CO2 
reducing technologies and services 

3. through income or sales tax reductions to the populations most affected by the 
increased fuel costs or to create a tax shift1 

4. to aid industries or sectors with disproportionate adverse effects from the tax 
in transitioning to new lower carbon strategies 

 In situations when fossil fuel combustion results in emissions of other greenhouse 
gases, the source will need to be taxed directly for those emissions based on CO2 equivalents, 
or regulators will need to address these higher potency greenhouse gases in some other way 
(because the emissions are not dependent on the carbon content of the fossil fuel).   

To minimize regulatory complexity and possibilities for “leakage” (i.e., actions taken 
by people to avoid paying the tax other than reducing emissions, such as buying gasoline in a 
neighboring state), the point of application for the tax should be as close to the point of fuel 
production as practicable.  For Wisconsin, the highest upstream point of application is likely 
the importer.  One option for gasoline imports would be to apply the carbon tax at the same 
point where the petroleum inspection fee is applied using existing administrative 
infrastructure.  For residences using fossil fuels, the point of application will be the fuel 
supplier such as the gas distribution utility, propane distributor or fuel oil supplier.   
 
8. Timetables, Duration and Stringency Option:  
 
 Carbon tax policies should be phased in with gradually increasing tax rates until 
reduction goals are reached.  Taxes should be applied according to a pre-set schedule of 
increases to allow affected sources the greatest certainty in developing emissions strategies.  
In addition, the schedule should include points at which policy evaluation and possible 
                                                 
1 Considerations should include the progressiveness or regressiveness of the tax being collected and of that 
being offset.  State income taxes are typically considered to be somewhat progressive.  Providing taxpayers 
with a flat rebate amount could make them even more progressive whereas giving each taxpayer a flat 
amount of deduction would create a lesser increase in progressiveness (i.e., not all could use the deduction).  
Alternatively, sales taxes are considered to be regressive because wealthier people tend to save more and so 
have a smaller proportion of their income subject to sales taxes.  Therefore, reducing the state sales tax will 
also reduce the tax regressiveness.  Gilbert Metcalf makes the case that carbon tax policy as part of a tax 
reform package (i.e., when revenue uses are considered) can have whatever degree of progressiveness 
policy makers desire.  Metcalf G, “Tax Reform and the Environment:  Paying for Fundamental Tax 
Reform,” white paper, June 6, 2005, Tufts University.   
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schedule adjustments may occur, and should give some indications of what the adjustments 
could be for different evaluation findings.  The scheduled gradually increasing tax rate will 
give regulators ongoing feedback on how the market is responding to prices in terms of CO2 
reductions so that any need to modify the schedule of adjustments to the tax can be 
minimized. 
 Due to the relatively simple design and reduction in the number of contentious 
program details that would need to be resolved, a carbon tax is more likely to be instituted in 
the short term than a more complex cap and trade program. 
 
9. Explanation of Rough Estimate of GHG Reductions:  
 

For these sectors, WRI estimates the 1990 total GHG emissions to be about 43.2 
million metric tonnes of CO2 equivalent emissions (MtCO2e).2  The amount of carbon 
reduction will be the difference between the reference case (i.e., business as usual) emissions 
levels for 2020 and 43.2 million metric tonnes.  The carbon tax will be adjusted over time to 
achieve these goals for the covered sources.   

Unlike cap and trade schemes, carbon tax policies have no hard limit on the amount 
of GHGs that can be emitted in any given year.  The tax provides compliance cost certainty 
for the regulated sources, but does not provide emissions control certainty.  The tax 
implementation process is iterative with a focus on long term goals achieved through tax 
fine-tuning in response to revealed market preferences of regulated sources.   

 
10. Rough Estimate of Costs for Selected Years:  
 

Assuming tax year one CO2e emissions levels from covered sources are equivalent to 
2003 levels, and that the first year tax level is chosen to be $10/MtCO2e, the costs to covered 
sources, should they choose to pay the tax rather than make reduce emissions, will be nearly 
$506 million.  Similarly, a tax of $5 per metric tonne of CO2e will be $253 million, and at 
$20 it would be $1.01 billion.  In subsequent years of taxation, the costs per ton will rise 
based on the scheduled tax rates, and the annual costs to covered sources will be 
determined based on modeled control options and source compliance decisions.   

Assuming a revenue neutral tax is implemented (i.e., the funds raised through the 
taxes are put back into the economy in some beneficial way) the net cost of the policy would 
reflect only the administrative costs which would be minimized by using existing 
administrative infrastructure whenever possible.  If the cost benefit analysis includes societal 
costs and benefits, some studies indicate that increased fuel taxes can have a net societal 
benefit.3   

An important detail of this analysis is that costs and benefits may not accrue to the 
same entities.  Use of collected funds, in addition to paying for the program’s 

                                                 
2 This includes transportation, residential and commercial emissions, and 25 percent of industrial 
emissions.  Agricultural, waste and industrial processes emissions are not included because the workgroup 
believes these are better addressed through direct programs such as funding or enforcement of best 
practices.   
3 Parry I, “On the Costs of Policies to Reduce Greenhouse Gases from Passenger Vehicles,” Resources for 
the Future (www.rff.org), Discussion Paper 06-14, March 2006.  In this paper, Parry examines policy costs 
including local pollution emissions, energy security, highway congestion, and accidents, and finds large net 
benefits, especially with taxes based on vehicle mileage. 
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administrative costs,4 could include:  reducing costs to those most effected sources or 
sectors, addressing existing tax issues or inequities, promoting in-state economic 
development, or providing incentives for other carbon reduction efforts.   
 
11. Barriers to Implementation: 
 

1. Political aversion to new taxes – few examples of implemented carbon taxes exist 
from which experiences can be drawn and there are no state carbon tax programs in 
the United States.5  Conscientious and strategic use of revenues coupled with changes 
in the political climate may make this barrier less important. 

2. Program design will need to include safeguards to prevent tax revenues from being 
sent to the general revenue fund; these revenues should be used to correct market 
issues and inequities created by the tax or to fund CO2 reductions. 

3. Certain theoretically preferable options for taxing fuels will not be available (e.g., at 
production or blending point). 

4. Ability to counteract leakage effects may be limited, making CO2 reductions less 
verifiable, although leakage effects will be an issue for any market-based state 
policies.  

 
12. Other Factors:  
 

1. Carbon tax policies must be compatible with GHG policies in neighboring states.  
Designers need to consider border issues. 

2. Carbon tax and allowance programs with auction distribution are the only two 
options that produce revenue that can be used to counteract program costs for 
affected parties as well as administration. 

3. Key trade-off:  a tax can provide compliance cost certainty, but not reduction amount 
certainty, while cap and trade can provide reduction amount certainty but no 
compliance cost certainty. 

4. A cap and trade policy with a “safety valve” (i.e., in the event prices reach a 
certain level, sources can buy an unlimited number of allowances at that price) 
will function in much the same way as a carbon tax once that price is reached. 

5. A carbon tax policy could boost the potency of other policies such as those 
encouraging improvement in energy efficiency and promoting renewable and low 
carbon energy by rendering those strategies relatively more cost-effective. 

6. Program design will need to consider inter-program effects should certain sources 
be able to opt into the cap & trade program instead of paying carbon taxes.   

                                                 
4 The revenues collected from the carbon tax will be much larger than the costs to administer the tax.   
5 The City of Boulder recently adopted a municipal carbon tax on electricity use charged to end users and 
collected by Xcel Energy.  People who choose to buy wind power are not subject to the tax.  The cost for a 
household is expected to average about $1.33 per month, and for a business about $3.80.  The purpose of 
the tax is to generate about $1 million annually for public benefit programs.  
http://www.msnbc.msn.com/id/15651688/. 



Carbon Cap-and-Trade / Tax Work Group Policy Templates  

Wisconsin Task Force on Global Warming 
Carbon Cap-and-Trade / Tax Work Group Policy Option: 

Carbon Tax – Excluding Large Stationary Sources  
(Last updated 10/25/07) 

 
1. Workgroup:  Carbon Tax / Cap and Trade  
 
2. Policy Name:  Carbon Tax – Excluding Large Stationary Sources (annual carbon emissions of 
25,000 metric tonnes or more)  
 
3. Policy Type:  market based mechanism 
 
4. Affected Sectors, Sub-Sectors and/or Entities:  Fossil fuel producers, importers and users:   

• transportation fossil fuels (gasoline, diesel, propane) 
• small stationary sources with annual carbon emissions of less than 25,000 metric tonnes  
• natural gas, propane, and fuel oil users (industrial, commercial and residential) 

 
This policy option assumes large stationary sources (i.e., those with annual carbon emissions of 
25,000 metric tonnes or more) are subject to another carbon regulation such as a cap and trade 
program.  Sources subject to the carbon tax outlined here would have the option of joining (opting 
into) the cap and trade program if it offered a more favorable compliance option. 
 
The Workgroup does not recommend imposing a carbon tax on large stationary sources.  The 
workgroup has concluded that a cap and trade program is more attractive for the large stationary 
source sector. In part, this conclusion is driven by a belief that a cap and trade program can have 
significantly fewer leakage issues than would a carbon tax on large stationary sources.  
 
5. Estimated Greenhouse Gas Emissions Reduction Impact:   
 

The emission reduction goal is to achieve 1990 levels of greenhouse gas emissions by 2020.   
 
6. Estimated Costs:   
 

If all covered sources opt to pay the tax rather than reduce emissions, first year costs to 
covered sources will be nearly $506 million based on a $10/ MtCO2e tax (similarly it would be $253 
million with a $5 tax, and $1.01 billion with a $20 tax).  A revenue neutral tax scheme will see these 
funds put back into the economy resulting in a much lower and possibly zero or negative net cost 
(i.e., net benefit), depending on how costs and benefits are measured.   
 
 
7. Specific Description of Policy Proposal:   
 

 The State of Wisconsin can institute a carbon tax on fossil fuels burned in the state with the 
purpose of reducing greenhouse gas emissions.  By making carbon fuels more expensive, the carbon 
tax would encourage less use of carbon-rich fuels.  The most immediate effect of a carbon tax will be 
increased fuel costs which will lead to: 
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Carbon Cap-and-Trade / Tax Work Group Policy Templates  

• Vehicle owners driving less and/or seeking out lower carbon fuels which will be relatively 
cheaper 

• Vehicle buyers seeking out more fuel-efficient vehicles or flex-fuel vehicles 
• Small stationary combustion sources exploring options for renewable fuels, and alternative 

low carbon fuels such as biomass 
• Increased overall interest in options for energy conservation and efficiency improvements. 

Tax revenues can be redistributed to residents of the state in a number of ways:   
1. through increased funding of public benefits programs with a focus on further 

reducing CO2 emissions 
2. to encourage business development or technology development for CO2 reducing 

technologies and services 
3. through income or sales tax reductions to the populations most affected by the 

increased fuel costs or to create a tax shift4 
4. to aid industries or sectors with disproportionate adverse effects from the tax in 

transitioning to new lower carbon strategies 
 In situations when fossil fuel combustion results in emissions of other greenhouse gases, the 
source will need to be taxed directly for those emissions based on CO2 equivalents, or regulators will 
need to address these higher potency greenhouse gases in some other way (because the emissions are 
not dependent on the carbon content of the fossil fuel).   

To minimize regulatory complexity and possibilities for “leakage” (i.e., actions taken by 
people to avoid paying the tax other than reducing emissions, such as buying gasoline in a 
neighboring state), the point of application for the tax should be as close to the point of fuel 
production as practicable.  For Wisconsin, the highest upstream point of application is likely the 
importer.  One option for gasoline imports would be to apply the carbon tax at the same point where 
the petroleum inspection fee is applied using existing administrative infrastructure.  For residences 
using fossil fuels, the point of application will be the fuel supplier such as the gas distribution utility, 
propane distributor or fuel oil supplier.   
 
8. Timetables, Duration and Stringency Option:  
 
 Carbon tax policies should be phased in with gradually increasing tax rates until reduction 
goals are reached.  Taxes should be applied according to a pre-set schedule of increases to allow 
affected sources the greatest certainty in developing emissions strategies.  In addition, the schedule 
should include points at which policy evaluation and possible schedule adjustments may occur, and 
should give some indications of what the adjustments could be for different evaluation findings.  The 
scheduled gradually increasing tax rate will give regulators ongoing feedback on how the market is 
responding to prices in terms of CO2 reductions so that any need to modify the schedule of 
adjustments to the tax can be minimized. 

                                                 
4 Considerations should include the progressiveness or regressiveness of the tax being collected and of that being 
offset.  State income taxes are typically considered to be somewhat progressive.  Providing taxpayers with a flat 
rebate amount could make them even more progressive whereas giving each taxpayer a flat amount of deduction 
would create a lesser increase in progressiveness (i.e., not all could use the deduction).  Alternatively, sales taxes are 
considered to be regressive because wealthier people tend to save more and so have a smaller proportion of their 
income subject to sales taxes.  Therefore, reducing the state sales tax will also reduce the tax regressiveness.  Gilbert 
Metcalf makes the case that carbon tax policy as part of a tax reform package (i.e., when revenue uses are 
considered) can have whatever degree of progressiveness policy makers desire.  Metcalf G, “Tax Reform and the 
Environment:  Paying for Fundamental Tax Reform,” white paper, June 6, 2005, Tufts University.   
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 Due to the relatively simple design and reduction in the number of contentious program 
details that would need to be resolved, a carbon tax is more likely to be instituted in the short term 
than a more complex cap and trade program. 
 
9. Explanation of Rough Estimate of GHG Reductions:  
 

For these sectors, WRI estimates the 1990 total GHG emissions to be about 43.2 million 
metric tonnes of CO2 equivalent emissions (MtCO2e).5  The amount of carbon reduction will be the 
difference between the reference case (i.e., business as usual) emissions levels for 2020 and 43.2 
million metric tonnes.  The carbon tax will be adjusted over time to achieve these goals for the 
covered sources.   

Unlike cap and trade schemes, carbon tax policies have no hard limit on the amount of GHGs 
that can be emitted in any given year.  The tax provides compliance cost certainty for the regulated 
sources, but does not provide emissions control certainty.  The tax implementation process is 
iterative with a focus on long term goals achieved through tax fine-tuning in response to revealed 
market preferences of regulated sources.   

 
10. Rough Estimate of Costs for Selected Years:  
 

Assuming tax year one CO2e emissions levels from covered sources are equivalent to 2003 
levels, and that the first year tax level is chosen to be $10/MtCO2e, the costs to covered sources, 
should they choose to pay the tax rather than make reduce emissions, will be nearly $506 million.  
Similarly, a tax of $5 per metric tonne of CO2e will be $253 million, and at $20 it would be $1.01 
billion.  In subsequent years of taxation, the costs per ton will rise based on the scheduled tax 
rates, and the annual costs to covered sources will be determined based on modeled control 
options and source compliance decisions.   

Assuming a revenue neutral tax is implemented (i.e., the funds raised through the taxes are 
put back into the economy in some beneficial way) the net cost of the policy would reflect only the 
administrative costs which would be minimized by using existing administrative infrastructure 
whenever possible.  If the cost benefit analysis includes societal costs and benefits, some studies 
indicate that increased fuel taxes can have a net societal benefit.6   

An important detail of this analysis is that costs and benefits may not accrue to the same 
entities.  Use of collected funds, in addition to paying for the program’s administrative costs,7 
could include:  reducing costs to those most effected sources or sectors, addressing existing tax 
issues or inequities, promoting in-state economic development, or providing incentives for other 
carbon reduction efforts.   
 
11. Barriers to Implementation: 
 

                                                 
5 This includes transportation, residential and commercial emissions, and 25 percent of industrial emissions.  
Agricultural, waste and industrial processes emissions are not included because the workgroup believes these are 
better addressed through direct programs such as funding or enforcement of best practices.   
6 Parry I, “On the Costs of Policies to Reduce Greenhouse Gases from Passenger Vehicles,” Resources for the 
Future (www.rff.org), Discussion Paper 06-14, March 2006.  In this paper, Parry examines policy costs including 
local pollution emissions, energy security, highway congestion, and accidents, and finds large net benefits, 
especially with taxes based on vehicle mileage. 
7 The revenues collected from the carbon tax will be much larger than the costs to administer the tax.   
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1. Political aversion to new taxes – few examples of implemented carbon taxes exist from 
which experiences can be drawn and there are no state carbon tax programs in the United 
States.8  Conscientious and strategic use of revenues coupled with changes in the political 
climate may make this barrier less important. 

2. Program design will need to include safeguards to prevent tax revenues from being sent to 
the general revenue fund; these revenues should be used to correct market issues and 
inequities created by the tax or to fund CO2 reductions. 

3. Certain theoretically preferable options for taxing fuels will not be available (e.g., at 
production or blending point). 

