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Chapter 3 – Markets, Regulation,  
and Oversight

Why, sir, there is every possibility that you will soon be able to tax it!  
(to PM William Gladstone, on the usefulness of electricity)

– Michael Faraday
English physicist who contributed greatly to the understanding of electromagnetism, 1791-1867

Traditionally in the U.S., the electricity system was dominated by 
regulated integrated utilities, each operating their local generation, 
transmission, and distribution systems.  Following the successful 
deregulation of other industries, such as telecommunications and air 
travel, in the 1990s, states began to examine ways to restructure the 
electricity industry.  California was the first state to begin restructuring 
its electricity sector, but put the initiative on hold for several years 
following an energy crisis in which electricity supplies were constrained 
and prices increased dramatically.  Though the California experience 
caused many states to halt restructuring efforts, numerous others, 
typically states characterized by high electricity prices, continued with 
their restructuring plans.  This has led to a national electricity system 
landscape where some states continue to operate under a traditional 
regulated regime and others have moved towards competitive generation 
at the retail level.

3.1 Retail Electricity Markets
In Maryland, the Electric Customer Choice and Competition Act of 1999 
restructured the electric utility industry to functionally separate it into 
three distinct businesses:  generation and supply, transmission, and 
distribution.  The costs and prices of generation and supply of electricity 
are not regulated in Maryland and prices are set by the competitive 
wholesale and retail electricity markets.  The high-voltage transmission 
system is regulated at the federal level and operated by the regional 
transmission operator, PJM.  Note that the State retains regulatory 
control over siting for new generation and high-voltage transmission 
development (i.e., over 69,000 volts) in Maryland through the Certificate 
of Public Convenience and Necessity (CPCN) process.  The distribution 
of electricity continues to be a regulated monopoly function of the local 
utility, and hence continues to be subject to price regulation by the 
Maryland Public Service Commission (PSC).  Customers are billed for 
each of the three separate functions, although most customers receive 
just one consolidated electric bill.  The fundamental objective of the 1999 
Maryland Electric Customer Choice and Competition Act (the Act) was to 
foster retail electric competition as a means of achieving favorable retail 
prices, providing an array of alternative supply products (for example, 
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green power supply), and giving customers a choice in their electric 
power supplier.  However, for many years the competitive market did not 
develop as hoped when the legislation was adopted.  

At the beginning of 2009, only 2.8 percent of residential customers were 
being served by competitive suppliers.  By the beginning of 2010, 5.1 
percent of residential customers had signed with competitive suppliers.  
The number of residential customers being served by competitive 
suppliers more than doubled through 2010 and reached 17.3 percent in 
June 2011 (see Table 3-1).

Maryland Rate Freeze Timelines
Implementation of the Electric Customer Choice and Competition Act of 1999 included the capping of rates charged by investor-owned utilities for a certain period 
of time.  The caps, which kept rates at or below the rates that competitive suppliers were able to offer, have now expired.  Thus, competitive electricity suppliers are 
able to better compete with utility Standard Offer Service. 

Maryland Rate Freeze Timelines

Table 3-1 Percentage of Customers Served by Competitive Suppliers

Residential
Small  

Commercial   
& Industrial

Mid  
Commercial  
& Industrial

Large  
Commercial   
& Industrial

17.3% 28.1% 55.7% 91.3%

Source: Maryland PSC, Electric Choice Enrollment – June 2011.

3.1.1	 Standard	Offer	Service
Residential and small commercial customers that cannot or do not choose 
to transact with a competitive supplier are provided with electricity 
service from their local utility at rates approved by the PSC.  This utility-
supplied service is referred to as Standard Offer Service (SOS).  Under 
the current residential SOS procurement approach, utilities procure 25 
percent of total residential SOS load every six months under two-year 
contracts with competitive wholesale suppliers.  

Rate freezes have now expired for all residential customers, and with 
the price caps removed, customers now purchase electricity at a price 
that is set by the wholesale market.  Wholesale market prices have risen 
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significantly since 2000, and residential customers have seen substantial 
increases in their electric bills since the removal of the price caps.   
Figure 3-1 compares the residential SOS rates in effect in 2002 and for 
each subsequent year.

