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MARYLAND RATEPAYERS TO SAVE ESTIMATED $225 MILLION 

IN FUTURE ELECTRICTY COSTS 
FOLLOWING FEDERAL RULING ON COMPLAINT 

 
Baltimore - (April 29, 2008) As a result of a complaint filed with federal energy 

regulators by the Maryland Public Service Commission (PSC) and other parties,  
Maryland ratepayers will save an estimated $225 million in payments for electricity   
from June 2011 – May 2012.  The lower costs are the result of a ruling by the Federal 
Energy Regulatory Commission (FERC), agreeing with the claim by the PSC that PJM 
Interconnection, L.L.C. (PJM) had not followed the necessary procedures to seek an 
increase in power system reliability payments to be determined in an upcoming auction, 
which applies to the 2011 – 2012 timeframe.  These RPM (Reliability Pricing Model) 
auctions set one-year prices for “capacity” three years in advance.  Capacity is the 
electricity supply available to meet demand at a point in time. The next RPM auction will 
be conducted on May 5, 2008. 

 
“The PSC is committed to acting aggressively to protect the interests of Maryland 

ratepayers to keep electricity prices as low as possible while ensuring adequate power is 
available to meet Maryland customers’ needs.  Since rates are currently established in the 
wholesale markets, we are fully engaged in the wholesale market to ensure rates are 
established fairly,” said PSC Chairman Steven B. Larsen.  “I commend FERC for taking 
this action in response to our request, which will save an average residential ratepayer 
approximately $50 per household in 2011.” 

 
The PSC was an active participant in an ad-hoc group, the “RPM Buyers” 

(Reliability Pricing Model Buyers), formed to oppose a filing made by PJM at FERC.  
PJM is the regional transmission organization that coordinates and directs the operation 
of the region’s transmission grid, administers a competitive wholesale electricity market, 
and plans regional transmission expansion in Maryland, Washington, DC, and 12 other 
states. 
 

The RPM Buyers objected to PJM’s request to increase the value assigned to the 
“Cost of New Entry” (CONE), which reflects the estimated cost of building additional 



generation.  CONE is a component of RPM (PJM’s capacity construct); capacity is a 
component of electricity, along with energy (usage per hour), ancillary services, and 
transmission.  The CONE in dispute is the value that will be applied in the auction to be 
held next month.  PJM requires capacity for each customer to be acquired (or provided) 
by their supplier so that power system reliability is ensured.  RPM auctions set the price 
that all customers must pay for capacity for a given 12-month period.  FERC described 
CONE as an integral factor in “determin[ing] the capacity price paid by end-use 
customers – in this case representing a significant increase.”  See the attached Q & A for 
more detail on the background and the FERC ruling. 

 
In its April 4, 2008, ruling in Docket No. ER08-516, FERC rejected PJM’s 

proposal to adopt a CONE factor higher than had been used for the past three years.  
FERC explained PJM did not adhere to its tariff and failed to establish that its proposal 
was necessary to ensure reliable service. 

 
 
 

#### 



Questions & Answers on RPM and CONE 
 

What is RPM? 
The Reliability Pricing Model is a series of auctions designed to ensure adequate 

availability of necessary generation and demand response resources that can be called 
upon to ensure the reliability of the grid.  The “cost of new entry” is essentially the 
expected cost of building the generator that would be required on the anticipated peak 
day of electricity usage. 

What is Cost of New Entry? 
The Cost of New Entry (CONE) is a component of the wholesale capacity prices 

that are reflected in retail Standard Offer Service rates.  In general, the higher the CONE 
component of RPM, the higher capacity prices and the higher the SOS rates.  Since 
capacity prices are established through auctions held three years in advance of the year 
the capacity is needed, the May 2008 auction will set the capacity prices for the June 
2011- May 2012 year.  By reducing the CONE component of the capacity prices, SOS 
prices are correspondingly lower.   

What was the complaint filed by the PSC and others parties?  

The complaint argued that PJM did not follow its own rules to utilize a 
stakeholder process several months in advance of filing its request to FERC to approve an 
increase in CONE.  The complaint also disputed the means by which the CONE was 
calculated.  In short, the proposal contained a mismatch of components that projected one 
set of costs to the future, whereas an offsetting item was historical.  PJM also did not 
demonstrate that rejection of the proposed increase in CONE would result in a reliability 
problem.  In providing guidance to PJM next time it requests a revision to CONE, FERC 
advised that PJM consider whether its proposed method of calculating CONE by using 
projected values, including inflation, creates a mismatch with the determination of energy 
and ancillary service revenue offsets (which rely on a historic average of the past three 
years). 

Aren’t higher payments to generators needed to encourage new capacity? Won’t the 
FERC ruling hinder new generation and demand-reduction measures? 

Maryland needs additional capacity to meet growing demand and avoid 
brownouts in the 2011-2012 period.  However, Marylanders should not “overpay” to 
solve its problems.  The PSC will work with PJM, utilities and generators, and the 
Maryland Energy Administration after the May auction to ensure we have the resources 
to meet our growing demand.  FERC acted responsibly in rejecting PJM’s attempt to 
bypass procedures designed to ensure fairness and stakeholder input, and Maryland looks 
forward to participating in a fair and open process which will address the valid concerns 
of both generators and customers. 

How were the savings calculated? 
According to an analysis conducted by Citi Investment Research’s Brian Chin, 

prior to the recent FERC order the clearing price for the May, 2008 RPM auction for 
capacity that will be required for the 2011-2012 planning year was expected to be $190.  



With FERC’s denial of the proposed CONE, Citi now expects the clearing price to be 
$150, an expected savings of $40 per megawatt day.  The PSC believes this is a 
reasonable estimate of the savings.  Citi Investment Research issues frequent reports on 
capacity markets, is considered a leading expert in this field, and has testified in 
numerous proceedings including some at the Maryland PSC and FERC.   

The PSC annualized the $40 per megawatt day estimated savings by multiplying 
the $40 by 365 days and multiplied this product by the estimated 15,388 megawatts of 
capacity required for Maryland during this period.  The result is a total savings of 
approximately $225 million.   

How much will Marylanders save? 
Because only half of Maryland’s electricity demand is from residential customers, 

half of the $225 million is attributable to those customers.  With approximately 2.15 
million residential customers, the average savings is expected to be about $50. 

Who are the RPM Buyers? 
In addition to the Public Service Commission of Maryland, the RPM Buyers 

include Blue Ridge Power Agency; the Borough of Chambersburg, Pennsylvania; Office 
of the People’s Counsel for the District of Columbia; Office of the Ohio Consumers’ 
Counsel; the PJM Industrial Customer Coalition; the Pennsylvania Office of Consumer 
Advocate; Pennsylvania Public Utility Commission; the Public Power Association of 
New Jersey; Southern Maryland Electric Cooperative, Inc.; Commonwealth of 
Pennsylvania Department of Environmental Protection; Industrial Energy Users – Ohio; 
Industrial Energy Consumers of Pennsylvania; New Jersey Large Energy Users 
Coalition; Illinois Industrial Energy Consumers; Maryland Office of People’s Counsel; 
American Forest & Paper Association; Illinois Municipal Electric Agency; American 
Municipal Power - Ohio, Inc.; and Portland Cement Association.  
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