4. Ability to counteract leakage effects may be limited, making CO2 reductions less verifiable, 
although leakage effects will be an issue for any market-based state policies.  

 
12. Other Factors:  
 

1. Carbon tax policies must be compatible with GHG policies in neighboring states.  Designers 
need to consider border issues. 

2. Carbon tax and allowance programs with auction distribution are the only two options that 
produce revenue that can be used to counteract program costs for affected parties as well as 
administration. 

3. Key trade-off:  a tax can provide compliance cost certainty, but not reduction amount 
certainty, while cap and trade can provide reduction amount certainty but no compliance cost 
certainty. 

4. A cap and trade policy with a “safety valve” (i.e., in the event prices reach a certain level, 
sources can buy an unlimited number of allowances at that price) will function in much 
the same way as a carbon tax once that price is reached. 

5. A carbon tax policy could boost the potency of other policies such as those encouraging 
improvement in energy efficiency and promoting renewable and low carbon energy by 
rendering those strategies relatively more cost-effective. 

6. Program design will need to consider inter-program effects should certain sources be able 
to opt into the cap & trade program instead of paying carbon taxes.   

 

                                                 
8 The City of Boulder recently adopted a municipal carbon tax on electricity use charged to end users and collected 
by Xcel Energy.  People who choose to buy wind power are not subject to the tax.  The cost for a household is 
expected to average about $1.33 per month, and for a business about $3.80.  The purpose of the tax is to generate 
about $1 million annually for public benefit programs.  http://www.msnbc.msn.com/id/15651688/. 
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Wisconsin Global Warming Task Force Workgroup 
October 24, 2007 DRAFT 

 
 1. Workgroup: Carbon Tax/Cap and Trade 
 
 2. Policy Name: Voluntary Programs 
 
 3. Policy Type: (Fiscal measure, regulation, legislation, voluntary R&D, market  
based mechanism, etc.)  
 
 4. Affected Sectors, Sub-Sectors and/or Entities:  
 
Use of voluntary programs can extend across a broad range of sectors and entities.  
 
 5. Estimated Greenhouse Gas Emissions Reduction Impact: (Relevant target  
year(s) should be selected based on timing of measure, with reductions estimated  
as of that year(s) and not on a cumulative basis, in comparison with a rough cut  
business as usual scenario. WRI will assist in this task. Later in the process,  
reduction estimates will be refined based on Reference Case developed for the  
Task Force.)  
 
Reductions are difficult to project at this time.   Existing voluntary programs have 
demonstrated varying reductions.   Reductions will vary based on individual programs, 
sectors, and entity.  Reductions can be impacted positively with incentives and or goals and 
greater awareness of the existing voluntary programs.   For example, the actual emission 
reductions received under the Chicago Climate Exchange (“CCX”) program compared to 
the reduction target is summarized in the table below. 
 

Calendar Year CCX Reduction Target from 
1998-2001 Baseline 

CCX Members Actual 
Reductions from 1998-2001 

Baseline 
2003 1% ~9% 
2004 2% ~15% 
2005 3% ~14% 
2006 4% Not yet available 

 
 6. Estimated Costs: (Rough estimate of administrative costs and other material  
costs such as electric rate impact, for same years as selected for GHG reduction  
impact.)  
 
With several voluntary programs already operational, start up costs from an administrative 
point would be relatively limited.  If Wisconsin implements tax or other financial incentives 
to increase participation in voluntary programs, additional costs will be incurred.  
  



 

 

There are administrative costs for participating in various programs that are borne by the 
participant.  In addition, some voluntary programs require third party verification and this 
cost maybe the responsibility of the participant.   Any program enrollment fees and annual 
membership fees will also be the responsibility of the participant. 
 
Actual costs for reduction can vary significantly depending on the program, sector and 
entity.    
 
7. Specific Description of Policy Proposal: (Description should be specific,  
Including material terms so that people understand what is being agreed upon;  
however, legislative or regulatory language should not be drafted.)  
 
There are several existing voluntary programs, each with different requirements and 
characteristics.  These programs can be categorized into three categories, registry, 
reduction commitments, and end user participation.  A registry program provides a platform 
to report emissions and projects to reduce emissions.    
 
Registry Programs 
 
The following table summarizes the voluntary registry programs that we are aware of: 
 
 DOE 1605(b) 

Program 
WDNR Voluntary 

Emission Reduction 
Registry 

The Climate 
Registry 

Business 
Environmental 

Leadership Council 

U.S. Climate 
Action Partnership 

Website www.eia.doe.gov/oi
af/1605/frntvrgg.ht
ml 

dnr.wi.gov/org/aw/ai
r/registry/index.html 

www.theclimateregi
stry.org 

www.pewclimate.or
g/companies_leadin
g_the_way_belc 

www.us-cap.org 

Reported 
Quantity 

Total emissions 
and/or emission 
reductions 

Emission reductions Total emissions Not specified N/A 

Reporting 
Scope 

Direct emissions; 
indirect emissions 
from electricity 
purchases 

Avoided emissions Direct emissions; 
indirect emissions 
from electricity 
purchases (optional 
if for resale) 

Not specified N/A 

Baseline Optional reporting 
of 1987 – 1990 
baseline 

Average annual 
emissions for 2 
years prior to 
reduction (for 
efficiency and 
renewables – 
average WI 
generating system 
emission rate) 

To be selected by 
reporting 
organization 

N/A N/A 

Target N/A N/A Considering “sector-
specific metrics” to 
be developed in the 
future. 

Organizations 
encouraged to set 
reduction targets 

N/A 

Inventory Program-specific Various acceptable Program-specific Not specified N/A 



 

 

 DOE 1605(b) 
Program 

WDNR Voluntary 
Emission Reduction 

Registry 

The Climate 
Registry 

Business 
Environmental 

Leadership Council 

U.S. Climate 
Action Partnership 

Protocol protocol based on 
WRI/WBCSD1 

protocols, including 
WRI/WBCSD1 

protocol being 
developed.  Draft 
expected in late 
October. 

Third-Party 
Verification 

Optional Optional Required  N/A N/A 

Offsets N/A N/A N/A N/A N/A 
Reporting 
Requirements 

Annual reports Annual reports Annual Reports Not specified N/A 

Membership 
Fee 

No No Annual fee required.  
Fee based on 
revenue/budget of 
reporting 
organization. 

No No 

Other 
Administrative 
Costs 

  Third party 
verification costs. 

  

Comments Original 1994 
program guidelines 
replaced with more-
stringent 2007 
guidelines.  Revised 
reporting software 
being developed. 

 Newly-formed 
organization of 40+ 
states, etc.  Expects 
to begin accepting 
reporting data in 
January, 2008.  

  

 
Programs Requiring Reduction Commitments 
 
The following table summarizes the voluntary programs with binding reduction 
commitments that we are aware of:   
 EPA Climate Leaders Chicago Climate Exchange 

(CCX) 
DOE Climate Vision 

Website www.epa.gov/climateleader
s 

www.chicagoclimateexchan
ge.com 
 

http://www.climatevision.go
v/ 
 

Reported Quantity Total emissions Total emissions GHG intensity 
Reporting Scope Facility wide inventory 

including all direct 
emissions and indirect 
emissions from purchased 
electricity and steam.  Can 
opt-in other indirect sources. 

Direct emissions from fossil 
fuel combustion.  Can opt-in 
reporting of indirect 
emissions.  

Sector identifies scope.  Can 
include direct emissions, 
avoided emissions, 
sequestered emissions, etc. 
converted to GHG intensity. 

Baseline Most recent year available 
when organization joins 
program 

1998-2001 or 2000 2002 

Target Individualized goal 
(absolute or intensity) 
developed by organization 
and EPA – must be 
aggressive relative to EPA 

New member reduction 
(absolute) from baseline: 
    2007: 1.5% 
    2008: 3% 
    2009: 4.5% 

Target of 18% reduction in 
GHG intensity by 2012 
from 2002.  Sectors identify 
commitment level. 



 

 

 EPA Climate Leaders Chicago Climate Exchange 
(CCX) 

DOE Climate Vision 

sector benchmarks.  Longer 
term goal to be achieved 
over 5 to 10 years. 

    2010: 6% 
Allowance credits awarded 
if reductions exceed targets.  
Allowances purchased if 
reductions do not meet 
targets. 

Inventory Protocol Program-specific protocol 
based on WRI/WBCSD1 

Program-specific protocol 
based on WRI/WBCSD1 

Work plan identifies 
protocols and 
methodologies used to 
determine greenhouse gas 
intensity and action to 
reduce emissions. 

Third-Party Verification Optional. If conducted is at 
partner’s expense. 

Third party verification of 
baseline and annual 
emissions included as part 
of membership 

N/A 

Offsets Optional Can be included if an 
approved offset project.  

N/A 

Reporting Requirements Inventory Management Plan 
for EPA approval; annual 
inventory reports 

Annual reporting Develop work plans and 
provide periodic reports to 
DOE when requested. 

Membership Fee No Enrollment fees and annual 
membership fee 
Membership fee based on 
size of emission baseline. 

No 

Other Administrative Costs Third part verification costs, 
if conducted. 

Third party verification for 
offset projects is the 
responsibility of the project 
sponsor.  

 

Comments Program will provide up to 
80 hours of technical 
assistance to develop and 
document inventory 
management plan.  Can 
include an on-site visit.  
After completion of base 
year inventory, EPA can 
provide up to 10 hours of 
technical assistance in 
subsequent years.  

 - Market based trading 
scheme.  
 - Associate membership 
available to small 
businesses, office-based 
firms and non-governmental 
organizations. 

Voluntary sector initiative.  
Implementation can be 
coordinated for a sector by 
business organizations 
and/or trade groups. 

 
Notes: 
1World Resources Institute/World Business Council on Sustainable Development – GHG Protocol Initiative 
(www.ghgprotocol.org) 
 
End Use Voluntary Programs 
 
End use customers could be provided opportunities to voluntarily pay a fee or donation that 
could be used to reduce emissions.   An example of this would be Pacific Gas and 
Electric’s recent launching  of  “ClimateSmart” a voluntary program where PG&E's 



 

 

residential and business customers can help to fund environmental projects aimed at 
removing greenhouse gases (GHG) from the air or avoiding the emissions in the first place. 
Customers who enroll will pay a separate amount on their monthly utility bills to remove or 
avoid the equivalent carbon dioxide (CO2) associated with their energy use—thus making 
them "climate neutral”. 

The amount a customer will pay for ClimateSmart will be determined after a calculation of 
exactly how many pounds of greenhouse gas emissions the customer's electricity and 
natural gas usage produces. PG&E estimates that the cost for the average residential 
customer will be less than $5 per month. Prior to enrolling, all customers can view an 
estimate of their carbon emissions via a new carbon footprint calculator on PG&E's 
ClimateSmart Web.    

Recommendations 

1.) Wisconsin should implement financial incentives (such as tax incentives) to 
encourage organizations in the state of Wisconsin to participate in voluntary 
programs to track and reduce greenhouse gas emissions.  

2.) The State of Wisconsin should take a leadership role and participate in the Chicago 
Climate Exchange for the emissions of the state owned and operated facilities and 
activities. 

3.) The State of Wisconsin should create a state fund that could be used to purchase 
and retire greenhouse gas emissions.  Funding would come from voluntary 
contributions from citizens via a check off box on state tax forms and/or on gas and 
electric utility bills.  Money donated will support Wisconsin based projects to reduce 
carbon emissions. 

4.) Currently, uncertainty exists regarding the federal tax deductibility for an entity that 
generates greenhouse gas credits (e.g. emission credits and offset credits) and 
permanently retires these allowances instead of selling the allowances.  The State, 
perhaps working with the other Midwest Governors, should request an IRS ruling to 
eliminate this tax uncertainty.  

8. Timetables, Duration and Contingency Option: (When will the measure take  
affect, how long will it last, how stringent will it be over time?)  
 
Due to a number of voluntary programs that are currently operational, some WI entities are 
already participating in these programs.  Development of incentives, goals and/or activities 
to increase awareness of such programs could likely be started within 6 months.  Duration 
of this initial implementation phase would be dependent upon actual incentives and/or 
goals that may be used and the nature and intensity of awareness activities.      
 
Long term duration range is flexible.  Use of voluntary programs could be used a long term 
tool or could be used as a transition mechanism to allow actions to be taken in Wisconsin 
while a regional or national program is developed and implemented.  



 

 

 
 9. Explanation of Rough Estimate of GHG Reductions: (Concise, transparent  
and well-referenced explanation of estimate of GHG emissions reduction estimate  
for years selected, including description of important assumptions. Final number  
should be in million metric tons of CO2 or other GHG.)  
 
Actual reductions will be dependent upon the voluntary program selected, the 
implementation of any incentives or goals, and amount of participation.      
 
 
10. Rough Estimate of Costs for Selected Years: (Concise, transparent and well- 
referenced explanation of estimates of administrative cost of policy for designated  
years and other key material costs that should be considered by the Task Force.) 
 
With several voluntary programs already operational, start up costs from an administrative 
point would be relatively limited.  There are administrative costs for participating in various 
programs that are borne by the participant.  There could be costs to the state should 
incentives be implemented to encourage participation in a voluntary programs, such as tax 
incentives.  Costs could also be incurred to increase awareness of voluntary programs in 
the state/region.      
 
Actual costs for reduction can vary significantly depending on the program, sector and 
entity and will likely change over time.    
 11. Barriers to Implementation: (Description of barriers to implementation  
identified for policy, including technological, political and financial barriers, and  
where possible, recommendation on how to overcome these barriers.)  
 
Some major barriers to implementation at this time are: lack of incentive to participate, lack 
of awareness of the existing voluntary programs,  concern of internal records/data to be 
able to demonstrate emissions and subsequent reductions, and risk of early actions not 
being counted in subsequent mandatory program. 
  
Incentives:  There are no direct financial incentives to participate in a voluntary program at 
this time.  Direct financial incentives would likely increase participation and the amount of 
GHG reductions that could be obtained via a voluntary program.  An example of a direct 
financial incentive would be a state tax incentive.    
 
Lack of awareness:  Most of the programs are relatively new and interest in green house 
gas emissions has historically not been wide spread and the awareness and familiarity with 
the various voluntary programs is limited.  Recently, interest has increased and is expected 
to continue to increase with national and regional debates taking place on green house gas 
policies.  Participation in the voluntary programs would likely increase with more education 
and awareness of the various voluntary programs.  State outreach efforts to increase 



 

 

awareness of voluntary programs may result in increased interest and participation across 
all sectors.     
 
Concern with increased administrative burden:  If facilities have not had a  need to track 
certain activities and/or retain certain records, the information is often either not available, 
difficult to obtain, and possibly not complete or accurate.  Minimizing the amount of history 
required and creating awareness of record keeping requirements would help minimize 
these concerns.  
 
Early action:  Risk of early actions not being credited under a Federal mandatory program, 
however this maybe mitigated to some degree with large enough financial incentives.   In 
order to further mitigate any concerns with early actions, The State of Wisconsin should 
engage in the debate and stand behind early action programs to encourage recognition of 
early actions in a Federal Program. 
 
12. Other Factors: (Where relevant, identify potential duplication with other  
policies that may be recommended and other policy interaction issues which  
group believes the Task Force should be aware of.)  
 
The use of existing voluntary programs would seem to be a good transition mechanism to 
allow actions to be taken in Wisconsin almost immediately while a regional or national 
program is developed and implemented.   Voluntary programs could be used to support 
and facilitate potential solutions that may arise from other task force subcommittees.  
 
Other positive aspects of voluntary programs are: 
 

1.) Allow for actions to be implemented in a relatively short time frame since programs 
are currently available. 

2.) Minimize the cost impacts of the reducing emissions for those entities that would 
have difficulty absorbing increased costs at this time. 

3.) Aid in creating awareness and education of the public on green house gas issues 
and solutions. 

4.) Reduces State resources needed for the development and implementation of a 
State-run regulatory/mandatory program.  

5.) Create initial incentives for sources to participate.  
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A project must demonstrate that emission reductions would not otherwise have occurred.  
Emissions reductions from a project must be verified, quantified, enforceable and permanent.  
The overarching program objective is to have projects that result in certified offsets that are 
compatible with and “recognized” by other programs.  It should be recognized that as 
greenhouse gas policies develop, an increasing share of reductions previously made voluntarily 
may become mandatory and therefore no longer qualify as offsets.  Offset buyers must be aware 
of and plan for this risk. 

 
Limitations: 

This issue is more fully addressed in the Cap and Trade template. 
 
Scope:   

The offset program should be as geographically broad as possible -- at a minimum within 
the Midwest region.  There should be linkages to other existing programs such as RGGI 
to expand the scope of the program.  Protections must be put in place to prevent double 
counting of offsets in more than one program. 
 
