
5Tight power pools are not defined in Order No. 888.  The four power pools identified as
“tight” power pools in the order are characterized by pool-wide economic dispatch and installed
reserve requirements, however.
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III.  FERC ORDER NO. 888 AND THE PJM ISO PROPOSAL

Historically, the institutional arrangements governing Maryland utilities’ use of the

transmission system were different for AP than for the three Maryland PJM utilities -- BGE,

Delmarva, and PEPCO.  AP operated its transmission system on an integrated basis for the central

purpose of assuring a reliable source of supply for those retail and wholesale customers for whom it

had an obligation to serve.  Although AP had no obligation to provide transmission service to third

parties, it has been able to provide transmission capacity for significant non-firm transfers across its

system to utilities in PJM and in VACAR.  The transmission system in PJM was operated to transport

remote generation to load centers.  In addition, PJM’s use of central economic dispatch of all

generation resources was made possible through the integrated operation of the entire grid, which

was able to accommodate changing power flows to minimize the Pool’s operating costs.  Moreover,

the ability of the transmission system in PJM to import power in emergencies was reserved for the

Pool as a whole and could not generally be used by a single member to import capacity.  Neither PJM

nor member utilities had any obligation to provide transmission service to third parties.

On April 24, 1996 and May 4, 1997, the FERC issued Order Nos. 888 and 888-A,

respectively, to require utilities to file non-discriminatory, open access transmission tariffs.   Relying

on its authority under Sections 205 and 206 of the Federal Power Act (FPA), the Commission stated

that it was ordering the filing of open access tariffs so that utilities could not use monopoly power

over transmission to unduly discriminate against others.  Order No. 888 also specified filings that

would be required by tight power pools to comply with the Commission’s newly promulgated open

access standards.5  To comply with this provision of Order No. 888, the PJM Supporting Companies

and, in a separate filing, PECO Energy (PECO) filed PJM restructuring proposals to replace the PJM

Agreement with an ISO model for overseeing the operation of the PJM Pool.  



6 Eligible entities are those able to request transmission service under Section 211 of the
Federal Power Act.  This would include electric utilities, federal power marketing agencies, and
all persons engaged in the generation of electricity for sale for resale.  In addition, entities
engaged in purchases and sales of electric energy, not just those engaged in the generation of
electricity, would also be eligible.  Entities not eligible under Section 212 (h) of the FPA
(prohibition against Commission-mandated wheeling directly to an ultimate consumer or sham
wholesale transaction) are not eligible.

III-2

A. KEY PROVISIONS OF ORDER NOS. 888 AND 888-A

In Order No. 888, the FERC requires utilities to file non-discriminatory, open access

transmission tariffs.  Among other things, Order Nos. 888 and 888-A require utilities:

• to file non-discriminatory, open access point-to-point and network transmission tariffs,
and to charge themselves under the same open access transmission rates that they make
available to third parties;

• to expand capacity of the transmission system if that is necessary to respond to a
request for transmission service; and

• to provide ancillary services of the kind that are normally required to effectuate
transactions over the grid.

Under Order Nos. 888 and 888-A, utilities are able to reserve transmission capacity for the

future use of their native load customers over a reasonable planning horizon.   These orders also

establish separate procedures applicable to members of power pools with varying degrees of

coordination.  

1. Open Access Tariffs

Under Order Nos. 888 and 888-A, the Commission requires utilities to offer access to their

transmission grids to all eligible entities in order to eliminate undue discrimination in the provision

of transmission service6.  The Commission found that utilities must offer both point-to-point and

network service whether or not the utility provides such service to itself.  In reaching this conclusion,

the Commission found that since utilities had the flexibility to offer that service to themselves, in order

to be non-discriminatory, an open access tariff must offer the same flexibility to others.



7 A request for service over a constrained transmission interface may be met through the
use of off-cost generation.  In this event, the additional cost of such generation would be assessed
against the entity seeking service.
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Firm point-to-point service requires the transmission owner to provide firm deliveries of

power from designated points of receipt to designated points of delivery.  The amount of capacity

reserved at points of receipt and delivery would be spelled out in service agreements.  Network

service permits a transmission customer to integrate and economically dispatch its resources to serve

its load in a manner comparable to the way that the transmission provider uses the transmission

system to integrate its generating resources to serve its native load.  However, network service

cannot be used by utilities for sales to other utilities.  Point-to-point service must be used for that

purpose.   