Figure 3-1 Comparison of Summer Retail Electricity Rates for 
Residential SOS Customers, 2002-2010 (cents/kWh)

Note:  Includes generation, transmission, and distribution charges. 
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3.2 Wholesale Markets and PJM 
In states with restructured markets, such as Maryland, electricity 
is generated by a power company that is separate from the entity 
responsible for transporting and delivering power to end-use customers. 
Entities selling energy on the wholesale market include competitive 
suppliers and power marketers that are affiliated with utility holding 
companies, independent power producers not affiliated with a utility, 
and traditional vertically integrated utilities located within the region.  
Entities that purchase energy in the wholesale market to supply to end-
use consumers are referred to as load serving entities (LSEs) and can be 
either distribution utilities or independent energy suppliers.  Like many 
other commodities, electricity is frequently bought and re-sold several 
times before finally being consumed.  These sales and re-sale transactions 
make up the wholesale market. 

PJM operates and independently monitors the markets for the purchase 
and sale of both energy and capacity. Energy refers to the electric power 
that is used by customers over a given period of time and is measured 
in units of watt-hours.  Energy costs typically include fuel and operating 
expenses.  Capacity refers to the infrastructure and physical plant 
available to produce electrical power at some instant in time and is 
measured in watts.  Costs for capacity typically include fixed and  
capital-related costs. 
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A reliable supply of energy depends upon sufficient electric generating 
capacity at times of high demand.  Most states that have restructured 
their retail electricity markets rely on a combination of energy markets 
and capacity markets to create sufficient economic incentives for 
development of new generation capacity as that capacity is needed to 
serve the load.  Figure 3-2 shows the 2011 supply and demand in PJM.

Figure 3-2 PJM Supply and Demand for 2011
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3.2.1	 Energy	Pricing
PJM uses a uniform price auction based upon locational marginal prices 
(LMPs), which vary across PJM zones and time of day, to establish energy 
prices (see Appendix B for additional information).  Electricity generators 
bid in the amount of energy they would like to sell at a particular time 
and price. 

For energy products, the PJM operator determines the hourly dispatch 
of plants on the basis of price bids submitted by suppliers.  Zone-wide 
energy prices are based upon the bids designating a price and quantity 
at which a generator is willing to sell electricity.  PJM stacks these bids 
from lowest price to highest price until it is able to satisfy the quantity 
required to meet energy requirements in the zone.  It is the price of the 
last resource, the marginal price, that becomes the zone-wide energy 
component of the hourly LMP for the next operating day.  While energy 
prices may vary considerably by location, the average PJM region day 
ahead and real time LMPs for 2010 are shown in Table 3-2.

Table 3-2 PJM Off-Peak and On-Peak Hourly Locational  
Marginal Prices for 2010

Day Ahead Real Time

Off-Peak  
($/MW)

On-Peak  
($/MW)

Off-Peak  
($/MW)

On-Peak  
($/MW)

Average $37.46 $52.67 $37.44 $53.25

Median $33.73 $45.48 $31.83 $43.20

Source: Monitoring Analytics, “2010 State of the Market Report for PJM,” March 10, 2011.
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PJM must also account for congestion costs.  Congestion occurs between 
two delivery points on the transmission system when the transmission 
grid cannot accommodate the power flows between these specific 
locations.  During periods of congestion to accommodate the power 
supply requirements, PJM must dispatch generation resources that are 
located at or near the load zone even if those resources are not the most 
economic resources available to meet load.  When congestion occurs, 
higher priced local resources are used instead of lower cost electricity that 
would otherwise be used to meet load by being transported into the area 
via transmission lines.  The cost of congestion refers to the incremental 
cost of dispatching these more expensive location-specific resources.  

Congestion most often occurs during times of peak demand, when 
transmission lines are reaching full capacity and certain sections become 
constrained.  LMP differentials between PJM regions (see Table 3-3) have 
been mainly due to congestion between the 
western region, where abundant low-cost 
generation is located, and the Mid-Atlantic 
region, where the large load centers are 
located.  PJM estimates that congestion added 
approximately $82.9 million in costs for BGE 
in 2010, $112.8 million in the Pepco zone,  
and $50.5 million in the Delmarva Power & 
Light zone.14  

3.2.2	Power	Plant	Construction
Prior to electricity restructuring, Maryland, like most other states, would 
identify a need for generating capacity as part of the Integrated Resource 
Planning (IRP) process.  Capacity was constructed, typically by vertically 
integrated utilities, once a need was identified and a permit to construct 
was issued by the PSC.  The cost of building and operating the new 
generation capacity was included in customer rates, which were regulated 
by the PSC.  With the movement toward electric industry restructuring, 
the generation function was placed in the competitive arena and the 
competitive market is relied upon to provide new generation sources to 
meet load requirements.  Capacity is constructed by independent power 
producers (IPPs) in response to wholesale electricity market signals.  The 
RPM capacity market was established by PJM to provide a mechanism 
to give incentives to power plant owners and developers to keep existing 
plants on-line and to construct new generating capacity in the most 
advantageous zones as market conditions dictated.