Qualifying offset projects for all six greenhouse gases are allowed and will be adjusted 
based on their respective global warming potentials. The table below shows the GWPs 
for the recognized greenhouse gases: CO2, CH4, N2O, hydrofluorocarbons, 
perfluorocarbons and SF6.  WRI uses IPCC 1996 100 year global warming potentials, but 
as there may be a migration to the more recent 2001 data in the future, both are listed 
below.  
 

Comparison of 100-Year GWP Estimates from the IPCC's 
Second (1996) and Third (2001) Assessment Reports  

     
    Gas  

1996 IPCC 
GWPa  

2001 IPCC 
GWPb  

    Carbon Dioxide 1 1 
    Methane 21 23 
    Nitrous Oxide 310 296 
    HFC-23 11,700 12,000 
    HFC-125 2,800 3,400 
    HFC-134a 1,300 1,300 
    HFC-143a 3,800 4,300 
    HFC-152a 140 120 
    HFC-227ea 2,900 3,500 
    HFC-236fa 6,300 9,400 
    Perfluoromethane (CF4) 6,500 5,700 
    Perfluoroethane (C2F6) 9,200 11,900 
    Sulfur Hexafluoride (SF6) 23,900 22,200 

 
a   Intergovernmental Panel on Climate Change, Climate Change 1995: The Science of Climate Change 
(Cambridge, UK: Cambridge University Press, 1996).  
b   Intergovernmental Panel on Climate Change, Climate Change 2001: The Scientific Basis (Cambridge, 
UK: Cambridge University Press, 2001). 
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Project Eligibility:  

Wisconsin currently has a voluntary registry program that could serve as an initial 
platform (with modification) to launch a stand alone offset program. 

 
 A set of protocols for determining project eligibility based on existing standards and 

scientific recommendations should be adopted through a formal rulemaking process.  
Specific projects not covered by the protocols could be deemed eligible through an 
administrative process overseen by the appropriate state authority.  Likewise, as new 
environmental regulations are adopted and previously unrelated activities become 
regulated, this administrative process would be used to remove certain projects from the 
eligibility list. 

 
In adopting protocols and making project determinations, existing programs such as the 
Kyoto Protocol Clean Development Mechanism, RGGI, and the Chicago Exchange 
should be considered.  As an example, the following types of projects have been deemed 
eligible by RGGI: 

 
• Reforestation, Afforestation and other land use management changes; 
• Landfill gas – methane capture and destruction; 
• Sulfur hexafluoride – reduction in fugitive emissions from electricity 

transmission and distribution equipment; 
• Farming operations – avoided methane emissions. 

 
Equivalent:   

Offsets for certified CO2/equivalent emissions reductions should be awarded on a one-
to-one ton basis.   

 
 8. Timetables, Duration and Stringency Option:   

Assuming some type of offset program is in place for new emission sources prior to 
implementation of a mandatory cap and trade program, or as part of a voluntary program, 
implementation issues should be limited.  The program would continue indefinitely. 
 
The program can be more or less stringent base upon project eligibility and other 
characteristics such as banking.  A key stringency issue will be whether there is a limit 
placed on the percentage of offsets a regulated entity can use to meet its emissions 
reduction requirement.   

 
 9. Explanation of Rough Estimate of GHG Reductions:   
  
 10. Rough Estimate of Costs for Selected Years:   
  
 
 
 11. Barriers to Implementation:   

An offset program as part of a mandatory cap and trade program will require authorizing 
legislation or modification of existing rules. The major barrier to implementation of this 
policy is developing a strong verification, measurement and tracking program.  There 
will be policy disagreements with respect to some key issues such as what constitutes 
additionality, whether offset must be permanent, and what percentage of offsets can be 
used by a regulated entity to meet mandatory reduction requirements.   
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 12. Other Factors:  

An offset program can be complex to design.  The workgroup did not attempt to reach 
consensus on or develop specific recommendations with respect to the following 
implementation issues.  

   
• Eligible project under the program must have emissions reductions that are 

verified and quantified, which will require monitoring and measurement.   
 

• Ownership rights must be clarified to encourage program participation and to 
minimize double counting. 

 
• Policy decisions must be made with respect to the vintage (when an offset was 

created) of offsets and retrospective/prospective use. 
 

• Banking of offset created under the program allows participants more compliance 
flexibility.  Banking may speed overall aggregate emissions reductions.  

 
• The desire for transparency of offset measurement/verification/ownership must 

be balanced against program costs and industry confidentiality needs. 





Carbon Cap-and-Trade / Tax Work Group Policy Templates  

should be considered.  As an example, the following types of projects have been deemed 
eligible by RGGI: 

 
• Reforestation, Afforestation and other land use management changes; 
• Landfill gas – methane capture and destruction; 
• Sulfur hexafluoride – reduction in fugitive emissions from electricity transmission 

and distribution equipment; 
• Farming operations – avoided methane emissions. 

 
Equivalent:   

Offsets for certified CO2/equivalent emissions reductions should be awarded on a one-to-
one ton basis.   

 
 8. Timetables, Duration and Stringency Option:   

In order to encourage early emissions reductions, there is a desire to rapidly implement 
an offset program.  Assuming some type of offset program is in place for new emission 
sources prior to implementation of a mandatory cap and trade program, or as part of a 
voluntary program, implementation issues should be limited.  The program would 
continue indefinitely. 
 
The program can be more or less stringent base upon project eligibility and other 
characteristics such as banking.  A key stringency issue will be whether there is a limit 
placed on the percentage of offsets a regulated entity can use to meet its emissions 
reduction requirement.   

 
 9. Explanation of Rough Estimate of GHG Reductions:   
  
 10. Rough Estimate of Costs for Selected Years:   
  
 11. Barriers to Implementation:   

An offset program as part of a mandatory cap and trade program will require authorizing 
legislation or modification of existing rules. The major barrier to implementation of this 
policy is developing a strong verification, measurement and tracking program.  There will 
be policy disagreements with respect to some key issues such as what constitutes 
additionality, whether offset must be permanent, and what percentage of offsets can be 
used by a regulated entity to meet mandatory reduction requirements.   

 
 12. Other Factors:  

An offset program can be complex to design.  The workgroup did not attempt to reach 
consensus on or develop specific recommendations with respect to the following 
implementation issues.  

   
• Monitoring and Measurement: Eligible project under the program must have 

emissions reductions that are verified and quantified, which will require 
monitoring and measurement.   
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• Additionality:  Ownership rights must be clarified to encourage program 
participation and to minimize double counting. 

 
• Ownership Rights: Policy decisions must be made with respect to the vintage 

(when an offset was created) of offsets and retrospective/prospective use. 
 

• Vintage: Banking of offset created under the program allows participants more 
compliance flexibility.  Banking may speed overall aggregate emissions 
reductions.  

 
• Transparency and Confidentiality: The desire for transparency of offset 

measurement/verification/ownership must be balanced against program costs and 
industry confidentiality needs. 
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Wisconsin Climate Change Advisory Group 

1. Work Group:  Carbon cap-and-trade/tax work group. 

2. Policy Name:  Expanded Cap-and-trade program. 

3. Policy Type:  Legislation with regulatory implementation and enforcement. 

4. Affected Sectors, Sub-Sectors and/or Entities:  Electric generation, 
transportation, industry, commercial, residential, waste, and agricultural. 

5. Estimated Greenhouse Gas Emissions Reductions Impact:  Based on the 
comparison of the business-as-usual case against the cap-and-trade reduction requirements, by 
2020 emission reductions of _____ million tons are predicted.  [WRI is working to prepare this 
estimate]. 

6. Estimated Costs:  Substantial administrative costs are projected to establish, 
operate, and oversee the cap-and-trade program.  Other costs anticipated are the amounts paid by 
regulated entities to purchase allowances.  A larger (e.g., regional, national, or international) 
market for the cap-and-trade program is likely to be more efficient and therefore the cost of 
allowances is likely to be lower.  A state-only program is highly likely to be more expensive than 
a regional or national program.  Preferably, over time a broader national and international market 
would be formed either directly or through links between different markets. 

If the trading market prices allowances at $10 per metric ton and if all allowances were 
auctioned, then the direct costs of the allowance program for all covered sources would be 
approximately $____ per year, during the first year of the program, when the greatest number of 
allowances are sold.  If the allowances were half as expensive (i.e., $5 per metric ton), the direct 
costs would be reduced to approximately $____ per year, all other things remaining the same.  
Similarly, if the allowances were twice as expensive (i.e., $20 per metric ton), the direct costs 
would be increased to approximately $____ per year, all other things remaining the same. 

Regulated sources, particularly the regulated electric utility sector, likely will be able to 
pass along most or all of the cost of compliance, while non-regulated sources may not be able to 
do so, especially in a state-only program.  The costs that are passed on to the customers can be 
reduced through refunds to rate payers and tax refunds.  Also, it should be noted that the costs of 
compliance are reduced under a cap-and-trade program with offsets as compared to a 
command-and-control system because a cap-and-trade program allows flexibility in the methods 
of compliance and allows lower-cost greenhouse gas reducers to make reductions.  In addition, 
the money collected from the purchase of allowances is anticipated to be used to offset present 
public benefits program funding, pay for additional public benefits-related programs, and other 
carbon-reducing activities, with the remainder of the funds returned to rate payers and/or 
Wisconsin tax payers.  Finally, the cost of a cap-and-trade are likely to be reduced to the extent 
that sector-specific programs result in greenhouse gas reductions. 
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7. Specific Description of Policy Proposal:  Below are the key elements of the 
cap-and-trade program: 

Design Elements: 

a. Stringency: 

Consistent with the greenhouse gas reduction goals of the Task Force, covered emissions 
would be reduced to their 1990 levels by 2020.  According to WRI’s emissions inventory for 
Wisconsin, estimated 1990 emissions from covered sources in the Industrial, Commercial, 
Electric Generation, Residential, Transportation, Agriculture, and Waste sectors were 
approximately ______ million metric tons.  [WRI is working to prepare this number].  
Projections for 2020 business as usual emissions are ________.  [WRI is preparing input to 
determine this number].  For modeling purposes, there would be no cap on the price of 
allowances. 

A subsequent stakeholder process should likely be convened to determine whether any 
“safety valves” (i.e., features that are triggered if allowance prices rise above a certain level or 
levels) should be allowed.  These safety valves could include: 

• capping the price of allowances at some level, 

• allowing regulated entities to bank credits and/or borrow against future allowances, 

• allowing regulated entities to purchase higher levels of offsets (see Section 7.g below), 
and/or 

• regulatory “off ramps” similar to those in Wisconsin’s Renewable Portfolio Standard 
law, which allow for case-by-case determinations regarding whether the standard can 
be met. 

In considering whether a safety valve(s) should be established, it is important to consider 
several factors, including whether the safety valves will limit or prevent the cap-and-trade from 
meeting its reduction goals, whether the safety valves will limit or prevent the cap-and-trade 
market from trading with other markets, whether the safety valve is needed to protect our citizens 
and economy from unanticipated costs, and how the safety valve can be aligned with the 
technology uncertainties with respect to greenhouse gas reductions. 

b. Schedule: 

The cap-and-trade program should be implemented as soon as possible.  However, it 
should be noted that it likely will take two years for implementation of the cap-and-trade from 
the passage of any legislation.  Assuming the process can move forward relatively quickly, but 
allowing sufficient time to make sure that the various cap-and-trade issues are properly 
addressed, in 2011, emissions would be capped at 2009 levels and then reduced gradually to 
meet the 1990 level target in 2020. 

c. Covered sources: 



3 

Existing and new point-source, direct emitters of CO2, in the electric generation and other 
industrial sectors.  Specifically, fossil fuel-fired electric generation units or that emit 25,000 
metric tons of CO2 equivalents or more annually; as well as stationary fossil fuel-fired 
combustion units that emit 25,000 metric tons of CO2 equivalents or more annually (together 
“Large Fossil Fuel-Fired Units”) (see Table 1 below for alternative threshold levels) would be 
covered at the start of the program.  Also, all electrical energy imported to the state would be 
subject to this cap.  In addition, the appropriate supply chain level of natural gas, coal, diesel 
fuel, and gasoline not used by Large Fossil Fuel-Fired Units would be subject to the cap.  Solid 
waste disposal facilities and combined animal feed lot operations that emit 25,000 metric tons of 
CO2 equivalents [we will need to check with WRI or Winrock to determine if this is the 
appropriate threshold to use] or more annually would also be subject to the cap (see Table 2 
below for alternative threshold levels). 

d. Recognition of early action: 

Starting in 2008, covered sources that have achieved GHG reductions prior to 
implementation of the program would be rewarded for their actions.  GHG reductions would 
need to be confirmed through verification of a source’s own inventory or through the registration 
of emission reductions in a recognized GHG reporting program.  In any event, generally 
accepted GHG accounting principles must be used for reporting early action reductions. 

Modeling Assumption:  Early action credits for reductions achieved from 2008-2010. 

e. Linkages with other programs outside of Wisconsin: 

The preference is for an independent but regional cap-and-trade program (the “Regional 
Market”) that will be linked to but not part of other emissions markets, such as RGGI and the 
emerging Western states program.  Over time, the Regional Market will hopefully be linked to or 
become part of a national, international, or global market.  Efforts would be made early in the 
design process to harmonize a Wisconsin program with existing and emerging state and 
international systems.  Linkages or regional market development would be explored with 
Midwest states in particular. 

Modeling Assumption:  The All-In modeling run will analyze the Regional Market, with 
linkages to RGGI.  The Regional Market will include any state that signs an agreement to 
develop such a market at the Midwest Conference of Governors.  Hopefully this will be a large 
number of the MISO states.  Under the All-In modeling run, regulated entities in the regional 
market (and the RGGI states) could buy EU allowances if the RGGI allowance price exceeds 
$10.  Allowances can flow between the Regional Market and the RGGI states but cannot flow 
from the Regional Market and the RGGI states to the EU.  A sensitivity run will be conducted 
with the cap-and-trade market limited to Wisconsin, with linkages to RGGI. 

f. Distribution of allowances: 

Cap-and-trade programs can allocate allowances to covered GHG emitters, auction the 
allowances, or allocate part of the allowances and auction the rest.  There is a split of opinion 
within the carbon cap-and-trade/tax work group regarding whether most of the allowances 
should be auctioned or allocated.  One group believes that, as with Illinois and several RGGI 
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states, at least 85% of the allowances should be auctioned, with the remainder allocated.  
Another group believes that most of the allowances should be allocated and only a small 
percentage of the allowances should be auctioned. 

Auctioning allowances allows for the creation of a fund of money that could be used for 
energy efficiency programs and other carbon-reducing activities.  If the monies used by the fund 
are used to help fund negative cost GHG-reducing items, which could include energy efficiency 
programs, these funds could provide economic as well as GHG reduction benefits.  The money 
from an auction could also be used to assist low income individuals, who tend to use a larger 
percentage of their income for energy, and/or to offset costs to energy customers generally.  
Finally, auction funds could be used to lower marginal tax rates, which could lower the overall 
economic costs of a cap-and-trade program from what they would be if allowances were 
allocated or were auctioned without any offsetting decrease in tax rates.  However, it must be 
cautioned that the creation of any such fund of money carries the potential that those funds 
would be diverted for uses not contemplated by this policy (e.g. the Public Benefits Funds were 
diverted to General Purpose Revenues).  

Those that believe most of the allowances should be auctioned note that the allocation of 
allowances can be subject to political influence, which can create issues between those that 
presently emit greenhouse gases and potential new businesses in the state.  If the allowances are 
allocated mostly to existing large emitters, lower emitting industry and generators as well as 
potential new businesses may be put at a competitive disadvantage compared to existing large 
emitters.  Also, those in favor of auctioning most of the credits state that the requirement to 
purchase allowances creates greater incentive for those that emit greenhouse gases to reduce 
their emissions.  It also allows price signals to flow so that consumers are more likely to face the 
true costs of the products and services they purchase.  Finally, the money collected from the sale 
of allowances could support policies that aid in the transition to a low-emitting economy, as 
discussed below.  Even if most of the money were returned to the state’s individual and business 
residents via utility rate refunds and/or tax refunds, the interest earned on the money if placed 
into a state investment board fund could be used to help fund greenhouse reduction efforts. 

Those in favor of allocating most of the credits note the cost of purchasing allowances.  
For those entities that may not be able to pass on these costs (e.g., industries in nationally or 
internationally competitive markets), the cost of the allowances may cause them to be less 
competitive and in some cases substantially less competitive to the extent that their competitors 
do not have to purchase similar allowances.  For utilities and others that may be able to pass on 
the costs of the allowances to their customers, the customers would face these costs.  However, 
the state could reduce the costs to utility customers by returning some of the money raised from 
an auction to customers via rate and/or tax refunds.  Those in favor of allocation of allowances 
also argue that it is easier administratively to allocate than to auction allowances.  They also note 
that regulated states like Wisconsin are expected to act to ensure that allocated allowances for 
utilities are used to keep costs to rate payers as low as possible. 