Utilities must take all transmission service for wholesale sales under the same tariffs used by

other eligible customers that were included in the open access tariffs.  This is to assure that utilities

live by the same rules for wholesale transactions that are available to others.

2. Expansion of the Grid

Order Nos. 888 and 888-A require utilities to expand the capacity of the grid if that is

necessary in order to satisfy a request for transmission service.  The construction of any transmission

facilities that would be required to satisfy such a requirement would remain under the jurisdiction of

the states, which normally would have to approve the construction of new facilities.  Utilities,

however, are obligated to use their best efforts to construct transmission facilities needed to satisfy

a request for transmission service.  Whether the cost of the expansion would be assigned directly to

the entity requesting service or allocated among all transmission users would depend upon the

circumstances.  Such issues would be decided when the utility sought to recover the cost of the new

facilities in a filing at the FERC7. 
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3. Ancillary Services

Ancillary services are those elements of bundled transmission service that are required to

effectuate transactions on the grid, and are generally provided from generating facilities.  Historically,

these have not been sold separately because the transmission provider includes them as part of

bundled retail or wholesale service.  In a competitive environment, a market could emerge to supply

such ancillary services in lieu of their being provided by the transmission provider.  In its open access

orders, the FERC identifies six ancillary services that transmission customers are required to purchase

and that must be provided by the transmission provider.  While the transmission customer could

obtain certain of these from alternative sources, others could be secured only from the transmission

provider.

Three ancillary services are among those that transmission customers are required to purchase

from the supplier of transmission services.  These include:

• Scheduling, system control, and dispatch service; 

• Reactive supply and voltage control from generation sources; and 

• Regulation and frequency response service.  

Regulation and frequency response service is only required for transmission customers serving entities

within the transmission provider’s control area.

Three additional ancillary services could be obtained from alternative sources.  These include:

• Energy imbalance service;

• Spinning reserves; and

• Supplemental reserves.

Energy imbalance service provides for any mismatch between a customer’s sources of supplies and

its load over an hour.  Spinning reserves represent capacity available instantaneously to meet load in
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the event of a sudden change in load or resources.  This is usually provided by generating units that

are not operating at full capacity.  Supplemental reserves are additional operating reserves that could

be called upon in the event of an emergency, but not instantaneously.  Generally, such capacity should

be available in a short space of time, around ten minutes.

B. THE PJM ISO PROPOSALS

During the summer of 1996, seven of the eight PJM utilities and, in a separate filing, PECO

Energy, submitted alternative ISO proposals to the FERC that would restructure the operation of

PJM.  In broad terms, both of these proposals were similar.  The following significant modifications

to the PJM Agreement were included in both proposals:

• Control over the integrated operation of the grid would be vested in an independent
system operator.  The ISO would be charged with assuring for the reliable operation of
the grid, and vested with responsibility for transmission planning.

• A power exchange would be established to allow utilities to purchase energy at market
prices.

• A mechanism would be created to determine the reserve requirements of the Pool and
devise an approach for assigning shares of such reserve requirements to all load-serving
entities within the Pool.

• A uniform system of transmission rates would become effective for point-to-point and
network service.  The Supporting Companies proposal called for the establishment of
zonal rates with surcharges for service that extended beyond a zone.  The PECO
proposal called for uniform, pool-wide rates.

In November 1996, the FERC rejected both restructuring proposals.  According to the FERC,

both proposals failed to establish an ISO that could function independently from the continued

dominance of the transmission owners.  This would perpetuate control over the operation of the grid

by existing PJM members to the detriment of third parties.  The FERC also found a number of

deficiencies in the open access tariffs that were contained in both of the proposals.  



