· We study the problem of a regulator who must control the emissions of a given pollutant from a series of industries. 
· He wants firms to produce the optimal amount of pollution
· Fundamental problem: he does not know the exact nature of the pollution abatement technology of firms
· He must therefore rely on whatever it can learn about firms' costs from the information they are willing to provide.
· Our model
· regulator asks firms to declare what their cost functions are 
· to set an emissions standard for each industry
· after receiving the reports, he inspects any of the firms in each industry which declared the cost structure consistent with the most stringent emissions standard (the firms most likely to be telling the truth). 
· With an arbitrarily small probability, he discovers whether the report was true or not. 
· If the report was true, the firms in the industry that lied are fined, and if it was false, the firm is fined.
· This mechanism has several important features. 
· it implements truth telling by the firms, resulting in the regulator setting the efficient standard in each industry.
· it is very simple, and therefore applicable in practice. 
· it is very similar to the US National Pollutant Discharge Elimination System, and 
· the Uruguayan Industrial Discharge Authorization System
· it is budget balanced: it implies no costs for the regulator.
· There are other studies that have proposed mechanisms that both implement truth telling by the firms and result in an efficient level of pollution. Kwerel (1977) and Dasgupta, Hammond and Maskin (1980) and Spulber (1988).
· The problem with these prior studies is that one does not observe the proposed mechanisms in practice.