Regardless of the amount of allowances that are auctioned, the fund raised via auctioning 
would be placed in a separate state investment board fund to be directed to purposes that benefit 
the public and/or returned to rate payers and/or tax payers.  Possible activities that would receive 
funds would include those funded by the state’s present public benefits program, as well as 
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additional greenhouse gas-reducing activities.  The revenues generated by the sale of allowances 
would first offset those funded by the state’s present public benefits program, and then be used 
for additional public benefits or other greenhouse gas-reduction programming, with any 
remaining funds returned to rate payers and/or tax payers.  The determination of the type and 
amount of any public benefits and/or other greenhouse gas-reduction programming to be funded 
above the present level would be determined by the full task force based on the need to finance 
greenhouse gas-reducing efforts.  The allocation methodology for any non-auctioned allowances 
would be determined by a subsequent stakeholder process and could include the allocation of 
allowances based on early action GHG reductions.  The share of auctioned allowances may also 
be re-examined in this stakeholder process. 

Modeling Assumption:  Consistent with the modeling performed for the Illinois task 
force, the All-In run assumes that 85% of the allowances would be auctioned, and that auction 
revenues are spent as follows:  _____% energy efficiency, ___% renewables, and the remaining 
____% divided between program administration and low-income energy assistance.  An 
additional sensitivity run would attempt to model the GHG reductions and/or cost savings in 
achieving GHG reductions that can be achieved by using auction revenues for energy efficiency 
and other carbon reduction efforts. 

g. Offsets: 

Regulated sources could use credits generated from offset projects in unregulated sectors 
to help meet up to 10 percent of the allowances they use in any given year, so long as they do not 
emit more greenhouse gas emissions than they did in the prior year.  The program should allow 
for a wide range of eligible offset projects, as long as the GHG reductions are real, permanent, 
additional and verifiable.  Though offsets generated in Wisconsin are preferred, eligible offset 
categories and the geographic source of offset credits would be determined through a subsequent 
stakeholder process.  In addition, the subsequent stakeholder process would determine the extent 
to which the 10% cap on the use of offsets should be lifted if the price of allowances exceeds 
certain thresholds.  In making this determination, the subsequent stakeholder process should 
likely consider the possibility that the stronger the reduction requirements become, the more 
important offsets may be to help the regulated entities meet those requirements. 

Modeling Assumption:  Regulated entities can buy offset credits under the All-In 
scenario in accordance with proposed offset rules stated above.  Regulated entities in the 
Regional Market can use Chicago Climate Exchange, RGGI, and the Regional Market’s offsets.  
Under the sensitivity run, regulated entities in Wisconsin can purchase Chicago Climate 
Exchange, RGGI, and Wisconsin offsets. 

h. Monitoring, measurement, verification, and reporting requirements: 

The cap-and-trade program would contain requirements for monitoring and measurement 
of GHG emissions from covered sources.  It would also require verification of that monitoring 
and measurement, as well as reporting of the results of the regulatory agency that would oversee 
and enforce the program. 
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8. Timetables, Duration, and Stringency Option:  The timetable is implicit in this 
policy recommendation (i.e., commences 2010 and runs through 2020 and beyond).  The 
duration is until changed by law.  This policy should be regarded as stringent as a result of PSC 
and/or DNR enforcement of cap requirements. 

9. Explanation of Rough Estimate of GHG Reductions:  Since the cap-and-trade 
program sets a limit for the emissions from the covered sectors, reductions can be calculated by 
comparing that cap against the projected emissions under the reference case for the covered 
sources. 

10. Rough Estimate of Costs for Selected Years:  The projected administrative 
costs for this program are approximately $____________ per year.  The cost of this program can 
be funded from a portion of the funds received from the sale of allowances. 

11. Barriers to Implementation:  The major barrier to implementation of this policy 
is the need for legislation to implement it.  Opposition may come from the covered sectors as 
well as larger electric customers that believe that this requirement will increase their electricity 
costs.  However, this policy is considered to be one of the most efficient ways of addressing 
greenhouse gas emissions, as Illinois modeling has also shown. 

Other barriers include the need for outreach and education for the regulated community, 
who may not have previously worked within or dealt with the complexities of a cap-and-trade 
program. 

12. Other Factors:  It is important to note that other requirements and incentives for 
greenhouse gas reductions in the covered sectors may reduce the financial impacts of the 
cap-and-trade programs.  For example, if the renewable portfolio standard is substantially 
enhanced, that requirement would help to reduce the greenhouse gas emissions associated with 
electric generation and thereby decrease the amount additional reductions needed to meet the 
cap.  Also, the use of monies raised by the sale of allowances for public benefits-related 
programs and other greenhouse gas-reducing activities should further help Wisconsin to meet its 
greenhouse gas reduction targets. 

In addition, to address issues raised by the existing MISO tariff, which may limit 
reductions and encourage leakage, the Midwest Governors should likely discuss taking collective 
action to attempt to modify that tariff.  Issues related to the MISO tariff likely should also be 
addressed through a FERC technical conference. 

Table 1:  Estimate of covered emissions and number of industrial, commercial, and 
electric generation facilities under three potential emissions thresholds. 

 All emitters >25,000 tonnes 
CO2/year 

>75,000 tonnes 
CO2/year 

Estimated covered 
CO2 emissions 
(metric tons CO2) 
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Percentage of total 
emissions covered by 
program 

100%

Estimated number of 
facilities covered by 
program 

Percentage of total 
facilities covered by 
program 

100%

Source:  _____________________. 

Table 2:  Estimate of covered emissions and number of waste and agricultural 
facilities under three potential emissions thresholds. 

 All emitters >25,000 tonnes 
CO2/year 

>75,000 tonnes 
CO2/year 

Estimated covered 
CO2 emissions 
(metric tons CO2) 

___________ ____________ _____________

Percentage of total 
emissions covered by 
program 

100% _____% _____%

Estimated number of 
facilities covered by 
program 

______ ______ _______

Percentage of total 
facilities covered by 
program 

100% _______% ________%

Source:  ______________________. 
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Wisconsin Task Force on Global Warming 
Carbon Cap-and-Trade / Tax Work Group Policy Option:   

Expanded Cap-and-Trade 
(Updated 12/17/07) 

 
1. Work Group:  Carbon cap-and-trade/tax work group. 

2. Policy Name:  Expanded Cap-and-trade program. 

3. Policy Type:  Legislation with regulatory implementation and enforcement. 

4. Affected Sectors, Sub-Sectors and/or Entities:  Electric generation, 
transportation, industry, commercial, and residential. 

5. Estimated Greenhouse Gas Emissions Reductions Impact:  Based on the 
comparison of the reference case against the cap-and-trade reduction requirements, by 2020 
emission reductions of 42.5 million tons are predicted. 

6. Estimated Costs:  Substantial administrative costs are projected to establish, 
operate, and oversee the cap-and-trade program.  Other costs anticipated are the amounts paid by 
regulated entities to purchase allowances.  A larger (e.g., regional, national, or international) 
market for the cap-and-trade program is likely to be more efficient and therefore the cost of 
allowances is likely to be lower.  A state-only program may be more expensive than a regional or 
national program.  Preferably, over time a broader national and international market would be 
formed either directly or through links between different markets. 

If the trading market prices allowances at $10 per metric ton and if all allowances were 
auctioned, then the direct costs of the allowance program for all covered sources would be 
approximately $____ per year, during the first year of the program, when the greatest number of 
allowances are sold.  If the allowances were half as expensive (i.e., $5 per metric ton), the direct 
costs would be reduced to approximately $____ per year, all other things remaining the same.  
Similarly, if the allowances were twice as expensive (i.e., $20 per metric ton), the direct costs 
would be increased to approximately $____ per year, all other things remaining the same.  To the 
extent that both a cap-and-trade program and carbon tax are applied, program design will need to 
consider inter-program effects to prevent an industry sector from being economically 
disadvantaged by being subject to a cap-and-trade program and a carbon tax. 

Regulated sources, particularly the regulated electric utility sector, likely will be able to 
pass along most or all of the cost of compliance as rate increases, while non-regulated sources 
may not be able to do so, especially in a state-only program.  The costs that are passed on to the 
customers can be reduced through refunds to rate payers and tax refunds.  Also, it should be 
noted that the costs of compliance are reduced under a cap-and-trade program with offsets as 
compared to a command-and-control system because a cap-and-trade program allows flexibility 
in the methods of compliance and allows lower-cost greenhouse gas reducers to make reductions.  
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In addition, the money collected from the purchase of allowances is anticipated to be used to 
offset present public benefits program funding, pay for additional public benefits-related 
programs, and other carbon-reducing activities, with the remainder of the funds returned to rate 
payers and/or Wisconsin tax payers.  Finally, the cost of a cap-and-trade are likely to be reduced 
to the extent that sector-specific programs result in greenhouse gas reductions. 

7. Specific Description of Policy Proposal:  Below are the key elements of the 
cap-and-trade program: 

Design Elements: 

a. Stringency: 

Consistent with the greenhouse gas reduction goals of the Task Force, covered emissions 
would be reduced to their 1990 levels by 2020, and continue to be reduced until they are 70% 
below 1990 levels by 2050 (70% below 1990 levels was chosen because that is half-way 
between the 60% and 80% reduction from 1990 levels identified by the Task Force).  Modeling 
of these reductions will be performed consistent with the model output years that the technical 
advisory group is using (2002, 2006, 2010, 2015, and 2024).  According to WRI’s emissions 
inventory for Wisconsin, estimated 1990 emissions from covered sources in the Industrial, 
Commercial, Electric Generation, Residential, and Transportation sectors were approximately 
______ million metric tons.  [WRI is working to prepare this number].  Projections for 2020 
reference case emissions are ________.  [WRI is preparing input to determine this number].  
For modeling purposes, there would be no cap on the price of allowances. 

The Task Force should examine whether any cost-containment mechanisms (i.e., features 
that are triggered if allowance prices rise above a certain level or levels) should be allowed.  The 
specific goal of cost-containment is only one element of the broad question of flexibility and 
compliance, and should be considered in that context.  Flexible compliance mechanisms could 
include, among others: 

• capping the price of allowances at some level, 

• allowing regulated entities to bank credits and/or borrow against future allowances, 

• allowing regulated entities to purchase higher levels of offsets (see Section 7.g below), 
and/or 

• regulatory “off ramps” similar to those in Wisconsin’s Renewable Portfolio Standard 
law, which allow for case-by-case determinations regarding whether the standard can 
be met. 

On November 13, 2007, WRI provided a presentation on cost-containment mechanisms, which 
the Task Force members should likely use as a resource on this issue.  See 
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http://dnr.wi.gov/environmentprotect/gtfgw/documents/MiTF20071113.pdf.  The Task Force 
may also wish to review the resolutions of the National Association of Regulatory Utility 
Commissioners regarding climate change.  See http://www.naruc.org/News/default.cfm?pr=61. 

The carbon cap-and-trade/carbon tax work group recommends that the Task Force examine the 
compliance flexibility issue in more detail after the modeling of the cap-and-trade is complete, so 
that the Task Force will have additional information regarding the projected economic effects of 
the cap-and-trade.  In considering whether a safety valve(s) should be established, it is important 
to consider several factors, including whether the safety valves will limit or prevent the cap-and-
trade from meeting its reduction goals, whether the safety valves will limit or prevent the cap-
and-trade market from trading with other markets, whether the safety valve is needed to protect 
our citizens and economy from unanticipated costs, and how the safety valve can be aligned with 
the technology uncertainties with respect to greenhouse gas reductions.  Compliance flexibility 
also addresses issues regarding the overall feasibility of the policy, particularly with respect to 
timing of compliance activities in relation to regulatory deadlines. 

b. Schedule: 

The cap-and-trade program should be implemented as soon as possible.  The Governor of 
Wisconsin has signed onto the Midwestern Greenhouse Gas Accord.  This Accord calls for the 
establishment of greenhouse gas emission reductions and timeframes consistent with states’ 
targets and the adoption of policies and implementation mechanisms by July 15, 2008, complete 
development of the proposed cap-and-trade agreement and a model rule by November 15, 2008, 
and a completion of the cap-and-trade program by May 15, 2010.  For modeling purposes, by 
2011, emissions would be capped at 2009 levels, and then reduced gradually to meet the 1990 
level target in 2020, and 70% below 1990 in 2050. 

c. Covered sources: 

Covered sources include existing and new point-source, direct emitters of CO2, in the 
electric generation and other industrial sectors as well as natural gas, diesel fuel, and gasoline.  
Specifically, fossil fuel-fired electric generation units or that emit 25,000 metric tons of CO2 
equivalents or more annually; as well as stationary fossil fuel-fired combustion units that emit 
25,000 metric tons of CO2 equivalents or more annually (together “Large Fossil Fuel-Fired 
Units”) (see Table 1 below for alternative threshold levels) would be covered.  Also, all electrical 
energy imported to the state would be subject to this cap.  As discussed in Section 12, 
modifications to the present Midwest Independent System Operator (“MISO”) tariff likely are 
necessary to make sure this occurs.  In addition, the appropriate supply chain level of natural gas, 
diesel fuel, and gasoline not used by Large Fossil Fuel-Fired Units would be subject to the cap.  
For gasoline and diesel fuel, the requirement to obtain allowances under the cap would apply at 
the same point where petroleum inspection fees are applied.  With natural gas, the requirement to 
obtain allowances would apply at the point of first sale in Wisconsin. 
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d. Recognition of early action: 

Starting in 2008 and continuing until the cap-and-trade program is in place, covered 
sources that have achieved GHG reductions beyond any mandatory requirements would be 
rewarded for their actions with allocations of allowances under the cap.  This is consistent with 
the Midwestern Greenhouse Gas Accord, which calls for crediting past and present actions to 
reduce greenhouse gas emissions.  See Accord at p.4.  GHG reductions would need to be 
confirmed through verification of a source’s own inventory or through the registration of 
emission reductions in a recognized GHG reporting program.  Appropriate early action protocols 
would need to be identified and used for this analysis.  In any event, generally accepted GHG 
accounting principles must be used for reporting early action reductions. 

Modeling Assumption:  Early action credits for reductions achieved from 2008-2010. 

e. Linkages with other programs outside of Wisconsin: 

The preference is for an independent but regional cap-and-trade program (the “Regional 
Market”) that will be linked to but not part of other emissions markets, such as RGGI and the 
emerging Western states program.  This is consistent with the Midwestern Greenhouse Gas 
Accord (the “cap-and-trade system [is to] be developed to enable linkages to other jurisdictions’ 
systems to create economics of scale, increase market efficiencies, diversity and liquidity, while 
reducing costs”).  Over time, the Regional Market will hopefully be linked to or become part of a 
national, international, or global market.  Efforts would be made early in the design process to 
harmonize a Wisconsin program with existing and emerging state and international systems. 

Modeling Assumption:  The All-In modeling run will analyze the Regional Market, with 
linkages to RGGI.  The Regional Market will include the six states (Wisconsin, Iowa, Illinois, 
Minnesota, Michigan, and Kansas) and Manitoba, which signed onto the Midwestern 
Greenhouse Gas Accord.  Under the All-In modeling run, regulated entities in the regional 
market (and the RGGI states) could buy EU allowances if the RGGI allowance price 
exceeds $10.  Allowances can flow between the Regional Market and the RGGI states but cannot 
flow from the Regional Market and the RGGI states to the EU.  A sensitivity run will be 
conducted with the cap-and-trade market limited to Wisconsin, with linkages to RGGI. 

f. Distribution of allowances: 

Cap-and-trade programs can allocate allowances to covered GHG emitters, auction the 
allowances, or allocate part of the allowances and auction the rest.  There is a split of opinion 
within the carbon cap-and-trade/tax work group regarding whether most of the allowances 
should be auctioned or allocated.  One group believes that, as with Illinois and several RGGI 
states, at least 85% of the allowances should be auctioned, with the remainder allocated.  
Another group believes that most of the allowances should be allocated and only a small 
percentage of the allowances should be auctioned. 
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Auctioning allowances allows for the creation of a fund of money that could be used for 
energy efficiency programs and other carbon-reducing activities.  If the monies used by the fund 
are used to help fund negative cost GHG-reducing items, which could include energy efficiency 
programs, these funds could provide economic as well as GHG reduction benefits.  The money 
from an auction could also be used to assist low income individuals, who tend to use a larger 
percentage of their income for energy, and/or to offset costs to energy customers generally.  
Finally, auction funds could be used to lower marginal tax rates, which could lower the overall 
economic costs of a cap-and-trade program from what they would be if allowances were 
allocated or were auctioned without any offsetting decrease in tax rates. 