8  PECO Energy Company, the Coalition for Competitive Energy Markets (CCEM), which
was an ad hoc coalition of power marketers, Schuylkill Energy Resources (SER), and NJPIRG
Citizens Lobby.
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On December 31, 1996, the Supporting Companies and PECO Energy submitted a

compliance filing to remedy concerns about provisions of the open access tariffs, to modify the PJM

Agreement to provide for expanded participation in the Pool, and to enhance the independence of the

PJM Pool’s operator.  Because PECO and the Supporting Companies could not agree on many of

the provisions of a suitable tariff, the filing provided the Commission with alternative language.  The

parties committed to make subsequent filings following further negotiations with stakeholders to put

in place an ISO that would conform to FERC ISO guidelines.  This filing was accepted on February

28, 1997.   In its order accepting the filing, the FERC, with one exception, adopted the Open Access

Tariff (OAT) provisions proposed by the Supporting Companies.  While finding that the congestion

pricing proposal of the Supporting Companies was superior to PECO’s, the Commission adopted

PECO’s proposal on an interim basis, and called for a technical conference to discuss the issue

further.  On April 1, 1997, a filing was made to convert the PJM Interconnection Agreement into an

agreement for a limited liability company (PJM Interconnection L.L.C.) in order to permit an

independent board of directors to exercise oversight over the day-to-day operations of the PJM Pool.

The PJM Supporting Companies and PECO Energy convened numerous meetings to attempt

to fashion an ISO acceptable to all stakeholders.  While many of their differences were resolved

through that process, PECO Energy and the Supporting Companies continued to hold to their

separate visions of the appropriate ISO structure.  On June 2, 1997, the Supporting Companies filed

their proposal for restructuring the Pool and creating an ISO.  On June 9, 1997, PECO Energy along

with a number of other interested parties (the PECO Group) submitted its competing ISO proposal8.

On November 25, 1997, the FERC issued an order approving, with a number of

modifications, the Supporting Companies filing.  With one exception, relating to the reservation of

3,500 MW of import capability, these modifications do not appear significant. 



9In July, the Supporting Companies asked the FERC to permit the use of market-based
pricing in the energy market.
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1. The Supporting Companies Filing 9  

The Supporting Companies filing consisted of four principal documents: (1) a revised PJM

Operating Agreement; (2) a Reliability Assurance Agreement; (3) a Transmission Owner’s

Agreement; and (4) a PJM Open Access Tariff.   In their filing, the Supporting Companies stated that

numerous stakeholders were generally supportive of their position on restructuring PJM.  This

included two major independent power producers -- U.S. Generating Company and Cogen

Technologies N.J. Venture -- and two major power marketers -- PanEnergy Trading and Market

Services, L.L.C. and Citizens Lehman Power, L. P. (now Citizens Power L.L.C.).

The agreements included with the Supporting Companies filing included the following

essential features.  First, the Operating and Reliability Assurance Agreements superseded the PJM

Agreement.  The Operating Agreement established an ISO and  provided for the ISO to operate a

spot energy market.   In addition, the Operating Agreement modified the governance provisions of

the prior agreements to ensure that the Office of the Interconnection (OI) will independently

administer the operation of the Pool.  The Operating Agreement also provided that the OI assume

responsibility for transmission planning, and establish an approach for allocating the cost of

transmission expansion among parties agreeing to share the cost.  

Second, the Reliability Assurance Agreement established an installed capacity requirement for

load-serving entities (LSEs) within PJM using essentially the same algorithms that PJM had been

using for many years.  To provide flexibility in the face of wholesale and retail competition, the

Reliability Assurance Agreement phased in a reduction of the time period for LSEs to meet their

installed capacity requirement.  Moreover, for planning periods beginning after May 1999, the

capacity obligation of LSEs would be based upon the coincident peak of the LSEs’ customers and

a percentage reserve margin.  Finally, while parties to the agreement would continue to have certain

forecasting and planning commitments under the Agreement, there would be no further “forecast”



10At the request of PJM, the FERC delayed the effective date of the revised ISO proposal
until April 1, 1998.
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capacity obligations that result in deficiency charges.  Instead, the Agreement focused on the

obligations for parties to have adequate capacity for the customers that a party actually serves.

