
AEP supports the United States moving forward with a reasonable cap-and-trade 
approach for reducing greenhouse gas (GHG) emissions. Cap-and-trade programs have 
very effectively reduced emissions at lower than projected costs as part of the Clean Air 
Act by encouraging the most cost-effective reductions. However, the design of the cap 
and trade program will play a critical role in mitigating negative economic impacts.  

 
Previous cap-and-trade programs have been cost effective because they allocated 
allowances to emitters. Under a cap-and-trade program, emission allowances (one 
allowance equals one ton of emissions) must be surrendered each year by emitters in an 
amount equal to the annual emissions of the company. Over time, the number of 
allowances issued is reduced, forcing emitters to lower their emissions. Auctioning rather 
than allocating allowances greatly increases the costs by forcing companies to not only 
invest in equipment or programs to reduce emissions but also to purchase allowances at 
auction to cover the remaining emissions after the reductions are achieved. In the case of 
electric utilities, all of those costs are passed on to customers. With allocation, the same 
reduction is achieved but only the costs required to actually cut emissions are incurred 
and passed on to customers.  

 
Calls to generate revenue by auctioning, rather than allocating, a large portion of GHG 
emission allowances will drive up the costs of cutting emissions exponentially without 
any additional environmental benefit. Auctioning 100 percent of emission allowances 
will increase the cost of reducing emissions substantially and result in much higher 
electricity rates for customers in the 25 U.S. states dependent on coal for electricity 
generation. For AEP customers alone, a 100 percent auction of allowances will raise the 
costs through 2030 from approximately $41 billion to $181 billion and quadruple 
electricity rate increases without a single additional carbon dioxide emission reduction.  

 
Auctioning a large portion of allowances also directly hurts the Midwestern 
manufacturing belt of our country and puts it at a competitive disadvantage compared 
with other regions. AEP’s customers throughout the Midwest and Central southwestern 
U.S. rely heavily on local abundant, domestic coal to fuel their electricity needs. Our 
ratepayers will see much greater cost increases under this proposal than the average U.S. 
consumer. Manufacturing firms that have traditionally relied on low and stable electric 
rates in our states will be subject to massive cost increases, likely forcing them to relocate 
or close their operations. Those areas relying on lower emitting electricity sources would 
see significantly smaller increases in energy costs.  

 
There is a simple way to prevent this transfer of wealth and economic disparity – don’t 
impose the additional costs in the first place. In the case of the electric power industry, 
concerns about allowance allocations can be addressed by giving local electricity 
distribution companies allowances based on the actual emissions associated with 
customer energy use. These entities have a legal requirement to serve customers, would 



be required to flow the value of such allowances back to consumers and therefore would 
not have any opportunity to earn windfall profits from GHG emission allowances. This 
system would mitigate electric rate shocks, prevent economic dislocations and provide 
for more consistent and prolonged economic growth, while still reducing GHG 
emissions.  

 
Members of the AEP Washington team will be contacting your office to discuss this issue 
in more detail.  Also, please don't hesitate to contact me if you have any questions or 
concerns.  

Sincerely,  
 
Michael G. Morris  
Chairman, President and CEO  
American Electric Power  

 