Those that believe most of the allowances should be auctioned note that the allocation of 
allowances can be subject to political influence, which can create issues between those that 
presently emit greenhouse gases and potential new businesses in the state.  If the allowances are 
allocated mostly to existing large emitters, lower emitting industry and generators as well as 
potential new businesses may be put at a competitive disadvantage compared to existing large 
emitters.  Also, those in favor of auctioning most of the credits state that the requirement to 
purchase allowances creates greater incentive for those that emit greenhouse gases to reduce 
their emissions.  It also allows price signals to flow so that consumers are more likely to face the 
true costs of the products and services they purchase.  Finally, the money collected from the sale 
of allowances could support policies that aid in the transition to a low-emitting economy, as 
discussed below.  Even if most of the money were returned to the state’s individual and business 
residents via utility rate refunds and/or tax refunds, the interest earned on the money if placed 
into a state investment board fund could be used to help fund greenhouse reduction efforts. 

Those in favor of allocating most of the credits note the cost of purchasing allowances.  
For those entities that may not be able to pass on these costs (e.g., industries in nationally or 
internationally competitive markets), the cost of the allowances may cause them to be less 
competitive and in some cases substantially less competitive to the extent that their competitors 
do not have to purchase similar allowances.  For utilities and others that may be able to pass on 
the costs of the allowances to their customers, the customers would face these costs.  However, 
the state could reduce the costs to utility customers by returning some of the money raised from 
an auction to customers via rate and/or tax refunds.  Those in favor of allocation of allowances 
also argue that it is easier administratively to allocate than to auction allowances.  They also note 
that regulated states like Wisconsin are expected to act to ensure that allocated allowances for 
utilities are used to keep costs to rate payers as low as possible. 

Regardless of the amount of allowances that are auctioned, the fund raised via auctioning 
would be placed in a separate state investment board fund to be directed to purposes that benefit 
the public and/or returned to rate payers and/or tax payers.  Possible activities that would receive 
funds would include those funded by the state’s present public benefits program, as well as 
additional greenhouse gas-reducing activities.  The revenues generated by the sale of allowances 
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would first offset those funded by the state’s present public benefits program, and then be used 
for additional public benefits or other greenhouse gas-reduction programming, with any 
remaining funds returned to rate payers and/or tax payers.  The determination of the type and 
amount of any public benefits and/or other greenhouse gas-reduction programming to be funded 
above the present level would be determined by the full Task Force based on the need to finance 
greenhouse gas-reducing efforts.  The allocation methodology for any non-auctioned allowances 
would be determined by a subsequent stakeholder process and could include the allocation of 
allowances based on early action GHG reductions.  The share of auctioned allowances may also 
be re-examined in this stakeholder process. 

Modeling Assumption:  Consistent with the modeling performed for the Illinois task 
force, the All-In run assumes that 85% of the allowances would be auctioned, and that auction 
revenues are spent as follows:  _____% energy efficiency, ___% renewables, and the remaining 
____% divided between program administration and low-income energy assistance.  A second 
modeling run would assume that 15% of the allowances would be auctioned, and that auction 
revenues are spent as follows:  ____% energy efficiency, ___% renewables, and the remaining 
____% divided between program administration and low-income energy assistance.  Additional 
sensitivity runs would attempt to model the GHG reductions and/or cost savings in achieving 
GHG reductions that can be achieved by using auction revenues for energy efficiency and other 
carbon reduction efforts. 

g. Offsets: 

Regulated sources could use credits generated from offset projects in unregulated sectors 
to help meet up to 10 percent of the allowances they use in any given year.  The carbon 
cap-and-trade/tax work group selected the 10 percent figure based on the precedent from the 
Illinois cap-and-trade policy statement.  There is a split of opinion within the work group 
regarding whether such a cap on the use of offsets is appropriate.  Those in favor of a cap note 
that there may be a higher degree of uncertainty associated with the greenhouse gas reductions 
from offset projects.  Those opposed to a cap note the need for greenhouse gas reductions from 
as many sources as possible, and state that concerns regarding the certainty of reductions from 
offset projects can be addressed by establishing rigorous requirements for offset projects. 

The program should allow for a wide range of eligible offset projects beginning as soon 
as possible, as long as the GHG reductions are real, permanent, additional and verifiable.  This is 
consistent with the Midwestern Greenhouse Gas Accord, which calls for the crediting of past and 
present actions to reduce greenhouse gas emissions.  See Accord at p.4.  In addition, if a 
10 percent cap is applied, the Task Force or subsequent stakeholder process would determine the 
extent to which the 10% cap on the use of offsets should be lifted if the price of allowances 
exceeds certain thresholds.  In making this determination, the Task Force or subsequent 
stakeholder process should likely consider the possibility that the stronger the reduction 
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requirements become, the more important offsets may be to help the regulated entities meet those 
requirements. 

Modeling Assumption:  The work group recommends allowing the use of offsets under 
the cap-and-trade program.  However, for modeling purposes, in order to project the full 
potential economic effect if limited offset credits are available, the modeling should assume that 
no offset credits are available. 

h. Monitoring, measurement, verification, and reporting requirements: 

The cap-and-trade program would contain requirements for monitoring and measurement 
of GHG emissions from covered sources.  It would also require verification of that monitoring 
and measurement, as well as reporting of the results of the regulatory agency that would oversee 
and enforce the program. 

i. Interaction or integration with a future federal program: 

The Midwestern Greenhouse Gas Accord calls for the cap-and-trade system to address 
potential interaction or integration with a future federal program.  Wisconsin should keep in 
mind the potential for a future federal program and should take steps to help make sure that it is 
in the best interests of Wisconsin.  In doing so, Wisconsin should likely consider issues such as 
whether the future federal program: 

• is sufficiently stringent, 

• appropriately addresses issues such as the auctioning and allocation of allowances, 

• appropriately addresses the use of offsets and cost-containment mechanisms, 

• provides full recognition of early action and other emission reductions in Wisconsin, 
and 

• respects Wisconsin’s decision making regarding the use of auction revenues. 

8. Timetables, Duration, and Stringency Option:  The timetable is implicit in this 
policy recommendation (i.e., commences 2010 and runs through 2020 and beyond).  The 
duration is until changed by law.  This policy should be regarded as stringent as a result of PSC 
and/or DNR enforcement of cap requirements. 

9. Explanation of Rough Estimate of GHG Reductions:  Since the cap-and-trade 
program sets a limit for the emissions from the covered sectors, reductions can be calculated by 
comparing that cap against the projected emissions under the reference case for the covered 
sources. 
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10. Rough Estimate of Costs for Selected Years:  The projected administrative 
costs for this program are approximately $____________ per year.  The cost of this program can 
be funded from a portion of the funds received from the sale of allowances. 

11. Barriers to Implementation:  The major barrier to implementation of this policy 
is the need for legislation to implement it.  Opposition may come from the covered sectors as 
well as larger electric customers that believe that this requirement will increase their electricity 
costs.  However, this policy is considered to be one of the most efficient ways of addressing 
greenhouse gas emissions, as Illinois modeling has also shown. 

Other barriers include the need for outreach and education for the regulated community, 
who may not have previously worked within or dealt with the complexities of a cap-and-trade 
program. 

12. Other Factors:  It is important to note that other requirements and incentives for 
greenhouse gas reductions in the covered sectors may reduce the financial impacts of the 
cap-and-trade programs.  For example, if the renewable portfolio standard is substantially 
enhanced, that requirement would help to reduce the greenhouse gas emissions associated with 
electric generation and thereby decrease the amount additional reductions needed to meet the 
cap.  Also, the use of monies raised by the sale of allowances for public benefits-related 
programs and other greenhouse gas-reducing activities should further help Wisconsin to meet its 
greenhouse gas reduction targets. 

To address issues regarding potential shifting of generation to non-cap-and-trade states 
raised by the existing MISO tariff, which may limit reductions and encourage leakage, the 
governors that signed onto the Midwest Greenhouse Gas Accord should strongly consider taking 
collective action to attempt to modify that tariff.  See Midwest Greenhouse Gas Accord, p.4 (the 
“cap-and-trade system [is to be] developed to. . . reduce the shifting of generation and emissions 
to non-participating states”).  Issues related to the MISO tariff likely should also be addressed 
through a FERC technical conference. 
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Table 1:  Estimate of covered emissions and number of facilities under three 
potential emissions thresholds. 

 All emitters >25,000 tonnes 
CO2/year 

>75,000 tonnes 
CO2/year 

Estimated covered 
CO2 emissions 
(metric tons CO2) 

65,187,045 64,618,450 64,046,267

Percentage of total 
emissions covered by 
program 

100% 99.1% 98.2%

Estimated number of 
facilities covered by 
program 

396 59 46

Percentage of total 
facilities covered by 
program 

100% 14.9% 11.6%

Source:  Compiled by World Resources Institute using WDNR data. 

NOTE:  Sources include all Wisconsin air permit holders for fossil fuel-fired generation and 
combustion units in the electric generation, industrial, and commercial sectors.  Data are for CO2 
only.  Non-CO2 data were inconsistent across sources, but totaled less than 1,500 metric tons of 
CO2 equivalents.  Data are derived from fuel data submitted to Wisconsin DNR.  The data are 
based on unit-level information.  Accordingly, the number of covered facilities or actors for each 
threshold will be smaller.  The data may contain emissions from biomass combustion, and 
therefore should be considered high end estimates, since biomass facilities are considered carbon 
neutral from a climate change perspective.  An analysis that subtracts emissions from biomass 
combustion is forthcoming. 
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Wisconsin Global Warming Task Force 

March 11, 2008 

1. Work Group:  Carbon Tax/Cap-and-Trade Work Group. 

2. Policy Name:  Expanded Cap-and-trade program. 

3. Policy Type:  Legislation with regulatory implementation and enforcement. 

4. Affected Sectors, Sub-Sectors and/or Entities:  Electric generation, 
transportation, industry, commercial, and residential. 

5. Estimated Greenhouse Gas Emissions Reductions Impact:  Under the 
cap-and-trade reduction requirements, by 2020 emission reductions of about 43 million metric 
tons are predicted. 

6. Estimated Costs:  Substantial administrative costs are projected to establish, 
operate, and oversee the cap-and-trade program.  Other costs anticipated are the amounts paid by 
regulated entities to purchase allowances.  A larger (e.g., regional, national, or international) 
market for the cap-and-trade program is likely to be more efficient and therefore the cost of 
allowances is likely to be lower.  A state-only program may be more expensive than a regional or 
national program.  Preferably, over time a broader national and international market would be 
formed either directly or through links between different markets. 

If the trading market prices allowances at $10 per metric ton and if all allowances were 
auctioned, then the direct costs of the allowance program for all covered sources would be 
approximately $1.12 billion per year, during the first year of the program, when the greatest 
number of allowances are sold.  If the allowances were half as expensive (i.e., $5 per metric ton), 
the direct costs would be reduced to approximately $560 million per year, all other things 
remaining the same.  Similarly, if the allowances were twice as expensive (i.e., $20 per metric 
ton), the direct costs would be increased to approximately $2.24 billion per year, all other things 
remaining the same.  To the extent that both a cap-and-trade program and carbon tax are applied, 
program design will need to consider inter-program effects to prevent an industry sector from 
being economically disadvantaged by being subject to a cap-and-trade program and a carbon tax. 

Regulated sources, particularly the regulated electric utility sector, likely will be able to 
pass along most or all of the costs of compliance as rate increases, while non-regulated sources 
may not be able to do so, especially in a state-only program.  The costs that are passed on to the 
customers can be reduced through refunds to rate payers and tax refunds.  Also, it should be 
noted that the costs of compliance are reduced under a cap-and-trade program with offsets as 
compared to a command-and-control system because a cap-and-trade program allows flexibility 
in the methods of compliance and allows lower-cost greenhouse gas reducers to make reductions.  
In addition, the money collected from the purchase of allowances is anticipated to be used to 
offset present public benefits program funding, pay for additional public benefits-related 
programs, and other carbon-reducing activities, with the remainder of the funds returned to rate 

 



 

payers and/or Wisconsin tax payers.  Finally, the costs of a cap-and-trade program are likely to 
be reduced to the extent that sector-specific programs result in greenhouse gas reductions. 

7. Specific Description of Policy Proposal:  Below are the key elements of the 
cap-and-trade program: 

Design Elements: 

a. Stringency: 

Consistent with the greenhouse gas reduction goals of the Task Force, covered emissions 
would be reduced to their 1990 levels by 2020, and continue to be reduced until they are 70% 
below 1990 levels by 2050 (70% below 1990 levels was chosen because that is half-way 
between the 60% and 80% reduction from 1990 levels identified by the Task Force).  Modeling 
of these reductions will be performed consistent with the model output years that the technical 
advisory group is using (2002, 2006, 2010, 2015, and 2024).  According to WRI’s emissions 
inventory for Wisconsin, estimated 1990 emissions from covered sources in the Industrial, 
Commercial, Electric Generation, Residential, and Transportation sectors were approximately 
87 million metric tons.  Projections for 2020 reference case emissions are 130 million metric 
tons.  For modeling purposes, there would be no cap on the price of allowances. 

The Task Force should examine whether any cost-containment mechanisms (i.e., features 
that are triggered if allowance prices rise above a certain level or levels) should be allowed.  The 
specific goal of cost-containment is only one element of the broad question of flexibility and 
compliance, and should be considered in that context.  Flexible compliance mechanisms could 
include, among others: 

• capping the price of allowances at some level, 

• allowing regulated entities to bank credits and/or borrow against future allowances, 

• allowing regulated entities to purchase higher levels of offsets (see Section 7.g below), 
and/or 

• regulatory “off ramps” similar to those in Wisconsin’s Renewable Portfolio Standard 
Law, which allow for case-by-case determinations regarding whether the standard can 
be met. 

On November 13, 2007, WRI provided a presentation on cost-containment mechanisms, 
which the Task Force members should likely use as a resource on this issue.  See 
http://dnr.wi.gov/environmentprotect/gtfgw/documents/MiTF20071113.pdf.  The Task Force 
may also wish to review the resolutions of the National Association of Regulatory Utility 
Commissioners regarding climate change.  See http://www.naruc.org/News/default.cfm?pr=61. 

The Carbon Tax/Cap-and-Trade Work Group recommends that the Task Force examine 
the compliance flexibility issue in more detail after the modeling of the cap-and-trade is 
complete, so that the Task Force will have additional information regarding the projected 
economic effects of the cap-and-trade.  In considering whether a safety valve(s) should be 
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established, it is important to consider several factors, including whether the safety valves will 
limit or prevent the cap-and-trade from meeting its reduction goals, whether the safety valves 
will limit or prevent the cap-and-trade market from trading with other markets, whether the 
safety valve is needed to protect our citizens and economy from unanticipated costs, and how the 
safety valve can be aligned with the technology uncertainties with respect to greenhouse gas 
reductions.  Compliance flexibility also addresses issues regarding the overall feasibility of the 
policy, particularly with respect to timing of compliance activities in relation to regulatory 
deadlines. 

b. Schedule: 

The cap-and-trade program should be implemented as soon as possible.  The Governor of 
Wisconsin has signed onto the Midwestern Greenhouse Gas Accord.  This Accord calls for the 
establishment of greenhouse gas emission reductions and timeframes consistent with states’ 
targets and the adoption of policies and implementation mechanisms by July 15, 2008, complete 
development of the proposed cap-and-trade agreement, model rule by November 15, 2008, and a 
completion of the cap-and-trade program by May 15, 2010.  For modeling purposes, by 2011, 
emissions would be capped at 2009 levels, and then reduced gradually to meet the 1990 level 
target in 2020, and 70% below 1990 in 2050. 

c. Covered sources: 

Covered sources include existing and new point-sources, direct emitters of CO2, in the 
electric generation and other industrial sectors as well as natural gas, diesel fuel, and gasoline.  
Table 1 shows the emissions covered by this cap-and-trade policy based on 2003 data.  
Specifically, fossil fuel-fired electric generation units that emit 25,000 metric tons of CO2 
equivalents or more annually, as well as stationary fossil fuel-fired combustion units that emit 
25,000 metric tons of CO2 equivalents or more annually (together “Large Fossil Fuel-Fired 
Units”) would be covered.  Also, all electrical energy imported to the state would be subject to 
this cap.  As discussed in Section 12, modifications to the present Midwest Independent System 
Operator (“MISO”) tariff likely are necessary to make sure this occurs.  In addition, the 
appropriate supply chain level of natural gas, diesel fuel, and gasoline not used by Large Fossil 
Fuel-Fired Units would be subject to the cap.  For gasoline and diesel fuel, the requirement to 
obtain allowances under the cap would apply at the same point where petroleum inspection fees 
are applied.  With natural gas, the requirement to obtain allowances would apply at the point of 
first sale in Wisconsin. 

d. Recognition of early action: 

Starting in 2008 and continuing until the cap-and-trade program is in place, covered 
sources that have achieved GHG reductions beyond any mandatory requirements would be 
rewarded for their actions with allocations of allowances under the cap.  This is consistent with 
the Midwestern Greenhouse Gas Accord, which calls for crediting past and present actions to 
reduce greenhouse gas emissions.  See Accord at p.4.  GHG reductions would need to be 
confirmed through verification of a source’s own inventory or through the registration of 
emission reductions in a recognized GHG reporting program.  Appropriate early action protocols 
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would need to be identified and used for this analysis.  In any event, generally accepted GHG 
accounting principles must be used for reporting early action reductions. 

