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FISCAL AND POLICY NOTE

House Bill 1530 (Delegates Waldstreicher and Hecht)
Economic Matters

Public Service Commission - New Electric Generation Facilities - Rate
Regulation and Contracts

This bill indicates that the State should undertake action to raiuaregulated electric
market for all customer classes that results in a relighctric system at the best
possible price for ratepayers. All new electric generatioitittas built in the State on or
after July 1, 2009 must be owned by an electric company in the &ta consortium.
This restriction does not apply to on-site generated electriaitywaste-to-energy
generation facility; a municipal electric utility; a smaliral electric cooperative; a
generation facility of less than 30 megawatts in capacitynewable on-site generator;
an eligible customer-generator; or, an electric generationtyagWwned or controlled by
a unit of local government.

The bill takes effect July 1, 2009.

Fiscal Summary

State Effect: Special fund expenditures increase by $101,200 in FY 2010 for
reregulation purposes. Future year expenditures reflect inflatioeverides are not
affected.

(in dollars) FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Revenues $0 $0 $0 $0 $0
SF Expenditure 101,200 137,300 144,000 151,100 158,600
Net Effect ($101,200) ($137,300) ($144,000) ($151,100) ($158,600)

Note:() = decrease; GF = general funds; FF = federal funds; SF = special funds; - = indeterminate effect

Local Effect: None.
Small Business Effect: None.



Analysis

Bill Summary: An electric generation facility constructed in the State orafter
July 1, 2009 must be owned by an electric company in the Stadeconsortium. A
consortium is defined as a combination of electric companieb, @awhich is in the
State. A facility built after this date may also be owngdah electricity supplier, a
parent or affiliate of an electric company, or any commnadf the above if it enters into
a Public Service Commission (PSC)-approved contract to setriely generated to an
electric company or consortium. This restriction does nptyafp on-site generated
electricity; a waste-to-energy generation facility; anncipal electric utility; a small rural
electric cooperative; a generation facility of less thann3pgawatts in capacity; a
renewable on-site generator; an eligible customer-generatognoelectric generation
facility owned or controlled by a unit of local government.

Electricity generated from an electric facility, constrdcta or after July 1, 2009, must
first be offered for sale to an electric company in théeStaa consortium. If electricity
produced is not sold directly or through a contract, it may than becstild electric grid.
PSC has authority over a generation facility or share of a garefacility, including
the sale of electricity generated.

PSC and the Department of Natural Resources must meet gnmoadssess the
long-term plans of each electric company in the State to meet longtemgy demands.

In considering an application for a certificate of public convenienwt r@ecessity
(CPCN), PSC must consider the need to meet existing and futurendidoraelectric
services.

Current Law: In order to meet long-term anticipated demand in the &iatstandard
offer service (SOS) and other electricity supply, PSC meguire or allow an investor-
owned electric company to construct, acquire or lease, and @peraiwn generating
facilities, and transmission facilities necessary to intamect the generating facilities
with the electric grid, subject to appropriate cost recovery.

The licensing of new electric power plants or overhead transmissemih the State is a
comprehensive two-part process involving PSC and several otlde Sgencies,
including the Department of Natural Resources and the MarylandriDepd of the
Environment. PSC is the lead agency for licensing the siting, cctistr, and operation
of power plants in the State. Companies wishing to construcivgpo®er plant or an
overhead transmission line must apply to PSC for a CPCN.

In an application for a CPCN, PSC must consider the recommendstitre local
government in which the generating facility or overhead trangmisne may be
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located. PSC must also consider the effect of the generatingnsta overhead
transmission line on: (1) the stability and reliability of #lectric system, economics,
aesthetics, historic sites, aviation safety, air and watentpoill and (2) the availability
of means for the required timely disposal of wastes producedybgearerating facility.
Also, for the construction of any overhead transmission line, themggsion must
consider the need to meet existing and current demand for electric service.

To obtain the best price for SOS for residential and small @iat customers, PSC
may require each investor-owned electric company to obtain itsiekycsupply through

a competitive process. PSC may also require or allow an immsterd electric

company to procure electricity for these customers dirdatiyn an electricity supplier
through one or more bilateral contracts outside the competitive process.

Background: The Electric Customer Choice and Competition Act of 1999 (Cisafte
and 4) facilitated the restructuring of the electric utilitgustry in Maryland. The Act
required electric companies to divest themselves of generaaigiés or to create a
structural separation between the unregulated generation of@tgand the regulated
distribution and transmission of electricity. Some eleatompanies created separate
entities to operate unregulated and regulated businesses under dasidigig company
structure and other companies divested generation facilitig thé elimination of the
generation functions from regulation, PSC no longer determines the areadditional
supply sources as was the case prior to implementation of restructuring.

In response to the growing public and legislative belief that detegulaad not served
the public interest, the General Assembly, through Chapter 549 of 2B)AJ9),
required PSC to conduct studies and complete reports on eledustry reregulation
and to assess the availability of adequate transmission and genéaatlities to serve
the electrical load demands of all customers in the Stat€, &% cost of approximately
$2 million, completed a study of the efforts for new generation andihlitses for
reregulation.

In this report PSC outlined various options for “reregulation” congigetradeoffs
among direct costs, risks, and benefits. PSC concluded that it wouktootmend that
the legislature seek to return the existing generation fleetltodst-of-service regulation
(where the ratepayers bear all prudently incurred costs toaodroperate a generation
plant, plus a rate of return) given the costs, risks, and likelymtisns that may result
from acquiring the plants. The study valued only the impact oddkeof purchasing the
assets under fair market value relative to ratepayer bereftsdoes not attempt to
guantify complexities and risks that may result in added costs.

Instead, PSC recommended incremental, forward-looking reregulatien appropriate.
Other options involve measures to mitigate price volatility ferdential consumers that
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include directing utilities to enter into long-term contracts fomw ngeneration,
establishing a State power authority to initiate power projead®pting integrated
resource planning to coordinate a variety of efforts, and aggrssntervening in
Federal Energy Regulatory Commission proceedings to shape PJMsalleomarket
policies.

State Fiscal Effect: Reregulation of electric generation facilities in Marylandl wil
require a comprehensive review of each generating facility ¢hahges ownership
structure and becomes a regulated facility under the purview of PSC. iThilsavapply
to any new generation facilities that are constructed. Additgia#ing for PSC depends
greatly on the number of new generation facilities constructedamildiés that change
ownership structure and become regulated by PSC.

Special fund expenditures increase by $101,200 in fiscal 2010, which axdourd
90-day start-up delay since the effective date is July 1, 200% eBhimate reflects the
cost of hiring two full-time positions to assist in reregulatioforé$. Future year
expenditures reflect full salaries with 4.4% annual increaseé<3% employee turnover;
and 1% annual increases in ongoing operating expenses.

Additional I nformation
Prior Introductions: None.
CrossFile: SB 844 (Senator Middleton) - Finance.

Information Source(s): Department of Natural Resources, Maryland Department of
Planning, Maryland Department of the Environment, Maryland Energyiidtration,
Office of People’s Counsel, Public Service Commission, Departrokntegislative
Services

Fiscal Note History:  First Reader - March 24, 2009
ncs/rhh

Analysis by: Erik P. Timme Direct Inquiries to:
(410) 946-5510
(301) 970-5510

HB 1530/ Page 4