With electric industry restructuring, it was anticipated that market  
prices would provide signals to power plant developers and new 
power plant construction would result as market prices for electricity 
increased.  Since the late 1990s, however, very little new generation has 
been constructed in the Mid-Atlantic region, and concerns have arisen 
regarding the reliability of power supply in Maryland and other nearby 
states.  While several smaller projects have come on-line in recent years, 
and demand response has grown significantly (see Chapters 2 and 5), no 
new baseload generation projects have been constructed in the state.   

14 The Pepco zone includes Washington D.C. and the Delmarva zone includes Delaware. 

Table 3-3 Average Annual Load-weighted LMP  
for 2010

Maryland $58.86 Pennsylvania $49.49
Washington, D.C. $57.36 West Virginia $41.72
Delaware $55.09 Ohio $39.47

Source: Monitoring Analytics, “2010 State of the Market Report  
for PJM,” March 10, 2011.
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IPPs have proposed various projects, but they have mainly been 
expansions of existing sites.  Without the financial assurances that 
were previously available through utility ownership and rate base cost 
recovery, and the inability of IPPs to secure long-term contracts for 
electricity output, it has become increasingly difficult for IPPs to find new 
sites and obtain the financial backing needed to build new generation.  
Construction of proposed high-voltage transmission lines would 
alleviate the potential for power supply shortages in the Mid-Atlantic 
region for the near term, but ultimately new power plants will need to 
be constructed near the load centers in the Mid-Atlantic area as excess 
generation capacity in the western portion of PJM is absorbed.

The PSC is currently considering options to attract new generating 
resources to the state to ensure the reliability of electricity in Maryland.  
In September 2009, the PSC opened Case 9214 to “investigate whether 
it should exercise its authority to order electric utilities to enter into 
long-term contracts to anchor new generation or to construct, acquire, or 
lease, and operate, new electric generating facilities in Maryland.”15  In 
September 2011, the PSC made a preliminary determination that new 
generation is needed to meet long-term, anticipated electricity demand 
in Maryland.  Subsequently, the PSC directed the state’s four investor-
owned utilities to issue a Request for Proposals (RFP) that could result in 
as much as 1,500 MW of new natural gas-fired generation in Maryland.  
The PSC will hold a hearing in 2012 to consider all evidence on the record 
and make a final determination of the necessity of the RFP.

3.3 Transmission and Reliability
Historically, the transmission system enabled utilities to locate power 
plants near inexpensive sources of fuel, and transmit electricity over 
long distances to consumers.  By interconnecting transmission systems, 
utilities were able to improve reliability by backing up each other’s 
generating capacity.  The power grid that began as a local structure grew 
into an interstate system subject to both federal and state regulation.  
The federal Energy Policy Act of 1992 required that any generator, 
independent or utility-owned, could request access to the transmission 
grid at rates and terms comparable to those that the owner-utility would 
charge itself.  This access to the transmission grid led to the growth 
of wholesale power markets.  Power generators were able to use the 
transmission system to send power to one another as needed to serve 
the loads of their customers, creating larger, more regional transmission 
networks.  With the creation of regional transmission systems and 
competitive wholesale markets, utilities in many areas transferred the 
functional control of their transmission lines to independent system 
operators (ISOs) or regional transmission operators (RTOs), such as  
PJM, while maintaining ownership and maintenance responsibilities  
over their lines.

15  PSC Order No. 82936, September 29, 2009.
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3.3.1	 Reliability	
The North American Electric Reliability Corporation (NERC) is charged 
with developing guidelines and protocols for implementing standards 
and assessing the reliability of the bulk power system.  NERC, which 
is governed by a 12-member independent board of trustees, develops 
reliability standards that are ultimately approved and made mandatory 
by the Federal Energy Regulatory Commission (FERC).  Development  
of mandatory standards was part of the Energy Policy Act of 2005 
prompted by the Northeast blackout of August 2003.  NERC delegates 
enforcement authority to eight regional reliability councils, including  
the ReliabilityFirst Corporation that serves the PJM RTO (see Figure 3-3).

One of the reliability standards applicable to PJM is the Resource 
Planning Reserve Requirement.  The standard requires that each LSE 
participating in the PJM Regional Transmission Organization have 
sufficient resources such that there is no loss of load from insufficient 
resources more than one day in ten years.  In order to maintain 

Figure 3-3 NERC Reliability Councils

Source: NERC, 2006 Long-Term Reliability Assessment, October 2006.