Modeling Assumption:  Early action credits for reductions achieved from 2008-2010. 

e. Linkages with other programs outside of Wisconsin: 

The preference is for an independent but regional cap-and-trade program (the “Regional 
Market”) that will be linked to but not part of other emissions markets, such as RGGI and the 
emerging Western states program.  This is consistent with the Midwestern Greenhouse Gas 
Accord (the “cap-and-trade system [is to] be developed to enable linkages to other jurisdictions’ 
systems to create economics of scale, increase market efficiencies, diversity and liquidity, while 
reducing costs”).  Over time, the Regional Market will hopefully be linked to or become part of a 
national, international, or global market.  Efforts would be made early in the design process to 
harmonize a Wisconsin program with existing and emerging state and international systems. 

Modeling Assumption:  The modeling will analyze the Regional Market, with linkages to 
RGGI.  The Regional Market will include the six states (Wisconsin, Iowa, Illinois, Minnesota, 
Michigan, and Kansas) and Manitoba, which signed onto the Midwestern Greenhouse Gas 
Accord.  A sensitivity run will be conducted with the cap-and-trade market limited to Wisconsin, 
with linkages to RGGI. 

f. Distribution of allowances: 

Cap-and-trade programs can allocate allowances to covered GHG emitters, auction the 
allowances, or allocate part of the allowances and auction the rest.  There is a split of opinion 
within the Carbon Tax/Cap-and-Trade Work Group regarding whether most of the allowances 
should be auctioned or allocated.  One group believes that, as with Illinois and several RGGI 
states, most of the allowances should be auctioned.  Another group believes that most of the 
allowances should be allocated and only a small percentage of the allowances should be 
auctioned. 

Auctioning allowances allows for the creation of a fund of money that could be used for 
energy efficiency programs and other carbon-reducing activities.  If the monies used by the fund 
are used to help fund negative cost GHG-reducing items, which could include energy efficiency 
programs, these funds could provide economic as well as GHG reduction benefits.  The money 
from an auction could also be used to assist low income individuals, who tend to use a larger 
percentage of their income for energy, and/or to offset costs to energy customers generally.  
Finally, auction funds could be used to lower marginal tax rates, which could lower the overall 
economic costs of a cap-and-trade program from what they would be if allowances were 
allocated or were auctioned without any offsetting decrease in tax rates. 

Those that believe most of the allowances should be auctioned note that the allocation of 
allowances can be subject to political influence, which can create issues between those that 
presently emit greenhouse gases and potential new businesses in the state.  If the allowances are 
allocated mostly to existing large emitters, lower emitting industry and generators, as well as 
potential new businesses, may be put at a competitive disadvantage compared to existing large 
emitters.  Also, those in favor of auctioning most of the credits state that the requirement to 

4 



 

purchase allowances creates greater incentive for those that emit greenhouse gases to reduce 
their emissions.  It also allows price signals to flow so that consumers are more likely to face the 
true costs of the products and services they purchase.  Finally, the money collected from the sale 
of allowances could support policies that aid in the transition to a low-emitting economy, as 
discussed below.  Even if most of the money were returned to the state’s individual and business 
residents via utility rate refunds and/or tax refunds, the interest earned on the money if placed 
into a state investment board fund could be used to help fund greenhouse reduction efforts. 

Those in favor of allocating most of the credits note the cost of purchasing allowances.  
For those entities that may not be able to pass on these costs (e.g., industries in nationally or 
internationally competitive markets), the cost of the allowances may cause them to be less 
competitive and in some cases substantially less competitive to the extent that their competitors 
do not have to purchase similar allowances.  For utilities and others that may be able to pass on 
the costs of the allowances to their customers, the customers would face these costs.  However, 
the state could reduce the costs to utility customers by returning some of the money raised from 
an auction to customers via rate and/or tax refunds.  Those in favor of allocation of allowances 
also argue that it is easier administratively to allocate than to auction allowances.  They also note 
that regulated states like Wisconsin are expected to act to ensure that allocated allowances for 
utilities are used to keep costs to rate payers as low as possible. 

Regardless of the amount of allowances that are auctioned, the fund raised via auctioning 
would be placed in a separate state investment board fund to be directed to purposes that benefit 
the public and/or returned to rate payers and/or tax payers.  Possible activities that would receive 
funds would include those funded by the proposed enhanced energy efficiency and conservation 
policies, as well as additional greenhouse gas-reducing activities.  The revenues generated by the 
sale of allowances would be used for additional energy efficiency and conservation policies or 
other greenhouse gas-reduction programs, with any remaining funds returned to rate payers 
and/or tax payers.  The determination of the type and amount of any public benefits and/or other 
greenhouse gas-reduction programming to be funded above the present level would be 
determined by the full Task Force based on the need to finance greenhouse gas-reducing efforts.  
The allocation methodology for any non-auctioned allowances would be determined by a 
subsequent stakeholder process and could include the allocation of allowances based on early 
action GHG reductions.  The share of auctioned allowances may also be re-examined in this 
stakeholder process. 

One final piece of information on the topic of distributing allowances is provided here for 
the benefit of the Task Force and to further illustrate that there are merits to both distribution 
methods. On November 14, 2007 the National Association of Regulatory Utility Commissioners 
adopted a resolution on Federal Climate Legislation and Cap-and-Trade Design Principles that 
states in part, “Auctioning of all allowances is ultimately the most economically efficient 
mechanism for achieving emission reduction goals from electric generation. However, the 
allocation of emission allowances within the electricity sector at no cost is an appropriate 
transitional measure in order to ensure continued reliability, minimize economic dislocation 
resulting from the carbon intensity of the existing electricity generation infrastructure, and allow 
for the development of appropriate new technology.” It should be emphasized that this statement 
is provided to enrich discussion and does not represent a conclusion of the Carbon Tax/Cap-and-
Trade Work Group. 
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Modeling Assumption:  Under one modeling scenario, all of the allowances would be 
auctioned, and the proceeds would be used as follows: 

• fund the enhanced energy efficiency and conservation policies. 

• fund residential energy efficiency retrofits state-wide. 

• fund expanded low-income energy efficiency assistance. 

• fund programs for non-regulated fuels (e.g., propane). 

• fund agriculture and forestry sequestration (e.g., increased no and low till and 
extended forestry growth and increased forest density). 

• potential funding of transportation initiatives. 

• return of remaining funds to Wisconsin citizenry. 

For the second model run, all of the allowances will be allocated to entities based on 
historic entity-wide emission levels, based on the average of their three highest emission years 
from the period 2000 to 2006. 

g. Offsets: 

Regulated sources could use credits generated from offset projects in unregulated sectors 
to help meet up to 10 percent of the allowances they use in any given year.  The Carbon 
Tax/Cap-and-Trade Work Group selected the 10 percent figure based on the precedent from the 
Illinois cap-and-trade policy statement.  There is a split of opinion within the work group 
regarding whether such a cap on the use of offsets is appropriate.  Those in favor of a cap note 
that there may be a higher degree of uncertainty associated with the greenhouse gas reductions 
from offset projects.  Those opposed to a cap note the need for greenhouse gas reductions from 
as many sources as possible, and state that concerns regarding the certainty of reductions from 
offset projects can be addressed by establishing rigorous requirements for offset projects. 

The program should allow for a wide range of eligible offset projects beginning as soon 
as possible, as long as the GHG reductions are real, permanent, additional and verifiable.  This is 
consistent with the Midwestern Greenhouse Gas Accord, which calls for the crediting of past and 
present actions to reduce greenhouse gas emissions.  See Accord at p.4.  In addition, if a 
10 percent cap is applied, the Task Force or subsequent stakeholder process would determine the 
extent to which the 10% cap on the use of offsets should be lifted if the price of allowances 
exceeds certain thresholds.  In making this determination, the Task Force or subsequent 
stakeholder process should likely consider the possibility that the stronger the reduction 
requirements become, the more important offsets may be to help the regulated entities meet those 
requirements. 

Modeling Assumption:  The modeling will restrict the supply of available offsets to the 
U.S. (i.e., it will assume no access to international offset markets). 
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It will model two scenarios: 

1. No cap on the use of offsets for compliance by covered sources. 

2. 10% cap on the use of offsets for compliance by covered sources. 

For both scenarios, the modeling will assume a constrained offset supply as follows: 

1. To account for the fact that our state/region may over time be competing for 
offsets with the rest of the country, the modeling will reduce the supply available from each 
category of available national offsets by the ratio equal to the total capped emissions in our 
modeled cap-and-trade region divided by what the total national capped emissions would be if a 
similar cap-and-trade program were in place nationally.  For example, if total capped emissions 
in the modeled region would be 15% of national capped emissions under a national cap-and-
trade regime similar to the one being modeled, then the model should constrain the supply of 
offsets available in our region to 15% of the national total. 

2. To recognize that there is significant uncertainty about future regulations, which 
leads to uncertainty about what projects could be considered “additional” and thus available for 
offsets, the modeling will reduce the pool of available offsets by 25%. 

h. Monitoring, measurement, verification, and reporting requirements: 

The cap-and-trade program would contain requirements for monitoring and measurement 
of GHG emissions from covered sources.  It would also require verification of that monitoring 
and measurement, as well as reporting of the results of the regulatory agency that would oversee 
and enforce the program. 

i. Interaction or integration with a future federal program: 

The Midwestern Greenhouse Gas Accord calls for the cap-and-trade system to address 
potential interaction or integration with a future federal program.  Wisconsin should keep in 
mind the potential for a future federal program and should take steps to help make sure that it is 
in the best interests of Wisconsin.  In doing so, Wisconsin should likely consider issues such as 
whether the future federal program: 

• is sufficiently stringent, 

• appropriately addresses issues such as the auctioning and allocation of allowances, 

• appropriately addresses the use of offsets and cost-containment mechanisms, 

• provides full recognition of early action and other emission reductions in Wisconsin, 
and 

• respects Wisconsin’s decision making regarding the use of auction revenues. 
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8. Timetables, Duration, and Stringency Option:  The timetable is implicit in this 
policy recommendation (i.e., commences 2010 and runs through 2020 and beyond).  The 
duration is until changed by law.  This policy should be regarded as stringent as a result of PSC 
and/or DNR enforcement of cap requirements. 

9. Explanation of Rough Estimate of GHG Reductions:  Since the cap-and-trade 
program sets a limit for the emissions from the covered sectors, reductions can be calculated by 
comparing that cap against the projected emissions under the reference case for the covered 
sources. 

10. Rough Estimate of Costs for Selected Years:  The projected administrative 
costs for this program are likely to be significant, especially in the early years, to establish the 
program.  The cost of this program can be funded from a portion of the funds received from the 
sale of allowances. 

11. Barriers to Implementation:  The major barrier to implementation of this policy 
is the need for legislation to implement it.  Opposition may come from the covered sectors as 
well as larger electric customers that believe that this requirement will increase their electricity 
costs.  However, this policy is considered to be one of the most efficient ways of addressing 
greenhouse gas emissions, as Illinois modeling has also shown. 

Other barriers include the need for outreach and education for the regulated community, 
who may not have previously worked within or dealt with the complexities of a cap-and-trade 
program. 

12. Other Factors:  It is important to note that other requirements and incentives for 
greenhouse gas reductions in the covered sectors may reduce the financial impacts of the 
cap-and-trade programs.  For example, if the renewable portfolio standard is substantially 
enhanced, that requirement would help to reduce the greenhouse gas emissions associated with 
electric generation and thereby decrease the amount of additional reductions needed to meet the 
cap.  Also, the use of monies raised by the sale of allowances for public benefits-related 
programs and other greenhouse gas-reducing activities should further help Wisconsin to meet its 
greenhouse gas reduction targets. 

To address issues regarding potential shifting of generation to non-cap-and-trade states 
raised by the existing MISO tariff, which may limit reductions and encourage leakage, the 
governors that signed onto the Midwest Greenhouse Gas Accord should strongly consider taking 
collective action to attempt to modify that tariff.  See Midwest Greenhouse Gas Accord, p.4 (the 
“cap-and-trade system [is to be] developed to. . . reduce the shifting of generation and emissions 
to non-participating states”).  Issues related to the MISO tariff likely should also be addressed 
through a FERC technical conference. 



 

Table 1:  Estimate of covered emissions and number of facilities under the emissions threshold. 

  Economic Sector 
  Electric Power Industrial Transportation Commercial Residential 

Threshold 
Number 
of Units 

Percent 
of total 
units 

Emissions 
(tonnes) 

Percent of 
total 
emissions 

Number 
of Units 

Percent 
of total 
units 

Emissions 
(tonnes) 

Percent of 
total 
emissions 

Emissions 
(tonnes) 

Emissions 
(tonnes) 

Emissions 
(tonnes) 

None 51 100.0 56,190,786 100.0 305 100.0 8,885,712 100.0
10,000 
tonnes 30 58.8 56,168,469 100.0 41 13.4 8,627,644 97.1
25,000 
tonnes 27 52.9 56,101,577 99.8 39 12.8 8,457,876 95.2
75,000 
tonnes 25 49.0 56,011,331 99.7 21 6.9 8,034,936 90.4
100,000 
tonnes 22 43.1 55,769,474 99.3 19 6.2 7,846,315 88.3

29,071,726 6,084,248 10,478,272 

  Percent of total emissions for electric power and industrial will be applied to WRI data for allowance pool analysis   
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Wisconsin Global Warming Task Force Work Group 

1. Work Group:  Carbon cap-and-trade/tax work group. 

2. Policy Name:  Cap-and-trade program. 

3. Policy Type:  Legislation with regulatory implementation and enforcement. 

4. Affected Sectors, Sub-Sectors and/or Entities:  Electric generation, industry, 
commercial. 

5. Estimated Greenhouse Gas Emissions Reductions Impact:  Based on the 
comparison of the business-as-usual case against the cap-and-trade reduction requirements, by 
2020 emission reductions of _____ million tons are predicted.  [WRI is working to prepare this 
estimate]. 

6. Estimated Costs:  Substantial administrative costs are projected to establish, 
operate, and oversee the cap-and-trade program.  Other costs anticipated are the amounts paid by 
regulated entities to purchase allowances.  A larger (e.g., regional, national, or international) 
market for the cap-and-trade program is likely to be more efficient and therefore the cost of 
allowances is likely to be lower.  A state-only program is highly likely to be more expensive than 
a regional or national program.  Preferably, over time a broader national and international market 
would be formed either directly or through links between different markets. 

If the trading market prices allowance at $10 per metric ton and if all allowances were 
auctioned, then the direct costs of the allowance program for all covered sources would be 
approximately $650 million per year, during the first year of the program, when the greatest 
number of allowances are sold.  See Table 1 (showing approximately 65 million metric tons per 
year in emissions from covered sources).  If the allowances were half as expensive (i.e., $5 per 
metric ton), the direct costs would be reduced to approximately $325 million per year, all other 
things remaining the same.  Similarly, if the allowances were twice as expensive (i.e., $20 per 
metric ton), the direct costs would be increased to approximately $1.3 billion per year, all other 
things remaining the same. 

Regulated sources, particularly the regulated electric utility sector, likely will be able to 
pass along most or all of the cost of compliance, while non-regulated sources may not be able to 
do so, especially in a state-only program.  The costs that are passed on to the customers can be 
reduced through refunds to rate payers and tax refunds.  Also, it should be noted that the costs of 
compliance are reduced under a cap-and-trade program with offsets as compared to a command-
and-control system because a cap-and-trade program allows flexibility in the methods of 
compliance and allows lower-cost greenhouse gas reducers to make reductions.  In addition, the 
money collected from the purchase of allowances is anticipated to be used to offset present 
public benefits program funding, pay for additional public benefits-related programs, and other 
carbon-reducing activities, with the remainder of the funds returned to rate payers and/or 
Wisconsin tax payers.  Finally, the cost of a cap-and-trade are likely to be reduced to the extent 
that sector-specific programs result in greenhouse gas reductions. 
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7. Specific Description of Policy Proposal:  Below are the key elements of the 
cap-and-trade program: 

Design Elements: 

a. Stringency: 

Consistent with the greenhouse gas reduction goals of the Task Force, covered emissions 
would be reduced to their 1990 levels by 2020.  According to WRI’s emissions inventory for 
Wisconsin, estimated 1990 emissions from covered sources in the Industrial, Commercial and 
Electric Generation sectors were approximately ______ million metric tons.  [WRI is working 
to prepare this number].  Projections for 2020 business as usual emissions are __________.  
[WRI is preparing input to determine this number].  For modeling purposes, there would be 
no cap on the price of allowances. 