Finally, the OAT proposed separate pool-wide, point-to-point and network transmission rates

for deliveries at the border of the control area and in each of the Pool’s ten rate zones.  In view of

the impending introduction of retail competition, the OAT revised the procedures used to compute

the network rate, adopting a stated rate per megawatt-year figure that is applied to a network

customer’s actual loads.  This means the rates for network and point-to-point service become the

same.

Another important feature of the Supporting Companies proposal is its treatment of

congestion.  Congestion occurs whenever flows across a pool’s transmission interfaces must be

reduced for reliability reasons.  On April 1, 1998, PJM implemented the Locational Marginal Pricing

(LMP) approach for dealing with transmission congestion that had been approved by the FERC in

its November 1997 order.  PJM computes LMPs for 1,750 busses within the control area.  When the

transmission system is not constrained, LMPs are the same at all busses and are equal to the marginal

cost to serve load in the control area.  Under constrained conditions, LMPs include not only the

marginal energy cost, but the marginal cost to deliver energy arising from transmission system

congestion.  Therefore, LMPs on the receiving side of constraints are generally higher than those on

the sending side.

2. The FERC ISO Order

On November 25, 1997, the FERC issued an order approving the Supporting Companies ISO

proposal and ordered it to become effective on January 1, 1998.10  Most of the modifications ordered

by the Commission appear to be minor. In its filing, for example, PJM had submitted (a) transmission

tariffs that replicated those in the FERC pro-forma tariff attached to Order No. 888.  The tariffs did

not include revisions ordered by the Commission in Order No. 888-A and thus had to be revised.
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The FERC order also codified PJM’s pledge to adopt a single, pool-wide transmission rate.

While transmission service under the PJM ISO tariffs was provided at single, non-pancaked rates,

these rates were different for deliveries in different PJM utilities’ service territories.  FERC ordered

the ISO to file a uniform, system-wide rate for transmission service before July 1, 2002.

A more significant part of the order is FERC’s concern with the ISO’s proposal to retain the

3,500 MW import capability (which is discussed in more detail in Sections IV and V) for the benefit

of all Pool members.  FERC was concerned that the practice was not consistent with its open access

transmission proposal, nor was it consistent with PJM’s own procedures for reserving transmission

capacity.  If FERC ultimately finds that PJM cannot continue to reserve the 3,500 MW for all Pool

members, PJM utilities may have to increase their generation resources in order to achieve the same

level of reliability.

3. Potential Impact of the ISO

Because the ISO has been in operation only a few months, it is difficult to determine its long-

term effect on the operation of the PJM transmission grid.  It is a work-in-progress, whose final form

is likely to evolve and change as users gain experience with new institutional protocols.  The ISO,

for example, was required to file an emergency request with the FERC to eliminate the right of non-

firm transmission customers to avoid interruptions by paying congestion charges.  Beyond this, the

modified ISO rules have been in effect for only a short time.

Notwithstanding the uncertain nature of the long-term effects that may ultimately result from

some form of the PJM ISO, there already appears to have been a number of effects upon transactions

and power flows on the grid.  A cursory review of BGE’s and PEPCO’s purchased power accounts

reveals the emergence of power brokers and marketers as new participants in the market.  Since many

of these marketers do not actually own any generating resources, they must assemble resources from

numerous utilities and compete with the energy sales that these firms have traditionally made from

the PJM energy market or from utilities in ECAR and other systems.  While many of these

transactions are small, some are fairly sizeable.  For example, almost 30 percent of BGE purchases
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in 1996 were from LG&E Marketing, the power marketing subsidiary of Louisville Gas and Electric

Company (LG&E), compared with almost no purchases from LG&E in 1995.  Moreover, since pool-

wide open access transmission rates became effective only in the latter half of 1996, transactions of

this kind may be expected to grow in the future. 

Another effect of the PJM ISO is the entry of VP as a significant supplier.  Prior to the

establishment of the ISO, VP was connected to PJM only through its interconnection with PEPCO,

and would have had to incur multiple transmission charges for sales to other PJM utilities.  Now it

is connected to the entire Pool and can sell energy for only a single transmission charge.  In 1996, VP

sold roughly 1,650 GWh to PJM utilities other than PEPCO.  While this is only a 60 percent increase

above 1995 sales to other PJM utilities, the ISO rules were not fully in place for much of 1996.