NERC Regional Reliability Councils as of October 2006
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NPCC – Northwest Power Coordinating Council
RFC – ReliabilityFirst Corporation
SERC – SERC Reliability Corporation
FRCC – Florida Reliability Coordinating Council 2006.

Legend

WECC – Western Electric Coordinating Council
MRO – Midwest Reliability Organization
SPP – Southwest Power Pool
ERCOT – Electric Reliability Council of Texas
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compliance under this reliability standard, PJM conducts annual resource 
planning exercises to ensure all LSEs have sufficient generation resources 
to supply their peak electricity load, plus a specified annual reserve 
margin of approximately 15 percent.  

3.3.2	Congestion
The economic impacts of congestion are described in Section 3.2.1; 
however, congestion may also affect reliability when a transmission line 
nears or exceeds its transfer limit, the physical limit of the transmission 
system, and there are no supplemental generation resources downstream 
of the constraint.  When this occurs, system operators might ask large 
customers to voluntarily curtail their loads or, in extreme situations, may 
even be forced to reduce electricity deliveries to consumers.  While this 
type of congestion may result in economic consequences to the consumer, 
it is not due to higher electricity costs.  Economic congestion that results 
in higher electricity costs is far more common than a loss-of-load, or 
blackout, caused by insufficient transmission or generation resources.

Eliminating key constraints can alleviate congestion.  This may be 
achieved through construction of new transmission lines, building 
new generation within a load pocket, upgrades to limiting facilities/
equipment, or demand side management.  Transmission constraints, such 
as congestion, need to be ameliorated so that reliability violations do 
not emerge.  Economic congestion is congestion that produces localized 
increases in electricity prices, but does not trigger a reliability event.  
This congestion may not be addressed in PJM’s reliability planning since 
it is considered a business decision rather than a reliability problem.  
However, depending on the total economic impact and benefits, PJM may 
include corrective projects as part of its economic planning process.

3.3.3	PJM	Transmission	Planning
PJM conducts reliability studies in order to forecast potential problems 
and to plan for the expansion and upgrade of the transmission system to 
mitigate or alleviate problems.  PJM’s Regional Transmission Expansion 
Planning (RTEP) process incorporates a reliability assessment that 
models future load and energy use and highlights likely problems and 
the effectiveness of proposed grid improvements.  PJM has authority over 
the transmission system and an obligation to maintain reliability.  PJM 
can only put forward transmission solutions to reliability issues.16  PJM 
cannot impose generation or demand response solutions, and includes in 
its studies only generation projects that have requested interconnection to 
the PJM grid and are at a relatively late stage of development, in the RTEP 
model.  Additionally, only demand response resources that have cleared 
in the RPM are recognized by PJM for purposes of reliability assessment. 

PJM develops a 15-year Transmission Plan that includes upgrades to help 
alleviate constraints identified in the modeling.  Once a transmission 
constraint is identified, PJM authorizes construction and cost recovery 

16 PJM’s RTEP process also considers market-based economically beneficial transmission 
enhancements, but the criteria for approving projects under this process is rigorous and to 
date, very few economic projects have been approved and constructed.
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of transmission upgrades to address the area of concern.  PJM mandated 
upgrades do not supercede state regulation, so projects may also require a 
CPCN depending on state siting and permitting regulations. 

PJM is currently working on revising the RTEP process to incorporate 
public policy goals into the transmission planning process.  Over the 
past several years, there has been an increasing focus on climate change 
policies by both federal and state governments.  An important element 
of such policies is the greater use of renewable resources, including 
wind.  Integrating wind resources, which are often distant from 
population centers, presents a unique set of challenges to planning new 
transmission.  In addition, the RTEP planning process must address 
the need to strengthen the transmission system to accommodate the 
retirements of generating resources not able to meet environmental 
regulations associated with emission reduction goals. 

On February 28, 2011, PJM released the 2010 RTEP report, which 
outlines planned system upgrades approved by the PJM Board through 
December 31, 2010.  The PJM Board has approved more than $19 billion in 
transmission enhancements since the inception of PJM’s RTEP process in 
1997, ensuring that PJM is compliant with NERC reliability criteria.  

Maryland RTEP Upgrades 
The 2010 PJM RTEP lists seven potential reliability-related transmission 
upgrades for Maryland that cost over $5 million and two generation 
interconnection-related upgrades, for Calvert Cliffs and between Talbert 
and Oak Grove (shown in Table 3-4).  If approved, the cost of these 
transmission upgrades would total $655 million.