A subsequent stakeholder process should likely be convened to determine whether any 
“safety valves” (i.e., features that are triggered if allowance prices rise above a certain level or 
levels) should be allowed.  These safety valves could include 

• capping the price of allowances at some level, 

• allowing regulated entities to bank credits and/or borrow against future allowances, 

• aloowing regulated entities to purchase higher levels of offsets (see Section 7.g 
below), and/or 

• regulatory “off ramps” similar to those in Wisconsin’s Renewable Portfolio Standard 
law, whichallow for case-by-case determinations regarding whether the standard can 
be met. 

In considering whether a safety valve(s) should be established, it is important to consider 
several factors, including whether the safety valves will limit or prevent the cap-and-trade from 
meeting its reduction goals, whether the safety valves will limit or prevent the cap-and-trade 
market from trading with other markets, and whether the safety valve is needed to protect our 
citizens and economy from unanticipated costs, and how the safety valve can be aligned with the 
technology uncertainties with respect to greenhouse gas reductions. 

b. Schedule: 

The cap-and-trade program should be implemented as soon as possible.  However, it 
should be noted that it likely will take two years for implementation of the cap-and-trade from 
the passage of any legislation.  Assuming the process can move forward relatively quickly, but 
allowing sufficient time to make sure that the various cap-and-trade issues are properly 
addressed, in 2011, emissions would be capped at 2009 levels and then reduced gradually to 
meet the 1990 level target in 2020. 

c. Covered sources: 
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Existing and new point-source, direct emitters of CO2, in the electric generation and other 
industrial sectors.  Specifically, fossil fuel-fired electric generation units or that emit 25,000 
metric tons of CO2 equivalents or more annually; as well as stationary fossil fuel-fired 
combustion units that emit 25,000 metric tons of CO2 equivalents or more annually (see Table 1 
below for alternative threshold levels) would be covered at the start of the program.  Also all 
electrical energy imported to the state would be subject to this cap.  Other sectors, smaller 
sources within covered sectors and GHGs other than CO2 may be included over time if 
technically feasible and not duplicative in order to make the market more robust and efficient 
while also potentially achieving greater emission reductions at least cost. 

d. Recognition of early action: 

Starting in 2008, covered sources that have achieved GHG reductions prior to 
implementation of the program would be rewarded for their actions.  GHG reductions would 
need to be confirmed through verification of a source’s own inventory or through the registration 
of emission reductions in a recognized GHG reporting program.  In any event, generally 
accepted GHG accounting principles must be used for reporting early action reductions. 

Modeling Assumption:  Early action credits for reductions achieved from 2008-2010. 

e. Linkages with other programs outside of Wisconsin: 

The preference is for an independent but regional cap-and-trade program (the “Regional 
Market”) that will be linked to but not part of other emissions markets, such as RGGI and the 
emerging Western states program.  Over time, the Regional Market will hopefully be linked to or 
become part of a national, international, or global market.  Efforts would be made early in the 
design process to harmonize a Wisconsin program with existing and emerging state and 
international systems.  Linkages or regional market development would be explored with 
Midwest states in particular. 

Modeling Assumption:  The All-In modeling run will analyze the Regional Market, with 
linkages to RGGI.  The Regional Market will include any state that signs an agreement to 
develop such a market at the Midwest Conference of Governors.  Hopefully this will be a large 
number of the MISO states.  Under the All-In modeling run, regulated entities in the regional 
market (and the RGGI states) could buy EU allowances if the RGGI allowance price exceeds 
$10.  Allowances can flow between the Regional Market and the RGGI states but cannot flow 
from the Regional Market and the RGGI states to the EU.  A sensitivity run will be conducted 
with the cap-and-trade market limited to Wisconsin, with linkages to RGGI. 

f. Distribution of allowances: 

Cap-and-trade programs can allocate allowances to covered GHG emitters, auction the 
allowances, or allocate part of the allowances and auction the rest.  There is a split of opinion 
within the carbon cap-and-trade/tax work group regarding whether most of the allowances 
should be auctioned or allocated.  One group believes that, as with Illinois and several RGGI 
states, at least 85% of the allowances should be auctioned, with the remainder allocated.  
Another group believes that most of the allowances should be allocated and only a small 
percentage of the allowances should be auctioned. 
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Auctioning allowances allows for the creation of a fund of money that could be used for 
energy efficiency programs and other carbon-reducing activities.  If the monies used by the fund 
are used to help fund negative cost GHG-reducing items, which could include energy efficiency 
programs, these funds could provide economic as well as GHG reduction benefits.  The money 
from an auction could also be used to assist low income individuals, who tend to use a larger 
percentage of their income for energy, and/or to offset costs to energy customers generally.  
Finally, auction funds could be used to lower marginal tax rates, which could lower the overall 
economic costs of a cap-and-trade program from what they would be if allowances were 
allocated or were auctioned without any offsetting decrease in tax rates.  However, it must be 
cautioned that the creation of any such fund of money carries the potential that those funds 
would be diverted for uses not contemplated by this policy (e.g. the Public Benefits Funds were 
diverted to General Purpose Revenues).  

Those that believe most of the allowances should be auctioned note that the allocation of 
allowances can be subject to political influence, which can create issues between those that 
presently emit greenhouse gases and potential new businesses in the state.  If the allowances are 
allocated mostly to existing large emitters, lower emitting industry and generators as well as 
potential new businesses may be put at a competitive disadvantage compared to existing large 
emitters.  Also, those in favor of auctioning most of the credits state that the requirement to 
purchase allowances creates greater incentive for those that emit greenhouse gases to reduce 
their emissions.  It also allows price signals to flow so that consumers are more likely to face the 
true costs of the products and services they purchase.  Finally, the money collected from the sale 
of allowances could support policies that aid in the transition to a low-emitting economy, as 
discussed below.  Even if most of the money were returned to the state’s individual and business 
residents via utility rate refunds and/or tax refunds, the interest earned on the money if placed 
into a state investment board fund could be used to help fund greenhouse reduction efforts. 

Those in favor of allocating most of the credits note the cost of purchasing allowances.  
For those entities that may not be able to pass on these costs (e.g., industries in nationally or 
internationally competitive markets), the cost of the allowances may cause them to be less 
competitive and in some cases substantially less competitive to the extent that their competitors 
do not have to purchase similar allowances.  For utilities and others that may be able to pass on 
the costs of the allowances to their customers, the customers would face these costs.  However, 
the state could reduce the costs to utility customers by returning some of the money raised from 
an auction to customers via rate and/or tax refunds.  Those in favor of allocation of allowances 
also argue that it is easier administratively to allocate than to auction allowances.  They also note 
that regulated states like Wisconsin are expected to act to ensure that allocated allowances for 
utilities are used to keep costs to rate payers as low as possible. 

Regardless of the amount of allowances that are auctioned, the funds raised via 
auctioning would be placed in a separate state investment board fund to be directed to purposes 
that benefit the public and/or returned to rate payers and/or tax payers.  Possible activities that 
would receive funds would include those funded by the state’s present public benefits program, 
as well as additional greenhouse gas-reducing activities.  The revenues generated by the sale of 
allowances would first offset those funded by the state’s present public benefits program, and 
then be used for additional public benefits or other greenhouse gas-reduction programming, with 
any remaining funds returned to rate payers and/or tax payers.  The determination of the type and 
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amount of any public benefits and/or other greenhouse gas-reduction programming to be funded 
above the present level would be determined by the full task force based on the need to finance 
greenhouse gas-reducing efforts.  The allocation methodology for any non-auctioned allowances 
would be determined by a subsequent stakeholder process and could include the allocation of 
allowances based on early action GHG reductions.  The share of auctioned allowances may also 
be re-examined in this stakeholder process. 

Modeling Assumption:  Consistent with the modeling performed for the Illinois task 
force, the All-In run assumes that 85% of the allowances would be auctioned, and that auction 
revenues are spent as follows:  _____% energy efficiency, ___% renewables, and the remaining 
____% divided between program administration and low-income energy assistance.  An 
additional sensitivity run would attempt to model the GHG reductions and/or cost savings in 
achieving GHG reductions that can be achieved by using auction revenues for energy efficiency 
and other carbon reduction efforts. 

g. Offsets: 

Regulated sources could use credits generated from offset projects in unregulated sectors 
to help meet up to 10 percent of the allowances they use in any given year, so long as they do not 
emit more greenhouse gas emissions than they did in the prior year.  The program should allow 
for a wide range of eligible offset projects, as long as the GHG reductions are real, permanent, 
additional and verifiable.  Though offsets generated in Wisconsin are preferred, eligible offset 
categories and the geographic source of offset credits would be determined through a subsequent 
stakeholder process.  In addition, the subsequent stakeholder process would determine the extent 
to which the 10% cap on the use of offsets should be lifted if the price of allowances exceeds 
certain thresholds.  In making this determination, the subsequent stakeholder process should 
likely consider the possibility that the stronger the reduction requirements become, the more 
important offsets may be to help the regulated entities meet those requirements. 

Modeling Assumption:  Regulated entities can buy offset credits under the All-In 
scenario in accordance with proposed offset rules stated above.  Regulated entities in the 
Regional Market can use Chicago Climate Exchange, RGGI, and Regional Market’s offsets.  
Under the sensitivity run, regulated entities in Wisconsin can purchase Chicago Climate 
Exchange, RGGI, and Wisconsin offsets. 

h. Monitoring, measurement, verification, and reporting requirements: 

The cap-and-trade program would contain requirements for monitoring and measurement 
of GHG emissions from covered sources.  It would also require verification of that monitoring 
and measurement, as well as reporting of the results to the regulatory agency that would oversee 
and enforce the program. 

8. Timetables, Duration, and Stringency Option:  The timetable is implicit in this 
policy recommendation (i.e., commences 2010 and runs through 2020 and beyond).  The 
duration is until changed by law.  This policy should be regarded as stringent as a result of PSC 
and/or DNR enforcement of cap requirements. 
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9. Explanation of Rough Estimate of GHG Reductions:  Since the cap-and-trade 
program sets a limit for the emissions from the covered sectors, reductions can be calculated by 
comparing that cap against the projected emissions under the reference case for the covered 
sources. 

10. Rough Estimate of Costs for Selected Years:  The projected administrative 
costs for this program are approximately $____________ per year.  The cost of this program can 
be funded from a portion of the funds received from the sale of allowances. 

11. Barriers to Implementation:  The major barrier to implementation of this policy 
is the need for legislation to implement it.  Opposition may come from the covered sectors as 
well as larger electric customers that believe that this requirement will increase their electricity 
costs.  However, this policy is considered to be one of the most efficient ways of addressing 
greenhouse gas emissions, as Illinois modeling has also shown. 

Other barriers include the need for outreach and education for the regulated community, 
who may not have previously worked within or dealt with the complexities of a cap-and-trade 
program. 

12. Other Factors:  It is important to note that other requirements and incentives for 
greenhouse gas reductions in the covered sectors may reduce the financial impacts of the 
cap-and-trade program.  For example, if the renewable portfolio standard is substantially 
enhanced, that requirement would help to reduce the greenhouse gas emissions associated with 
electric generation and thereby decrease the amount additional reductions needed to meet the 
cap.  Also, the use of monies raised by the sale of allowances for public benefits-related 
programs and other greenhouse gas-reducing activities should further help Wisconsin to meet its 
greenhouse gas reduction targets. 

In addition, to address issues raised by the existing MISO tariff, which may limit 
reductions and encourage leakage, the Midwest Governors should likely discuss taking collective 
action to attempt to modify that tariff.  Issues related to the MISO tariff likely should also be 
addressed through a FERC technical conference. 

Table 1:  Estimate of covered emissions and number of facilities under three 
potential emissions thresholds. 

 All emitters >25,000 tonnes 
CO2/year 

>75,000 tonnes 
CO2/year 

Estimated covered 
CO2 emissions 
(metric tons CO2) 

65,187,045 64,618,450 64,046,267

Percentage of total 
emissions covered by 
program 

100% 99.1% 98.2%
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Estimated number of 
facilities covered by 
program 

396 59 46

Percentage of total 
facilities covered by 
program 

100% 14.9% 11.6%

Source:  Compiled by World Resources Institute using WDNR data. 

NOTE:  Sources include all Wisconsin air permit holders for fossil fuel-fired generation and 
combustion units in the electric generation, industrial, and commercial sectors.  Data are for CO2 
only.  Non-CO2 data were inconsistent across sources, but totaled less than 1,500 metric tons of 
CO2 equivalents.  Data are derived from fuel data submitted to Wisconsin DNR.  The data are 
based on unit-level information.  Accordingly, the number of covered facilities or actors for each 
threshold will be smaller.  The data may contain emissions from biomass combustion, and 
therefore should be considered high end estimates, since biomass facilities are considered carbon 
neutral from a climate change perspective.  An analysis that subtracts emissions from biomass 
combustion is forthcoming. 
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Wisconsin Task Force on Global Warming 
Carbon Cap-and-Trade / Tax Work Group Policy Option: 

Cap-and-Trade  
(Updated 12/17/07) 

13. Work Group:  Carbon cap-and-trade/tax work group. 

14. Policy Name:  Cap-and-trade program. 

15. Policy Type:  Legislation with regulatory implementation and enforcement. 

16. Affected Sectors, Sub-Sectors and/or Entities:  Electric generation, industry, 
commercial. 

17. Estimated Greenhouse Gas Emissions Reductions Impact:  Based on the 
comparison of the reference case against the cap-and-trade reduction requirements, by 2020 
emission reductions of 27.5 million tons are predicted. 

18. Estimated Costs:  Substantial administrative costs are projected to establish, 
operate, and oversee the cap-and-trade program.  Other costs anticipated are the amounts paid by 
regulated entities to purchase allowances.  A larger (e.g., regional, national, or international) 
market for the cap-and-trade program is likely to be more efficient and therefore the cost of 
allowances is likely to be lower.  A state-only program may be more expensive than a regional or 
national program.  Preferably, over time a broader national and international market would be 
formed either directly or through links between different markets. 

If the trading market prices allowance at $10 per metric ton and if all allowances were 
auctioned, then the direct costs of the allowance program for all covered sources would be 
approximately $650 million per year, during the first year of the program, when the greatest 
number of allowances are sold.  See Table 1 (showing approximately 65 million metric tons per 
year in emissions from covered sources).  If the allowances were half as expensive (i.e., $5 per 
metric ton), the direct costs would be reduced to approximately $325 million per year, all other 
things remaining the same.  Similarly, if the allowances were twice as expensive (i.e., $20 per 
metric ton), the direct costs would be increased to approximately $1.3 billion per year, all other 
things remaining the same.  To the extent that both a cap-and-trade program and carbon tax are 
applied, program design will need to consider inter-program effects to prevent an industry sector 
from being economically disadvantaged by being subject to a cap-and-trade program and a 
carbon tax. 

Regulated sources, particularly the regulated electric utility sector, likely will be able to 
pass along most or all of the cost of compliance as rate increases, while non-regulated sources 
may not be able to do so, especially in a state-only program.  The costs that are passed on to the 
customers can be reduced through refunds to rate payers and tax refunds.  Also, it should be 
noted that the costs of compliance are reduced under a cap-and-trade program with offsets as 
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compared to a command-and-control system because a cap-and-trade program allows flexibility 
in the methods of compliance and allows lower-cost greenhouse gas reducers to make reductions.  
In addition, the money collected from the purchase of allowances is anticipated to be used to 
offset present public benefits program funding, pay for additional public benefits-related 
programs, and other carbon-reducing activities, with the remainder of the funds returned to rate 
payers and/or Wisconsin tax payers.  Finally, the cost of a cap-and-trade are likely to be reduced 
to the extent that sector-specific programs result in greenhouse gas reductions. 