Table 3-4 Maryland 2010 PJM RTEP Upgrades

Transmission Upgrade Date Cost $M To Zone

Rebuild the Townsend – Church 138-kV circuit June 2015 6.0 Delmarva

Rebuild the Glasgow – Cecil 138-kV circuit June 2015 16.0 Delmarva

Build a second Raphael – Bagley 230-kV and rebuild the existing line June 2015 18.0 BGE

Replace the Northeast 230/115-kV transformer #3 June 2015 10.1 BGE

Build a new 500/230-kV substation at Emory Grove and rebuild the  
Emory – North West 230-kV circuits June 2015 71.0 BGE

Rebuild existing Erdman 115-kV substation to a dual-ring bus configuration 
and construct 115-kV double circuit underground line from Coldspring to 
Erdman substation

June 2015 139.6 BGE

Upgrade the terminal equipment at Doubs substation and rebuild Mt. Storm 
– Doubs transmission line in Maryland June 2020 370.0 Potomac 

Edison

Construct transmission line at Calvert Cliffs June 2017 10.5 Dominion

Upgrade conductors between Talbert and Oak Grove June 2012 14.0 Pepco

Source:  PJM 2010 RTEP. 
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Since the release of the 2010 RTEP, PJM has performed updated analyses 
for the system upgrades included in the report.  Due to current conditions 
and a revised load forecast by PJM, the required in-service date for many 
of these projects has been delayed.  The updated in-service dates for 
the projects listed in Table 3-4 can be found in the 2011 RTEP, which is 
expected to be released by PJM by spring 2012.

PJM Renewables Integration
By 2020, an estimated 34,000 MW of wind and 6,000 MW of solar energy 
will be needed to meet state RPS requirements in the PJM region.  PJM 
estimates that by 2026, there will be about 135,000 GWh of renewable 
energy on its system, accounting for roughly 14 percent of PJM annual  
net energy.  Wind and solar energy have a certain level of intermittency 
and variability in generation output.  To facilitate the integration of  
these variable resources into its grid, PJM has implemented several 
measures to attend to the market, operational, and reliability issues of 
variable resources.  

In addition to these measures, PJM also recently began undertaking a 
PJM Renewable Integration Study.  The study will be a comprehensive 
renewable power integration study that will clarify what the operational, 
planning, and market effects are of large-scale integration of renewable 
power in PJM.  It will also determine what mitigation and facilitation 
measures are available to PJM, and make recommendations regarding 
their implementation.  The report is expected to be released in late 2012.

3.4 The Role of Federal Entities
Regulatory jurisdiction over the electricity system as a whole is shared 
between federal and state entities.  This section describes federal 
authority over the generation and transmission of electricity in Maryland.

3.4.1	 Federal	Energy	Regulatory	Commission
FERC is an independent regulatory arm of the U.S. Department of 
Energy (DOE).  FERC authority derives from the Interstate Commerce 
Clause (Article I, US Constitution) and a large set of acts and regulations 
exercising that authority including primarily the Federal Power Act, the 
Natural Gas Act, and the Interstate Commerce Act.  FERC’s authority 
specifically includes:  hydroelectric projects on interstate waterways 
(those not otherwise regulated by other federal entities such as the U.S. 
Army Corps of Engineers), interstate natural gas pipelines and certain 
types of storage, interstate electric transmission, and import and export 
facilities for liquefied natural gas (a responsibility shared with the U.S. 
Coast Guard).  FERC also has authority over wholesale energy rates, 
natural gas pricing, interstate oil pipeline rates, electric reliability at a 
national level, and some types of mergers and acquisitions by energy 
companies.  FERC does not have authority over local or otherwise non-
interstate reliability, rates, facilities and activities or over energy issues 
regulated by state energy authorities (such as the PSC) or regional energy 
authorities such as TVA.
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Electricity Transmission
FERC jurisdiction over wholesale transmission applies to entities that 
own, control, or operate interstate transmission facilities, primarily 
investor-owned utilities.  This generally does not include electric 
cooperatives, municipal utilities, and public power agencies.  In addition, 
FERC jurisdiction over federal agencies is limited and FERC jurisdiction 
does not extend to regions not engaged in interstate commerce, which 
includes the part of Texas under the Electric Reliability Council of Texas 
(ERCOT) and the states of Alaska and Hawaii.  FERC has primary 
jurisdiction over all U.S. ISOs and RTOs with respect to both the  
ISO/RTO administered wholesale electricity markets and the ISO/RTO 
regional transmission planning activities (except in ERCOT).  North 
American RTOs are shown in Figure 3-4.