19. Specific Description of Policy Proposal:  Below are the key elements of the 
cap-and-trade program: 

Design Elements: 

a. Stringency: 

Consistent with the greenhouse gas reduction goals of the Task Force, covered emissions 
would be reduced to their 1990 levels by 2020, and continue to be reduced until they are 70% 
below 1990 levels by 2050 (70% below 1990 levels was chosen because that is half-way 
between the 60% and 80% reduction from 1990 levels identified by the Task Force).  Modeling 
of these reductions will be performed consistent with the model output years that the technical 
advisory group is using (2002, 2006, 2010, 2015, and 2024).  According to WRI’s emissions 
inventory for Wisconsin, estimated 1990 emissions from covered sources in the Industrial, 
Commercial and Electric Generation sectors were approximately ______ million metric tons.  
[WRI is working to prepare this number].  Projections for 2020 reference case emissions are 
__________.  [WRI is preparing input to determine this number].  For modeling purposes, 
there would be no cap on the price of allowances. 

The Task Force should examine whether any cost-containment mechanisms (i.e., features 
that are triggered if allowance prices rise above a certain level or levels) should be allowed.  The 
specific goal of cost-containment is only one element of the broad question of flexibility in 
compliance, and should be considered in that context.  Flexible compliance mechanisms could 
include, among others: 

• capping the price of allowances at some level, 

• allowing regulated entities to bank credits and/or borrow against future allowances, 

• allowing regulated entities to purchase higher levels of offsets (see Section 7.g below), 
and/or 

• regulatory “off ramps” similar to those in Wisconsin’s Renewable Portfolio Standard 
law, which allow for case-by-case determinations regarding whether the standard can 
be met. 
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On November 13, 2007, WRI provided a presentation on cost-containment mechanisms, which 
the Task Force members should likely use as a resource on this issue.  See 
http://dnr.wi.gov/environmentprotect/gtfgw/documents/MiTF20071113.pdf.  The Task Force 
may also wish to review the resolutions of the National Association of Regulatory Utility 
Commissioners regarding climate change.  See http://www.naruc.org/News/default.cfm?pr=61. 

The carbon cap-and-trade/carbon tax work group recommends that the Task Force examine the 
compliance flexibility issue in more detail after the modeling of the cap-and-trade is complete, so 
that the Task Force will have additional information regarding the projected economic effects of 
the cap-and-trade.  In considering whether a safety valve(s) should be established, it is important 
to consider several factors, including whether the safety valves will limit or prevent the cap-and-
trade from meeting its reduction goals, whether the safety valves will limit or prevent the cap-
and-trade market from trading with other markets, and whether the safety valve is needed to 
protect our citizens and economy from unanticipated costs, and how the safety valve can be 
aligned with the technology uncertainties with respect to greenhouse gas reductions.  
Compliance flexibility also addresses issues regarding the overall feasibility of the policy, 
particularly with respect to timing of compliance activities in relation to regulatory deadlines. 

b. Schedule: 

The cap-and-trade program should be implemented as soon as possible.  The Governor of 
Wisconsin has signed onto the Midwestern Greenhouse Gas Accord.  This Accord calls for the 
establishment of greenhouse gas emission reductions and timeframes consistent with states’ 
targets and the adoption of policies and implementation mechanisms by July 15, 2008, complete 
development of the proposed cap-and-trade agreement and a model rule by November 15, 2008, 
and a completion of the cap-and-trade program by May 15, 2010.  For modeling purposes, by 
2011, emissions would be capped at 2009 levels and then reduced gradually to meet the 1990 
level target in 2020, and 70% below 1990 in 2050. 

c. Covered sources: 

Covered sources include existing and new point-source, direct emitters of CO2, in the 
electric generation and other industrial sectors.  Specifically, fossil fuel-fired electric generation 
units or that emit 25,000 metric tons of CO2 equivalents or more annually; as well as stationary 
fossil fuel-fired combustion units that emit 25,000 metric tons of CO2 equivalents or more 
annually (see Table 1 below for alternative threshold levels) would be covered at the start of the 
program.  Also all electrical energy imported to the state would be subject to this cap.  As 
discussed in Section 12, modifications to the present Midwest Independent System Operator 
(“MISO”) tariff likely are necessary to make sure this occurs.  Other sectors, smaller sources 
within covered sectors and GHGs other than CO2 may be included over time if technically 
feasible and not duplicative in order to make the market more robust and efficient while also 
potentially achieving greater emission reductions at least cost. 
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d. Recognition of early action: 

Starting in 2008 and continuing until the cap-and-trade program is in place, covered 
sources that have achieved GHG reductions beyond any mandatory requirements would be 
rewarded for their actions with allocations of allowances under the cap.  This is consistent with 
the Midwestern Greenhouse Gas Accord, which calls for crediting past and present actions to 
reduce greenhouse gas emissions.  See Accord at p.4.  GHG reductions would need to be 
confirmed through verification of a source’s own inventory or through the registration of 
emission reductions in a recognized GHG reporting program.  Appropriate early action protocols 
would need to be identified and used for this analysis.  In any event, generally accepted GHG 
accounting principles must be used for reporting early action reductions. 

Modeling Assumption:  Early action credits for reductions achieved from 2008-2010. 

e. Linkages with other programs outside of Wisconsin: 

The preference is for an independent but regional cap-and-trade program (the “Regional 
Market”) that will be linked to but not part of other emissions markets, such as RGGI and the 
emerging Western states program.  This is consistent with the Midwestern Greenhouse Gas 
Accord (the “cap-and-trade system [is to] be developed to enable linkages to other jurisdictions’ 
systems to create economics of scale, increase market efficiencies, diversity and liquidity, while 
reducing costs”).  Over time, the Regional Market will hopefully be linked to or become part of a 
national, international, or global market.  Efforts would be made early in the design process to 
harmonize a Wisconsin program with existing and emerging state and international systems.  
Linkages or regional market development would be explored with Midwest states in particular. 

Modeling Assumption:  The All-In modeling run will analyze the Regional Market, with 
linkages to RGGI.  The Regional Market will include the six states (Wisconsin, Iowa, Illinois, 
Minnesota, Michigan, and Kansas) and Manitoba, which signed onto the Midwestern 
Greenhouse Gas Accord.  Under the All-In modeling run, regulated entities in the regional 
market (and the RGGI states) could buy EU allowances if the RGGI allowance price exceeds 
$10.  Allowances can flow between the Regional Market and the RGGI states but cannot flow 
from the Regional Market and the RGGI states to the EU.  A sensitivity run will be conducted 
with the cap-and-trade market limited to Wisconsin, with linkages to RGGI. 

f. Distribution of allowances: 

Cap-and-trade programs can allocate allowances to covered GHG emitters, auction the 
allowances, or allocate part of the allowances and auction the rest.  There is a split of opinion 
within the carbon cap-and-trade/tax work group regarding whether most of the allowances 
should be auctioned or allocated.  One group believes that, as with Illinois and several RGGI 
states, at least 85% of the allowances should be auctioned, with the remainder allocated.  
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Another group believes that most of the allowances should be allocated and only a small 
percentage of the allowances should be auctioned. 

Auctioning allowances allows for the creation of a fund of money that could be used for 
energy efficiency programs and other carbon-reducing activities.  If the monies used by the fund 
are used to help fund negative cost GHG-reducing items, which could include energy efficiency 
programs, these funds could provide economic as well as GHG reduction benefits.  The money 
from an auction could also be used to assist low income individuals, who tend to use a larger 
percentage of their income for energy, and/or to offset costs to energy customers generally.  
Finally, auction funds could be used to lower marginal tax rates, which could lower the overall 
economic costs of a cap-and-trade program from what they would be if allowances were 
allocated or were auctioned without any offsetting decrease in tax rates. 

Those that believe most of the allowances should be auctioned note that the allocation of 
allowances can be subject to political influence, which can create issues between those that 
presently emit greenhouse gases and potential new businesses in the state.  If the allowances are 
allocated mostly to existing large emitters, lower emitting industry and generators as well as 
potential new businesses may be put at a competitive disadvantage compared to existing large 
emitters.  Also, those in favor of auctioning most of the credits state that the requirement to 
purchase allowances creates greater incentive for those that emit greenhouse gases to reduce 
their emissions.  It also allows price signals to flow so that consumers are more likely to face the 
true costs of the products and services they purchase.  Finally, the money collected from the sale 
of allowances could support policies that aid in the transition to a low-emitting economy, as 
discussed below.  Even if most of the money were returned to the state’s individual and business 
residents via utility rate refunds and/or tax refunds, the interest earned on the money if placed 
into a state investment board fund could be used to help fund greenhouse reduction efforts. 

Those in favor of allocating most of the credits note the cost of purchasing allowances.  
For those entities that may not be able to pass on these costs (e.g., industries in nationally or 
internationally competitive markets), the cost of the allowances may cause them to be less 
competitive and in some cases substantially less competitive to the extent that their competitors 
do not have to purchase similar allowances.  For utilities and others that may be able to pass on 
the costs of the allowances to their customers, the customers would face these costs.  However, 
the state could reduce the costs to utility customers by returning some of the money raised from 
an auction to customers via rate and/or tax refunds.  Those in favor of allocation of allowances 
also argue that it is easier administratively to allocate than to auction allowances.  They also note 
that regulated states like Wisconsin are expected to act to ensure that allocated allowances for 
utilities are used to keep costs to rate payers as low as possible. 

Regardless of the amount of allowances that are auctioned, the funds raised via 
auctioning would be placed in a separate state investment board fund to be directed to purposes 
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that benefit the public and/or returned to rate payers and/or tax payers.  Possible activities that 
would receive funds would include those funded by the state’s present public benefits program, 
as well as additional greenhouse gas-reducing activities.  The revenues generated by the sale of 
allowances would first offset those funded by the state’s present public benefits program, and 
then be used for additional public benefits or other greenhouse gas-reduction programming, with 
any remaining funds returned to rate payers and/or tax payers.  The determination of the type and 
amount of any public benefits and/or other greenhouse gas-reduction programming to be funded 
above the present level would be determined by the full Task Force based on the need to finance 
greenhouse gas-reducing efforts.  The allocation methodology for any non-auctioned allowances 
would be determined by a subsequent stakeholder process and could include the allocation of 
allowances based on early action GHG reductions.  The share of auctioned allowances may also 
be re-examined in this stakeholder process. 

Modeling Assumption:  Consistent with the modeling performed for the Illinois task 
force, the All-In run assumes that 85% of the allowances would be auctioned, and that auction 
revenues are spent as follows:  _____% energy efficiency, ___% renewables, and the remaining 
____% divided between program administration and low-income energy assistance.  A second 
modeling run would assume that 15% of the allowances would be auctioned, and that auction 
revenues are spent as follows:  ____% energy efficiency, ___% renewables, and the remaining 
____% divided between program administration and low-income energy assistance.  Additional 
sensitivity runs would attempt to model the GHG reductions and/or cost savings in achieving 
GHG reductions that can be achieved by using auction revenues for energy efficiency and other 
carbon reduction efforts. 

g. Offsets: 

Regulated sources could use credits generated from offset projects in unregulated sectors 
to help meet up to 10 percent of the allowances they use in any given year.  The carbon 
cap-and-trade/tax work group selected the 10 percent figure based on the precedent from the 
Illinois cap-and-trade policy statement.  There is a split of opinion within the work group 
regarding whether such a cap on the use of offsets is appropriate.  Those in favor of a cap note 
that there may be a higher degree of uncertainty associated with the greenhouse gas reductions 
from offset projects.  Those opposed to a cap note the need for greenhouse gas reductions from 
as many sources as possible, and state that concerns regarding the certainty of reductions from 
offset projects can be addressed by establishing rigorous requirements for offset projects. 

The program should allow for a wide range of eligible offset projects beginning as soon 
as possible, as long as the GHG reductions are real, permanent, additional and verifiable.  This is 
consistent with the Midwestern Greenhouse Gas Accord, which calls for the crediting of past and 
present actions to reduce greenhouse gas emissions.  See Accord at p.4.  Though offsets 
generated in Wisconsin are preferred, eligible offset categories and the geographic source of 
offset credits would be determined through a subsequent stakeholder process.  In addition, if a 
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10 percent cap is applied, the Task Force or subsequent stakeholder process would determine the 
extent to which the 10% cap on the use of offsets should be lifted if the price of allowances 
exceeds certain thresholds.  In making this determination, the Task Force or subsequent 
stakeholder process should likely consider the possibility that the stronger the reduction 
requirements become, the more important offsets may be to help the regulated entities meet those 
requirements. 

Modeling Assumption:  The work group recommends allowing the use of offsets under 
the cap-and-trade program.  However, for modeling purposes, in order to project the full 
potential economic effect if limited offset credits are available, the modeling should assume that 
no offset credits are available. 

h. Monitoring, measurement, verification, and reporting requirements: 

The cap-and-trade program would contain requirements for monitoring and measurement 
of GHG emissions from covered sources.  It would also require verification of that monitoring 
and measurement, as well as reporting of the results to the regulatory agency that would oversee 
and enforce the program. 

i. Interaction or integration with a future federal program: 

The Midwestern Greenhouse Gas Accord calls for the cap-and-trade system to address 
potential interaction or integration with a future federal program.  Wisconsin should keep in 
mind the potential for a future federal program and should take steps to help make sure that it is 
in the best interests of Wisconsin.  In doing so, Wisconsin should likely consider issues such as 
whether the future federal program: 

• is sufficiently stringent, 

• appropriately addresses issues such as the auctioning and allocation of allowances, 

• appropriately addresses the use of offsets and cost-containment mechanisms, 

• provides full recognition of early action and other emission reductions in Wisconsin, 
and 

• respects Wisconsin’s decision making regarding the use of auction revenues. 

20. Timetables, Duration, and Stringency Option:  The timetable is implicit in this 
policy recommendation (i.e., commences 2010 and runs through 2020 and beyond).  The 
duration is until changed by law.  This policy should be regarded as stringent as a result of PSC 
and/or DNR enforcement of cap requirements. 

21. Explanation of Rough Estimate of GHG Reductions:  Since the cap-and-trade 
program sets a limit for the emissions from the covered sectors, reductions can be calculated by 
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comparing that cap against the projected emissions under the reference case for the covered 
sources. 

22. Rough Estimate of Costs for Selected Years:  The projected administrative 
costs for this program are approximately $____________ per year.  The cost of this program can 
be funded from a portion of the funds received from the sale of allowances. 

23. Barriers to Implementation:  The major barrier to implementation of this policy 
is the need for legislation to implement it.  Opposition may come from the covered sectors as 
well as larger electric customers that believe that this requirement will increase their electricity 
costs.  However, this policy is considered to be one of the most efficient ways of addressing 
greenhouse gas emissions, as Illinois modeling has also shown. 

Other barriers include the need for outreach and education for the regulated community, 
who may not have previously worked within or dealt with the complexities of a cap-and-trade 
program. 

24. Other Factors:  It is important to note that other requirements and incentives for 
greenhouse gas reductions in the covered sectors may reduce the financial impacts of the 
cap-and-trade program.  For example, if the renewable portfolio standard is substantially 
enhanced, that requirement would help to reduce the greenhouse gas emissions associated with 
electric generation and thereby decrease the amount additional reductions needed to meet the 
cap.  Also, the use of monies raised by the sale of allowances for public benefits-related 
programs and other greenhouse gas-reducing activities should further help Wisconsin to meet its 
greenhouse gas reduction targets. 

To address issues regarding potential shifting of generation to non-cap-and-trade states 
raised by the existing MISO tariff, which may limit reductions and encourage leakage, the 
governors that signed onto the Midwest Greenhouse Gas Accord should strongly consider taking 
collective action to attempt to modify that tariff.  See Midwest Greenhouse Gas Accord, p.4 (the 
“cap-and-trade system [is to be] developed to. . . reduce the shifting of generation and emissions 
to non-participating states”).  Issues related to the MISO tariff likely should also be addressed 
through a FERC technical conference. 
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Table 1:  Estimate of covered emissions and number of facilities under three 
potential emissions thresholds. 

 All emitters >25,000 tonnes 
CO2/year 

>75,000 tonnes 
CO2/year 

Estimated covered 
CO2 emissions 
(metric tons CO2) 

65,187,045 64,618,450 64,046,267

Percentage of total 
emissions covered by 
program 

100% 99.1% 98.2%

Estimated number of 
facilities covered by 
program 

396 59 46

Percentage of total 
facilities covered by 
program 

100% 14.9% 11.6%

Source:  Compiled by World Resources Institute using WDNR data. 

NOTE:  Sources include all Wisconsin air permit holders for fossil fuel-fired generation and 
combustion units in the electric generation, industrial, and commercial sectors.  Data are for CO2 
only.  Non-CO2 data were inconsistent across sources, but totaled less than 1,500 metric tons of 
CO2 equivalents.  Data are derived from fuel data submitted to Wisconsin DNR.  The data are 
based on unit-level information.  Accordingly, the number of covered facilities or actors for each 
threshold will be smaller.  The data may contain emissions from biomass combustion, and 
therefore should be considered high end estimates, since biomass facilities are considered carbon 
neutral from a climate change perspective.  An analysis that subtracts emissions from biomass 
combustion is forthcoming. 
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