Congress, through the Energy Policy Act of 2005, directed FERC to 
establish rules that provide economic incentives for new transmission 
lines including incentive rate structures and tax incentives.  The first 
planned transmission projects in PJM to be awarded new rate incentives 
from FERC were the Potomac-Appalachian Transmission Highline 
(PATH) and Trans-Allegheny Interstate Line (TrAIL).  In August 2008, 
FERC approved incentive rates for another planned regional high-voltage 
line, the Mid-Atlantic Power Pathway (MAPP) Project.  And recently in 
2011, FERC approved incentive rate treatment for the planned offshore 
Atlantic Wind Connection transmission line, provided it is included in 
PJM’s RTEP.

The Energy Policy Act of 2005 also directed DOE to conduct triennial 
congestion studies and designate National Interest Electric Transmission 
Corridors (NIETCs) within which FERC would have backstop authority 

Figure 3-4 North American Regional Transmission Operators
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over transmission projects.  DOE identified the Mid-Atlantic region, from 
Ohio and West Virginia to northern New York, as one of two NIETCs and 
designated this region, including all of Maryland, as the Mid-Atlantic 
Area National Corridor.  An NIETC designation means that additional 
transmission capacity in this area is so critical that FERC may overrule 
state utility commissions and issue permits for regional transmission 
projects that are deemed to be in the national interest.  This authority, 
however, was challenged and overturned in the U.S. Court of Appeals. 
Additionally, the NIETC designations were invalidated by the Federal 
Appeals Court, which concluded that DOE failed to provide sufficient 
state consultation and to consider the environmental consequences of 
designating such corridors.

Following the court’s decision, DOE considered a plan under which it 
would transfer its NIETC authority to FERC.  The resulting proposal 
was strongly opposed by the states, however, and U.S. Energy Secretary 
Steven Chu announced in October 2011 that DOE would not be 
adopting the proposal.  Secretary Chu also stated that DOE would work 
more closely with FERC in reviewing proposed electric transmission 
projects.  The next congestion study is due to Congress in 2012, and 
DOE is currently conducting regional workshops to receive input and 
suggestions from stakeholders.

The Obama Administration has been working to expedite the 
construction of seven new backbone transmission projects slated to 
improve the reliability and security of the nation’s electrical system.  The 
proposed projects include over 3,100 miles of new transmission lines 
spread across 12 states.  In addition to purportedly creating thousands 
of new jobs, these projects are intended to serve as pilot demonstrations 
of streamlined federal permitting and improved cooperation among 
federal, state, and tribal governments.  One of the proposed projects, the 
Susquehanna to Roseland Line, is a 145-mile, 500-kV transmission line 
that would stretch from Pennsylvania to New Jersey.

Transmission Planning and Cost Recovery
FERC originally issued Order No. 888 in April 1996, establishing 
requirements for transmission planning, both at the local and regional 
level.  Within this Order, FERC outlined several broad planning 
principles for transmission providers such as PJM, but these were 
mainly focused on meeting reliability needs and providing transparent 
comparable service to all customers.  

In February 2007, FERC issued Order No. 890, which noted that 
transmission investment relative to load growth had declined in the 
decade following Order 888 and transmission constraints had become 
common occurrences.  Order 890 outlined new criteria for transmission 
planning including: 

• Transmission planning meetings must be open to all affected parties; 

• Transmission providers are required to disclose the basic criteria, assumptions, 
and data used to create transmission system plans; 

• Transmission providers must treat all similarly-situated customers comparably;  
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• Regional Coordination – transmission providers are required to coordinate 
their planning with neighboring transmission providers; and 

• Economic Planning Studies – transmission providers are required to conduct 
studies that identify ‘significant and recurring’ transmission congestion to 
ensure that transmission planning incorporates more than just reliability. 

In July 2011, FERC issued Order 1000 to amend some of the transmission 
planning and cost allocation requirements established in Order 
890.  FERC noted that regional transmission planning processes have 
improved but some deficiencies remained. 

Order 1000 included several reforms with respect to transmission 
planning by FERC-jurisdictional entities including:

• A requirement for all public (i.e., under FERC jurisdiction) transmission 
providers to participate in a regional transmission planning process that 
evaluates both transmission and non-transmission solutions and includes 
consideration of public policy requirements; and  

• Each public utility is required through the regional planning process to 
coordinate with neighboring transmission planning regions and create an 
interregional transmission planning agreement.

Order 1000 also includes criteria that align cost allocation with 
transmission planning.  Each public utility transmission provider 
is now required to develop a method for allocating costs for new 

The Eastern Interconnection 
North America is comprised of two major and three minor alternating current (AC) power grids or “interconnections.”  The Eastern Interconnection, 
one of the major grids, reaches from Central Canada eastward to the Atlantic coast (excluding Québec), south to Florida and west to the foot of 
the Rockies (excluding most of Texas).  All of the electric utilities in the Eastern Interconnection are electrically tied together during normal system 
conditions and operate at a synchronized frequency at an average of 60Hz.  The other major interconnection is the Western Interconnection.  The 
three minor interconnections are the Québec Interconnection, Alaska Interconnection, and the Texas Interconnection.

Source: The Land Trust Alliance. http://www.landtrustalliance.org/policy/emerging-issues/energy-development/nced. 

http://www.landtrustalliance.org/policy/emerging-issues/energy-development/nced
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transmission facilities that follow principles that FERC sets out, with 
one set of principles for intraregional facility cost allocation and another 
for interregional facilities.  The methodology can include different cost 
allocation schemes for different types of projects driven by different 
needs, i.e., reliability, economic, and public policies. 

Hydroelectric and Liquefied Natural Gas 
Unless a project has a valid pre-1920 federal permit, non-federal 
hydroelectric projects are subject to FERC jurisdiction if the project:

• Is located on navigable waters of the United States; 

• Occupies public lands or reservations of the United States;

• Uses surplus water or waterpower from a federal dam (such as an Army Corps 
of Engineers facility); and/or

• Is located on a body of water over which Congress has Commerce Clause 
jurisdiction, and was constructed on or after August 26, 1935, and the project 
affects the interests of interstate or foreign commerce.

FERC issues licenses for projects for up to 50 years and has a complex 
licensing process that incorporates interagency processes such as the Fish 
and Wildlife Coordination Act and local public consultation.  

FERC also has authority under the Natural Gas Act to authorize the siting 
of facilities used to import or export liquefied natural gas, which are 
constructed or operating inside the state waters limit.  State waters are 
generally about 3 nautical miles from shore, but this distance varies in 
some areas, such as Gulf of Mexico and Puerto Rico where this limit is 9 
nautical miles out.   

3.4.2	The	Role	of	the	NRC
Under federal law, the Nuclear Regulatory Commission (NRC) is 
responsible for regulating commercial nuclear power plants and 
other uses of nuclear materials, such as in nuclear medicine, through 
licensing, inspection, and enforcement.  The NRC is charged with 
ensuring adequate protection of public health and safety, promoting the 
common defense and security, and protecting the environment.  The 
NRC’s relevance to power generation in Maryland stems from its role 
in overseeing the state’s only nuclear power plant, Calvert Cliffs Units 
1 and 2, located on the Chesapeake Bay in Calvert County.  NRC staff 
monitor virtually every aspect of Calvert Cliffs’ operations, including 
maintenance, security, training, and emergency response planning.

The Calvert Cliffs facility holds NRC licenses for each of the two 
operating units, as well as a separate license for the Independent Spent 
Fuel Storage Facility Installation (ISFSI) at the site.  These licenses have 
finite periods.  When the NRC issues a license or a license renewal, it 
is required to do an environmental evaluation under the rules of the 
National Environmental Policy Act (NEPA).  States have the option of 
participating in the NRC licensing process.  For example, Constellation 
is currently seeking a license renewal from the NRC for the on-site ISFSI 
at Calvert Cliffs.  PPRP is coordinating the State’s involvement in the 
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NRC re-licensing process, which involves reviewing the environmental 
impacts as described by Constellation; see more information in Section 
2.4.1 of this report.

3.4.3	The	Role	of	the	EPA
The Clean Air Act (CAA) is the law that defines the responsibilities of 
the U.S. Environmental Protection Agency (EPA) for protecting and 
improving the nation’s air quality and the stratospheric ozone layer.  
Under the CAA, EPA has developed a complex set of regulations that 
govern construction of new pollution sources and modifications or 
expansions of existing sources.  Collectively, the regulations are referred 
to as New Source Review (NSR).  Major NSR covers the construction, 
modification, or reconstruction of certain “major” stationary sources 
or “major” modifications of existing sources.  In areas of the country 
where National Ambient Air Quality Standards are being met, known 
as “attainment areas”, the NSR program is known as Prevention of 
Significant Deterioration (PSD).  In nonattainment areas, the NSR 
program is referred to as Nonattainment New Source Review (NA-NSR).  
Construction and modification of “minor” sources are covered by 
“minor NSR” programs and the regulations covering these activities are 
established by state and local regulatory agencies.

As previously stated, under Maryland PSC regulations, power plants 
in Maryland are required to obtain a CPCN prior to constructing new 
power plants or modifying existing power plants.  The CPCN serves as 
the air quality permit to construct for the proposed project, including 
PSD and NA-NSR permits.  For all PSD or NA-NSR permits issued by the 
State, EPA Region III is provided the opportunity to review and comment 
on the licensing conditions during the CPCN process.  Minor NSR 
permits do not require review by EPA, although representatives from 
EPA may be consulted by the State on issues that are new or developing.

EPA has responsibilities outside the CPCN process as well.  Facility-wide 
Title IV Acid Rain Permits and Title V Operating Permits for power plants 
in Maryland are issued outside the CPCN process.  These permits are 
processed, renewed, and submitted for public comment by the Maryland 
Department of the Environment (MDE).  The draft permits are submitted 
to EPA Region III for review.  Final permits are issued by MDE.  The 
conditions within the permits are federally enforceable and compliance 
with certain permit conditions requires submittal to EPA Region III.

3.5 Impacts of Other State and Local Decisions
The PSC is responsible for granting or denying CPCNs for new 
and modified transmission line projects within the state.  However, 
other regulating entities, such as other states and local governments, 
may influence whether a proposed project can be permitted and/or 
constructed in its entirety.  Transmission line projects that are proposed 
in multiple states will need to obtain the approval of each state’s 
permitting authority before construction on that portion of the line 
can commence.  For example, the proposed PATH Project (described 
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in Section 2.5.1) would extend across West Virginia, Virginia, and 
Maryland, and therefore would need to obtain a separate CPCN from 
the West Virginia PSC, Virginia’s State Corporation Commission, and the 
Maryland PSC, in addition to several other environmental permits within 
each state.  If one of these states were to deny a CPCN application for 
the construction of the project within that state, the project would likely 
require a redesign in order to move forward or would be abandoned.  The 
complete listing of permitting and approvals necessary to construct a 
new transmission line in Maryland is found in Appendix A.  

3.5.1	 Substation	and	Converter	Station	Siting
As part of PSC Case 9198, the PSC determined that a CPCN encompasses 
all components of a project that are integral to a proposed transmission 
line, including, where appropriate, substations.  This ruling would 
effectively place the approval of such a substation under the jurisdiction 
of the PSC.  A similar situation would likely apply to the converter 
stations associated with the HVDC transmission line segments of the 
proposed MAPP Project.

3.5.2	Entities	Eligible	to	Obtain	a	CPCN
As part of the decision rendered in PSC Case 9198, the PSC found that 
that the Potomac Edison Company (doing business as Allegheny Power) 
may not seek authorization to construct a transmission line on behalf of 
its non-electric company affiliate PATH Allegheny, LLC.  The PSC found 
that Maryland statute allows CPCNs to be issued only to Maryland 
electric companies.17 

In another case, Big Savage, LLC filed an application with the PSC in 
December 2010 for a CPCN to construct a transmission line from a 
proposed wind energy facility in Somerset County, Pennsylvania to 
an existing substation, now owned by Potomac Edison, in Frostburg, 
Maryland.  The PSC declined this application in January 2011 under 
the basis that:  (i) Big Savage, LLC is not a Maryland electric company, 
and (ii) only the transmission line portion of the proposed wind energy 
facility would be located within the state.  If both the generating facility 
and “its associated overhead transmission lines” were to be located in 
Maryland, the application could have been accepted.  During the 2011 
legislative session, HB 590 was passed to effectively amend PUC §7- 207(a)
(2) to define a qualified generator lead line as “an overhead transmission 
line that is designed to carry a voltage in excess of 69,000 volts and would 
allow an out-of-state Tier 1 or Tier 2 renewable source to interconnect 
with a portion of the electric system in Maryland that is owned by an 
electric company”.  Subsequently, Big Savage filed an updated application 
and a CPCN was granted for this project by the PSC in September 2011.

17 According to PUC §1-101, an “electric company” means a person who physically 
transmits or distributes electricity in the State to a retail electric customer.  A “person”  
is defined as an individual, receiver, trustee, guardian, personal representative, fiduciary, 
or representative of any kind and any partnership, firm, association, corporation, or  
other entity.


